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What does this appendix do?  

This document supports the submission of South East Water’s business plan for 

2020 to 2025 and provides: 

 Our ambition for household retail. 

 Our “Five out of Five service for all” strategy 

The evidence you will find in this appendix  

The following evidence is included in this document: 

 Our approach to building and delivering retail services from a clear 

understanding of customers’ needs based on broad engagement 

 Improving customer service, seen in reducing customer complaints and 

improving customer debt 

 Enhanced digital strategy, supporting greater customer choice and 

improving cost effectiveness 

 How we will keep bills affordable through maintaining our strong record of 

delivery efficiency 

The decisions we have made based on this evidence  

We have made the following decisions based on this evidence:  

 Ensure all services are inclusive and accessible to all 

 To focus on being the most efficient water retailer 

 To provide retail service that help our customers become more resilient 

 To provide innovative billing solutions and channels to match changing 

customer preferences 

Other evidence and data that supports our decisions 

You will find additional evidence in the following documents: 

 Appendix 1: Engagement 

 Appendix 2: Performance Commitments 

 Appendix 8: Vulnerability: Affordable, accessible and protective services 

 Appendix 9: Resilience in the round 

Need further information?  

Please email yourwateryoursay@southeastwater.co.uk if you require further 

information or wish to clarify anything in this document.  

 

mailto:yourwateryoursay@southeastwater.co.uk
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Executive summary   

Setting the scene  

This appendix sets out to show our ambition and strategy for providing retail services 

to our household customers from 2020 to 2025.   

Our Vision for the business is clear – we want to be “the water company that 

people want to be supplied by, and to work for…”, and our ambition for household 

retail is equally simple: we want to deliver consistently excellent customer 

experiences, and we want to deliver this for the lowest cost. 

We articulate this through our “Five out of Five service 

for all” strategy, and we will continue to use this simple, 

engaging philosophy to drive our strong performance 

even higher through 2020 to 2025. 

As a water only company, we know that our customers 

receive household water services from us, and also from 

their sewerage company. In our drive for a Five out of 

Five service ranking from our customers, we have learned 

that a clear, differentiated identity is critical, and we have 

worked hard on our brand, our image, and our 

communications to present a clear, distinguishable 

company to our customers. 

In Retail, we have significantly added to this 

clarity by building on the billing service we have 

provided to Thames Water for many years, by 

successfully implementing our “OneBill” service 

for the customers we share with Southern Water. 

This development was something we knew our 

customers would value, and has allowed us to 

simplify our relationship under our brand, and be 

more confident that all customers’ feedback – 

positive and negative – relate to the relationship 

with us. 

Our Five out of Five strategy has become firmly embedded across the business – not 

just in Retail – and is driving us to provide ever better services, to all customers, in all 

circumstances. 
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What did we learn? 

Our plans for 2020 to 2025 are based on continuous engagement rooted in the daily 

interactions we have with customers and stakeholders through the provision of our 

water supply and retail services. 

Customers tell us consistently that they value effortless services, and we have 

responded with the provision of a strong suite of digital services, ranging from our 

MyAccount on-line billing service, through our website, which now offers services 

such as the “In Your Area” digital map service which allows customers to see 

ongoing work, report new issues such as visible leaks, and to register for digital 

progress updates. 

And our digital service team has been developed to support customers preferring to 

engage with us through digital channels, such as Facebook and Twitter Social Media 

platforms, and our popular webchat service accessed via our website,  

The success of our engagement can be seen through our continuing improvement in 

comparison with our industry peers, where our Service Incentive Mechanism (SIM) 

satisfaction scores have improved at a greater rate, and our customer complaint 

volumes – one the worst in the industry – are now in the top three. 

We are also performing well against broader peer groups, with the latest UK 

Customer Satisfaction Index (UKCSI) report from the Institute of Customer Service 

highlighting our performance just behind the UK all-sector average, and well ahead of 

the Utility sector average. 

 

 

Customers also tell us they want affordable bills, and our approaches to the 

development of social tariffs, pre-payment plans, and flexible repayment plans, are 
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all examples of where we have been innovative, and the services have been valued 

by customers. 

But our stakeholders also tell us we can be more effective through closer 

collaboration with them, developing simpler access routes for customers and 

stakeholders, ensuring that customers in need of support are more aware of what we 

provide, and are able to register and benefit for these in greater numbers. 

What do we want to deliver for customers? 

We want all customers to value our services, and to rate their experiences of 

interacting with the company as a Five out of Five. 

Our performance has been improving, but we have been challenged on how we can 

be certain we are reaching all customers, including those who may be more difficult 

to reach due to the circumstances or characteristics.  

Our response has been to develop a plan which reflects the insight we have gained 

on the needs of all customers, and will enable us to: 

Be the most efficient household water retailer  

Customers want reassurance that their water service offers value for money, and 

central to our drive to deliver against this, is our ambition to be the most efficient 

retailer. 

Efficiency improvements will be driven by the continued development of digital 

customer services - with our current web-based services being enhanced and 

deployed through wider channels, including customer apps – and a continued 

commitment to industry leading billing and collection performance, and the 

management of bad debt costs. 

We will continue to explore innovation and improvements to support improved 

customer communication, including visibility on water usage through our Smart 

Network wholesale initiative, which will improve our leakage and network resilience 

but will also create new and improved opportunities for customer engagement, 

insight, and behavioural change. 

Provide inclusive services, accessible to all 

Our embracing of broader digital services will improve all customers’ access to our 

service, and will be central to the delivery of improved access for those customers in 

circumstances which make them vulnerable.  

Our innovative Customer Relationship Management (CRM) solution will be 

developed to incorporate a vulnerability module to improve our ability to identify and 
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engage with vulnerable customers, and to increase the numbers of customers who 

register for the broad range of support that is available. 

Our systems and processes will be supported by a 

new vulnerability strategy team that will work with 

stakeholders and customers alike to tap into their 

insight, and build upon the innovative approach 

established by our existing Customer Care Team. 

Our cost to serve 

And we are presenting our ambitious business plan from a position of strength and 

credibility, and where we are ahead of the industry upper quartile benchmark cost to 

serve for both our measured and unmeasured customers.  

Our total retail forecast for delivering our enhanced services in this area is forecast to 

be £84.1 million across 2020 to 2025, which includes an allowance for input price 

pressures, and delivers efficiencies of £3.9 million (4.4 per cent) against our baseline 

cost to serve figures adjusted for growth.   

Our efficiency challenge will be delivered through enhanced digital platforms 

providing greater customer choice, innovative billing changes that will optimise meter 

reading costs, and a continued commitment to leading on the billing of void 

properties, and the collection and management of customer debt. 
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1. Setting the scene 

1.1 Five out of Five service for all  

Our 2015 to 2020 business plan was strongly focused on delivering significant 

service improvements to customers. 

In the previous plan period, our services had dipped with complaints increasing, 

longer call queues, and more customers needing to contact us unnecessarily. 

We were turning a corner, with customers’ service 

experience improving significantly, the strong trend 

formed the foundations for our Five out of Five strategy, 

embedding a customer centric vision - and generating a 

real and ongoing excitement across the whole business. 

To make this step change, and ensure that customers 

were at the centre of our business, we introduced a range 

of initiatives that became our ‘Customer Improvement 

Programme’, which will continue to stretch our 

performance improvements through 2020 to 2025.   

Our innovative customer satisfaction measures covered the aspects of our service 

that customers told us were vital - including water production and distribution 

elements such as taste and odour, appearance, leakage, pressure, interruptions and 

restrictions, and direct customer interaction.  

This change has helped embed our customer culture ever more firmly, driving 

change across our business, and continually improving our interaction with 

customers. 

Our programme during 2015 to 2020 focused on improving customer satisfaction in 

three main ways: 

1. With a focus on improved brand recognition we worked to create a positive 

identity that would ensure that our customers knew who we were and what we 

did; 

2. We worked with our customers to start to better understand their needs, which 

enabled us to improve customer satisfaction by introducing a range of new 

communication channels that improved the customers’ experience; 
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3. Work with both our teams and our customers to understand how they felt about 

the business and our service delivery.  This approach was essential in evolving 

our culture and allowing us to develop new processes and systems to better 

understand and interact with customers, and improve our service offering. 

In 2015 we had a new vision for our business – to be the water company that people 

want to be supplied by, and to work for.   

We then launched our ‘Five out of Five” customer experience strategy, for every 

customer at every touch point across our business.   

Customers can exercise choice in how they prefer to engage with us and we 

implemented a range of customer communication channels, adding self-serve, web, 

email and social media to our established face to face, telephone, and written 

channels.  

Our aim is simple - to ensure that, whichever route the customer chooses, the service 

we give them is consistently rated by them as excellent – “Five out of Five“. 
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2. What did we learn? 

2.1 Creating positive identity 

Our new branding was launched with a focus on better engaging with customers to 

improve their understanding of who we are, and what we do. Previous customer 

engagement had identified that, as part of our approach to helping customers 

understand ‘value for money’, they needed to recognise us as a brand, and to better 

understand the technical nature of water supply.  

A key part of our brand activities was therefore improved brand recognition, with a 

new look and feel to differentiate us from other water companies in the South East 

region,  alongside communication highlighting the complex and technical processes 

undertaken continuously to deliver our essential service to customers. 

The differentiation goal was to help customers to understand our role as the provider 

of drinking water services, but not their wastewater services.  Our analysis through 

the Service Incentive mechanism (SIM) results and our own satisfaction tracking 

highlighted that customers were confused by receiving two separate bills their water 

and waste water services, and consequently less satisfied - customers receiving a 

separate wastewater bill consistently reported 0.2 per cent lower satisfaction in our 

SIM results compared to customers receiving a combined household bill. 

2.2 Understanding our customers’ needs 

Through our “Five out of Five” customer surveys, we now ask every customer who 

contacts us to rate our service from one (low) to five (high) on how well we dealt with 

their enquiry.  Customers responses through this route has helped us to significantly 

shape our understanding  

Customers scoring our services at three or lower are contacted by our Customer 

Resolution Team to help understand the customer’s issues, and where we’ve got it 

wrong.  The resolution team takes ownership of the customer’s issue or complaint to 

make sure it is fully resolved – wherever possible improving the customer’s rating of 

our service to a “Five out of Five”.  

The approach has been well received by our customers and currently we obtain 

feedback from over 20 per cent of customers who have contacted us.  Customers 

scoring a three or less are contacted to enable us to more closely understand what 

we got wrong, what we can do to fix the customer’s problem and also to help us 

understand how we can improve, and prevent a repeat in future. 
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We use this information to help resolve the immediate issue and also to continually 

review our business processes, policies and general performance, forming a key part 

of our continuous improvement approach. 

2.3 Reviewing all the things we do 

As a standard part of our retail activities we undertake monthly audits of all of our 

team activities.  This allows us to undertake a number of improvements; 

 Identifies training needs within the organisation, the team or the individual to 

ensure that all of our customers receive a consistent and quality service 

 Provides identification of problems to feed into our quality and continual 

improvement process which includes root cause analysis 

A key element of our review process was a focus on the complaints that we received.  

Our customers complained in greater number than could be seen at other 

companies, but there was no single issue – we needed to improve across our billing 

and our water supply processes.  

In order to track our quality we have developed our Quality Dashboard for all retail 

activities that provides the organisation with critical and insightful data to help us 

track our customer satisfaction score with a direct co-relation between the key retail 

processes and helps us to understand how well we are doing as an organisation. 

The review data provided real insight, helping us understand quality issues resulting 

in customer dissatisfaction, for example in our response performance or why 

customers felt issues remained unresolved.  This important learning helped us 

improve our first time resolution achievements, and improve customers’ satisfaction. 

The resulting improvements can be seen in our Five out of Five tracking data below. 

Figure 1: Five out of Five service score trend 
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2.4 Learning from working with others 

Benchmarking  - As a company, we participate broadly in industry and cross-sector 

benchmarking to ensure that we are better able to deliver on our service promises. 

Key stakeholder groups that we have been part of include: 

 SIM / CMex – Where we take part in all industry groups relating to SIM and 

understanding our performance.  In addition, we are part of a group that has 

agreed to share their data regarding SIM performance for the better learning 

and understanding of the industry. 

 Debt – We are part of the industry working group on customer debt, where we 

join in benchmarking activities and where initiatives around affordability and 

credit management are co-ordinated   

 Regional water companies – A joint working group of all water companies in 

the South East region has been established to look at simplifying and 

coordinating initiatives such as Social Tariffs for the benefit of customers and 

stakeholders in the region.   

 Customer PAG – A WaterUK group of Customer Service Directors for all 

water companies, looking to simplify the development of single-issue 

improvements, such as the standardisation Water and Energy industry Priority 

Service Register (PSR) codes. 

 Safeguarding Customers Working Group – We are part of the Water and 

Energy industry group, implementing the data share requirements with the 

energy market that will support better identification of customers in vulnerable 

circumstances. 

2.5 Insight from stakeholder engagement  

Key sources of our insight came from the stakeholder engagement we undertake, 

with trusted partners, regulators and stakeholders.  Insight has been gained from a 

wealth of reports that have been published around the industry, performance and 

innovation. 

British Standards Institute (BSI) - benchmarking our services against national 

standards is an essential part of our quality improvement approach. Our recent 

successful application for certification under the British Standard for inclusive service 

provision (BSI 18477:2010) meant we were the first water company to have received 

the certification, an achievement that demonstrated the total engagement of our 

colleagues in delivering our Five out of Five service for all commitment. 
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Membership of the Institute of Customer Service - we joined the leading 

professional body for customer service performance and professionalism in June 

2017. Membership has brought access to new training material and qualifications, 

knowledge sharing beyond the utilities sector, benchmarking and measurement 

including The Institute of Customer Service’s UK Customer Satisfaction Index 

(UKCSI). The UKCSI gives a unique insight into the quality of customer service in the 

UK, looking at a range of satisfaction measures such as reliability and helpfulness of 

staff. In our first year’s national survey based on 45,000 responses from across the 

county, we ranked first out of our neighbouring water companies in the South East; 

we also came eighth in the utility sector out of the 28 organisations surveyed.  

Figure 2: UK Customer satisfaction index 2018 

 

2.6 Insight from customer experience 

Our Five out of Five strategy has developed a significant number of initiatives across 

all parts of our organisation which have delivered improvements to the service 

offering for our customers.  A number of our key improvements have been; 

Engagement  

We serve many different customers each with very different needs and 

characteristics, including those in circumstances that may make them vulnerable.  

We are focused on ensuring that all customers can engage with us, by providing not 

only choice on how they engage, but also on when they can interact with us, using 

methods, channels,  and times that best suit our customers. 

The approach has helped our overall service performance and improved our 

customer satisfaction measured through SIM which clearly shows our year on year 

performance improvement. 
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Figure 3: SIM trend versus industry average 

 

 

Adding a wow factor 

Changing our approach to how we communicate with customers is a critical aspect of 

the ongoing view that all customers have of the company, whether they interact 

infrequently, occasionally or often.  

Our approach to improvement in this area was simple - firstly get the basics right-

first-time, before following up and enhancing the customer experience by adding the 

‘wow’ factor.   

Our wow factors are continually evolving, and range from a personalised “welcome to 

your new home” card from the team member helping set up a new account, to the 

delivery of Christmas hampers for vulnerable customers, all funded by the voluntary 

fundraising efforts of our Customer Care team members. 

Alongside this we have expanded and improved our social media channels, 

supported by a dedicated social media and digital team supporting and working 

hand-in-hand with our community engagement teams. The community teams have 

expanded their engagement commitment, which now include school talks, community 

meetings such as parish council meeting, and community open days and fetes. 

Customer behavioural change  

We have worked closely with innovative organisations such as Advizzo to pilot 

techniques to influence our customers’ behaviour around water usage and to learn 

how best to improve engagement with our customers in this area. We are 

communicating with customers to highlight where they may be using more water than 

typical customers in their neighbourhood, and encouraging them to seek more 

information and advice to help their water efficiency. This work will be critical to our 
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plans to further improve water efficiency, and will also provide insight into what our 

customers want and expect from us in future relationships and engagement.   

A different view  

We have started to explore different approaches to segmentation based on customer 

attitudes and awareness of water services.  This has provided deeper insight and 

understanding into our customers and will underpin the provision of tailored water 

services to the diverse needs of our customers, leading to an improvement in 

satisfaction and greater customer resilience. 

Local employer and community engagement  

Our customers regularly tell us at focus groups that they like local and UK based call 

centres and so having our Customer Service Centre based in Kent with over 65 per 

cent of colleagues living within a 10 mile radius remains a firm commitment. We’re 

also supported by our customer service field team who live and work across all our 

area.  

Science Technology Engineering and Mathematics (STEM)  

Sharing knowledge with future customers - Our retail team form part of the business 

wide Science Technology Engineering and Mathematics (STEM) and schools talks 

team delivering science and ‘World of Water’ talks to young students helping share 

knowledge with our future customers.  

Working with local colleges and universities  

We have embraced working with students in two key ways: 

 A new work experience pilot with students from a local college, many whom 

have additional learning needs. Over several weeks we provide them access 

to an office environment, opportunity to get to know staff and help improve 

their life skills. The pilot has been a huge success and we are about to 

commence our third academic year of this initiative   

 working with a local university MSC students get ‘hands on’ with real life 

challenges that we often face to support delivery of ‘big data’ analytic 

dissertations 

2.7 Insight from colleagues’ experience 

Removing internal barriers 

Internally we have focused on trying to remove traditional silos that existed in our 

type of organisation and have formed a very strong bond cross departments outside 

of retail meaning that we are able to utilise other cross learning opportunities 

established through others outside of our retail team that impacts on our service 

delivery to our customers. 
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Team engagement 

Working with our colleagues has been critical to our improvement. Directly involving 

and engaging with colleagues has provided a rich source of insight, lending impetus 

to our service improvements to customers including the development of our 

Customer Relationship Management (CRM) system and many process changes.  

We have further developed this through the setup of mechanisms to enable the team 

to feedback on customer comments simply and easily as well as involvement as part 

of the change development process through dedicated team surgeries and 

workshops. 

The customer lens 

Putting customer satisfaction at the centre of our business has proven to be great for 

both customers and for us.  The approach allows our teams to look at everything 

through a customer “lens”, recognising that all customers’ circumstances are 

different, from our more vulnerable customers to those working irregular or 

unsociable hours.  This approach has been coupled with a focus on changing the 

culture of our teams to develop a strategy of dealing with customers’ issues 

immediately rather than one of asking customer’s to write in. 

Training  

We have focused on the enhancement of our teams in a number of ways including: 

 Improved cross training across the retail teams in four key areas being billing, 

metering, operations, service - a practice that continues today. 

 Development of focused training programmes to up-skill and multi-skill staff to 

deal with more complex issues 

 Enhanced system training across all existing and new retail staff on the CRM 

system to help in the resolution of issues to improve customer satisfaction by 

the resolution of issues more quickly and efficiently. 

 Ensuring that the teams are empowered to resolve customer issues to reach a 

speedy and mutually acceptable resolution.  Not only do the team feel that 

they can make those decisions but that they are also supported through 

providing them time and support to do this. 

 Development of the retail teams capabilities and resources to triage high 

consumption queries which had been identified as a particular key trigger for 

escalation and complaints. 
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 Integrating our system to allowing the retail team to be able to schedule 

appointments as soon as establishing that a visit is required on the initial call, 

thus resulting in efficiency as well as being better for customer experience. 

 Our training and support programme consists of an initial induction course 

giving full background knowledge, followed by continual personal 

development, job training, and coaching and mentoring sessions in a 

supportive work environment. Investment in this way demonstrates to 

colleagues that they are valued, and builds confidence. Ongoing training and 

upskilling through quality audits and structured coaching encourages creativity 

which in turn raises standards and productivity, and improves customer 

satisfaction. 

Incentivising our teams 

To involve and reward colleagues in our improvements journey, we have 

implemented a number of incentive schemes, including: 

 Individual and team quality bonus – based on the achievement of getting it 

right for customers, backed by our team audits, all customer facing staff 

getting a high quality rating are rewarded through a quality bonus 

 Our Colleague Badge Scheme is a system that awards achievement 

through a lanyard badge based on particular activities as shown below. 

Teams are particularly motivated by the concept of the ‘badges of honour’ 

and a physical sign of the customer experience and satisfaction that they 

have delivered.  

 Badge awards and customer compliments where colleagues have gone 

above and beyond receive recognition through our Customer Service 

Director’s award winning weekly diary. 

Figure 4: Colleague Five out of Five badges 

Badge Type Achievement 

Green Badge 25 consecutive fives, in our Five out of Five customer surveys 

Lime Badge 50 consecutive fives, in our Five out of Five customer surveys 

Purple Badge 5 x 25 consecutive fives, in our Five out of Five customer surveys 

Yellow ‘Innovation’ badge Team member comes up with a great idea 

Red ‘Director’s’ Badge Special award from Customer Service Director 

Gold Badge Presented on holding all badges 
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Figure 5: Extract from Customer Service Director's Weekly Diary 

 

Creating our Customer Care team 

We are proud of the development of our Customer Care Team and our Social Tariff 

which caps the bills of customers in low income households at reduced levels, thus 
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making the bill more affordable.  We currently have 16,548 customers on our social 

tariff and we plan to increase this significantly through 2020 to 2025.  Our Customer 

Care Team provides direct face to face engagement with customers in vulnerable 

circumstances - financial and non-financial - and we explain in Appendix 8 

(Vulnerability - Affordability, Accessibility and Protective services), about the work 

and the success of that team.  

Apprenticeship scheme 

Our apprentice scheme began in January 2017, with our first 10 Customer Services 

Apprentices commencing their 13 month NVQ Level 2 in Customer Service. This 

exciting initiative has allowed local apprentices to get hands on experience working in 

our customer service environment whilst gaining an external qualification, achieved 

through regular training and mentoring. A permanent role in the retail team is the 

outcome on successful completing the programme.  

Investors in People  

Underpinning our commitment to our staff, is our certification to Investors in People 

(IIP) Silver Standard. The award follows independent assessment based of colleague 

feedback on a broad range of topics, including how valued they feel, the standard of 

training and career progression offered, as well as looking for a culture of openness 

and trust. Since accreditation our retail staff have continued to embrace an IIP culture 

with several of the retail team becoming externally trained and becoming part of the 

internal assessment team for the business, allowing us to regular audit our 

performance between external audits.  

Gurgle - our intranet as a staff engagement platform  

Through our Gurgle intranet, we have a staff engagement platform that offers a 

wealth of information from work related communications through to people being able 

to create their own blogs on subjects close to their heart. The intranet also offers 

public and private collaborative workspaces for our geographically dispersed 

colleagues to work on improvement ideas and projects, thanks and recognition for 

colleagues delivering excellent customer service are a regular and popular feature. 

Happy people deliver great results  

We know that engaged colleagues are more creative and productive in the workplace 

so we encourage our people to be active in bringing forward ideas through a variety 

of outlets. Our Staff Engagement Group meets monthly to discuss new ideas and 

cover a range of suggestions, from dress code through to fun team activities. We 

make training available through e-learning modules and have a variety of awards for 

performance. The bonus scheme encourages high customer satisfaction scores 

along with badges and champagne call recognition. Flexible hours allow staff to have 

a work/life balance that suits them. 
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We love to get it right  

The programme of activity not only allows us to understand what elements we are 

not doing so well at but also helps us to understand what we are doing well.  The 

survey results along with the customer feedback that is captured highlights also 

where we are delivering great service.  This allows us to thank our teams and 

individuals involved as well as share learning with others. 

Involvement at all ‘levels’ 

We have developed a process that integrates Senior Management and Directors 

within the resolution team to help understand and resolve complex customer issues 

as well as sponsor improvements for prevention. 

2.8 Developing customer processes and systems 

Introduction of our bespoke CRM  

One large change that related to our systems recognised that we needed to upgrade 

our CRM system which essentially is on the front end of our billing system to improve 

the information our agents have when speaking to customers and give a better 

customer experience.  In the current business plan period, we have invested 

significantly in front end systems that are both LEAN and AGILE to ensure that we 

have a great platform for delivering now and in the future. 

The development of our internal CRM system now presents our customer facing 

teams with the information they need to resolve specific processes and transactions, 

through a clear and engaging graphical interface.  

This allows the teams focus on the customer conversation rather than the 

complexities of our information systems, which has transformed our recruitment 

approach, and improved the quality of service delivered to customers. 

This innovative approach to developing our own CRM application integrated with our 

underlying billing system has resulted in all of our customer satisfaction metrics 

improving, including complaint numbers falling by over 30 per cent in each of the 

years since the system’s introduction. 

Root cause analysis  

As well as supporting our BSI 18477:2010 (the standard for inclusive services) 

accreditation and further develop our existing activity we implemented the five why’s 

as a root cause analysis tool.  A continuous improvement process which has 

delivered high impact improvements through the identification of key process issues 

including our moving house, empty property and single occupancy processes. 
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The fixes we’ve needed to implement to achieve ‘Five out of Five’ have varied being 

large, small, complex and simple and our continuous improvement team has grown 

to meet the demands of the ongoing need to keep abreast of what our customers 

really want and need.  

Removing process barriers 

Reviews of the customer’s experience identified where the process was not efficient, 

effective or simply was not ideal for customers.  Key improvements included: 

 Extending both our customer contact centre opening hours  

 improving our channels of communication such as live-chat and social media 

 introduction of evening ‘call-backs’ 

 removing historic requirements such as the production of unnecessary 

documentation 

The changes resulted have improved customer experience as this has contributed to 

our first time resolution achievement. 

Integration and automation  

We have undertaken large system changes to evolve with customer need, these 

include: 

 Integration of  business rules to our billing and CRM systems, for example to 

allow our team provide customers with calculations on leakage allowances so 

that customers can be instantly advised of their revised bill 

 introduction of software to enable the team to interrogate a customer’s meter 

reading and  establish usage patterns and consumption trends to improve the 

quality of the conversation with customers about high consumption usage 

 roll out of our My Account self-serve portal which is currently used by 12 per 

cent of our customers 

2.9 Customer Metering 

Our journey of improving our customers’ satisfaction has been achieved whilst 

successfully completing our customer metering programme.  We have now 

established 90 per cent metering, which brings great benefits for our customers 

through the ability to control bills and make real savings through water efficiency. We 

ensured that the customer transition to a metered bill was well managed including: 

 Managing financial impacts through transitional “Phase In” tariffs for higher 

water users 
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 protected customers with lower household incomes through identification and 

promotion of our support tariffs 

 managed the fitting of meters to minimise customer disruption 

2.10 One Bill - customers with a separate sewerage retailer  

Our analysis confirmed that customers where we did not provide a joint bill for 

overlapping sewerage services had a reduced customer experience as a result.  We 

took this as a priority in 2015 to 2020 to ensure that we could provide a compelling 

reason for sewerage providers to support a joint billing arrangement with us.  We are 

extremely proud that we have now completed our ‘One Bill’ project with Southern 

Water and that every one of our customers with a sewerage supply now receive just 

one bill provided by us and has one single point of contact for retail services. 

This improvement was a great success, and was shortlisted for an award in the 

Water Industry Awards, recognising the benefits and improvements to our customers, 

and the joint-working of South East Water and Southern Water to deliver these 

improvements. 

2.11 Delivering benefits - our improving performance  

We have consistently improved our performance and this continues, with many of our 

KPIs reflecting the ongoing improvement agenda. 

Complaints 

With our consistent focus since 2012 we have made real step improvements in our 

performance with a straight line improvement of 88.6 per cent reduction in 

complaints. 

Figure 6: Written complaint trends 

 

When compared to the industry average of complaints reductions we have made 

great in-roads and we are extremely proud of the achievements that we have made 

in service delivery across the whole organisation. 
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Figure 7: Written complaints versus industry trend 

 

 

Unwanted telephone contacts 

Working hard to deliver a better service to our customers has delivered a tangible 

reduction in our unwanted telephone contacts, with only Q4 of 2017 to 2018 bucking 

that trend as a result of the freeze thaw incident. 

Our good work has been achieved through delivering better operational and retail 

services to our customers over this period resulting in a need for initial calls coupled 

with an approach of improvement in first time resolution and better proactive 

engagement with customers. 

Figure 8: Unwanted telephone contact trends 

 

 

Customer satisfaction 

Our focused work in service improvement is very clearly evidenced through a number 

of routes: 
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SIM Performance – reflective of our approach to service, complaint and unwanted 

call reduction we continue to ride a SIM improvement wave ahead of the industry. 

Figure 9: SEW SIM score trends versus industry average 

 

 

Five out Five customer service – as part of our improved customer insight 

programme we internally track all of our customers view of our service delivery to 

them.  This remains to see ongoing performance alongside our other performance 

KPIs. 

Figure 10: Five out of Five scores trend 

 

 

Implementation of our customer satisfaction measure 

The implementation of C-Mex for 2020 to 2025 builds on the existing SIM and the 

customer satisfaction measures we have introduced.  Our Five out of Five 
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satisfaction tracking surveys are undertaken monthly, and innovation that has formed 

a key part of the understanding of the C-Mex customer satisfaction measure design. 

Our ambitions for the new C-Mex measure will continue to be helped by our 

membership the Institute of Customer Service.  We joined in 2017 and we received 

our first results from this measure in July 2018.  As outlined earlier, this result 

supported our overall improving customer satisfaction position currently being the 

highest ranked water company in the South East of England, the fourth highest within 

the water sector and eighth in the overall utility companies. 

Management of our void properties 

We have maintained our industry leading position around our void properties 

(unoccupied billable properties).  Our performance so far has been upper quartile 

performance with our performance averaging 2.1 per cent average void property 

number against our connected property base.   

We have achieved this performance through strong robust business processes that 

include: 

 a mix of both office and field based activities to proactively identify new 

occupiers  

 robust change of occupier processes that ensure we maximise the 

opportunities to identify new occupiers 

 efficient solutions that do not incur unnecessary wastage such as billing ’The 

Occupier’ 

 Using meter usage data to identify and target occupancy through the 

continued meter reading of void properties. 

We have consistently maintained our void property levels within an extremely tight 

tolerance and believe this accurately reflects our true level of occupancy.  Our focus 

remains on the billable property base which translates to a void average of 2.4 per 

cent against billable properties. 

Our retail performance of 2.4% billable properties (i.e. customer accounts) equates to 

2.1% of network connections, as a customer account may be a consolidation (e.g. 

through a bulk meter) of a number of connected properties. 
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Figure 11: Percentage of void properties 
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3. Delivering for our customers 

3.1 Our vision and aspirations: Five out of Five service for all - again 

Our plans for 2020 to 2025 have built upon our extensive day-to-day customer insight 

and added significant additional engagement with customers and stakeholders 

across a wide ranging series of themes.  

We have learnt from the insight this has provided, and the result of our listening and 

learning is a clearer understanding of what our customers’ and stakeholders’ 

priorities are for their water supply, both now and in the future. 

Figure 12: Customer and stakeholder priorities 

What they said:  

Protect:  The quality of the 

water that comes 

out of our taps  

The natural 

environment and the 

wildlife it supports  

Customers who need 

extra support – 

financial or otherwise  

Our water supply 

service – by 

becoming more 

resilient in the 

round 

Tackle: Leakage - and 

reduce it further and 

more quickly  

Demand for water – 

and give us the 

information and tools 

to help do our bit too  

The level of 

greenhouse gases 

you emit 

 

Keep:  Future water 

supplies secure by 

investing to make 

them more resilient  

Educating current 

and  future 

customers about 

water 

  

 

 

Customers and stakeholders continue to have a strong focus on both the quality and 

the reliability of our “core” product, but there is also an increasing focus on the 

service and experience they receive, along with the wider societal and 

environmental role we should play too. 

Our learning since 2015 has been that customers would like us to: 

 Be proactive and clear – in particular during interruption when customers 

would like regular, practical, and accurate communication 

 respond quickly when they want or need to contact us 

 be consistent and get things right first time 
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 say sorry when we do get things wrong 

During this period we have also learnt the value of co-creation and participation with 

customers and stakeholders, along with the importance of a continuing approach to 

gaining customer feedback. 

We have recognised the value of a more robust approach to root cause analysis in all 

feedback and implementing new tools and techniques within our Continuous 

Improvement process and team has ensured that we have a better understanding of 

our service and can deliver an enhanced service solution to our customers and 

stakeholders. 

To support our vision ‘to be the water company that people want to be supplied 

by and want to work for’, we introduced our ‘Five out of Five service’ strategy, 

which has now been updated to our ‘Five out of Five service for all’ to make clear, 

that our commitments on service and engagement is to all customers, including those 

who may be vulnerable and more difficult to reach, due to personal characteristics 

and circumstances. 

During 2020 to 2025, we will provide customers with tailored services that ensure we 

deliver an inclusive service for all customers, reflecting that a one-size-fits-all 

approach cannot meet the differing needs and characteristics of our customers. 

Our approach is focused on delivering great customer experience through innovative 

service channels, and we will continue and extend our approaches to ensure 

customers can continue to rely on the quality, reliability and experience of their water 

supply and services from the company. 

Our commitment is clear - we intend to continue to deliver a Five out of Five 

service for all, not just through our retail services but across the whole business, in 

everything we do for our customers.  This alongside our commitment outlined in 

Appendix 8 (Vulnerability - Affordable, Accessible and Protective Services) to ensure 

that all customers receive the same great level of service through the provision of an 

inclusive service. This section should be read in conjunction with that appendix.  

Our approach will be to continue the significant developments that we have made 

relating to: 

 Customer satisfaction 

 Delivery efficiencies 

 Innovation 

 Customer resilience 
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We have engaged with customers and stakeholders across a broad spectrum of 

themes and topics, as fully understanding what our customers want is essential to 

successful delivery.   

To achieve our ongoing Five out of Five service commitment we have defined three 

overarching strategies retail service, supported by our overall strategic vision.  

3.2 The most efficient water retailer – Excellence for the lowest cost 

Recognising that customers want value for money, we will aspire to become the 

industry’s most efficient retailer delivering a Five out of Five service.  We will focus on 

the efficient provision of the services our customer’s value, through improved 

customer understanding and insight. 

We understand the part that retail plays as the customer’s main contact point with the 

business, and the key role that we play in ensuring that our customers are able to 

communicate with us, when and how it is convenient for them. We will focus on 

continued delivery of great customer services through seamless integration of data 

between our wholesale and retail service operations. 

Our aspiration for becoming the most efficient retailer will deliver both short and long 

term benefits for our customers, focussed around: 

 Allowing us to support the continuing bill affordability strategy 

 Enabling us to prepare for possible future industry changes, such as 

household competition, where our business retail experience highlighted the 

value of data from different sources to ensure customers receive a joined up 

service.   

3.3 Inclusive and accessible service, for every customer  

As a provider of an essential service we will embrace the delivery of our enhanced 

services for customers in regard to affordability, accessibility and protection services 

as outlined in Appendix 8: Vulnerability - Affordable, Accessible and Protective 

Services. This will include significant change both in terms of systems and processes 

to ensure that we deliver the stretching strategy that we have proposed for helping 

our customers.  This includes: 

 Introduction of a home water visit for supporting customers with income 

maximisation, water efficiency and resilience advice 

 expansion of the vulnerability risk factors including addition of transient 

circumstances and a new risk analysis 

 extended communication hours 
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 improved signposting to trusted partners 

3.4 Richer digital services that customers can access, when and how they wish   

Our MyAccount service has been very popular with customers, and we will look to 

further develop this and deliver this innovation through an App.  

This will build upon the existing convenience to enable us to better engage with our 

customers, and keep our customers up to date at all stages of our process and 

activities. We will incorporate this approach within key delivery elements of our 

wholesale and retail supply chains to keep our customers updated as they expect to 

be, throughout the fulfilment of their service requests, reflecting the benchmarks 

being established by innovative on-line retailers. 

3.5 Targeted customer engagement 

In order to deliver our strategic objectives we will implement a number of changes to 

support this ambition; 

Better understanding of what our customers want and need - as part of our 

performance commitments we will be segmenting our customer satisfaction results to 

help us truly understand our customer base as a whole to enable us to better 

understand our customers and their needs. 

Moving forward, data will transform our customer engagement and communications, 

making them even more targeted and relevant.  Our new behavioural segmentation 

for both our vulnerable and typical customers are shown below, these are explained 

more fully in Appendix 1 - Engagement. 

 

Customer 
Segments

Mindful 
Optimists

Global 
Advocates

Living for 
Today

Just Me 
and Mine

Busy 
Juggler

Careful 
Neighbours

Figure 13: Behavioural customer segmentation 
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Understanding how different segments of customers feel towards the service they 

have received across the organisation will be a step change for us.  For the first time 

we will be able to see differences in our service provision based on inherent 

customer values, enabling us to move towards more targeted communication, and to 

provide customer interfaces that reflect customer preferences.  This improved insight 

feeds into both our Insight Hub and our Continuous Improvement process. 

Operational data from our regular customer interactions is an important element for 

providing continual insight into how customers prefer to do business with us, and also 

their changing expectations of the services that we provide. 

3.6 Digital customer understanding  

A new integrated mapping tool, which wraps around our network, customer systems 

and data will enhance our current understanding through further external data to our 

own operational data will enable a clearer picture of customers and community needs 

to be developed. 

This will deliver more positive outcomes for customers, particularly around the areas 

of vulnerability, affordability, incident management and investment planning activities. 

External data that will be incorporated includes: 

Figure 14: External vulnerability risk data 

 
 

 

 The 'mosaic’ types of customers that exist – from transient renters to family 

basics and aspiring homemakers 

 size of the households (occupants) and household type (house, flat, 

bungalow) 

 dependants, including those with a long term health issue or disability 

 gender, ages, education and occupation type 

 economic activity – student, employed, self-employed, unemployed, retired, 

long term sick 
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 whether they own, lease or rent (private or social landlord) the property 

 living arrangements e.g. single, married, co-habiting, widowed 

 ethnicity 

This approach will allow us to gain a deeper understanding of our customers and our 

communities, and to better target our services and communications to both and will 

be embedded in our end to end processes from investment planning through to 

service recovery management. 

3.7 Customer insight and experience as a business function 

Our growing development of insight to drive strategy and service development will be 

led by our new organisational unit, led by our new Head of Customer Experience and 

Insight.  Working with the whole organisation but particularly will be closely aligned to 

our Communications Team and new Vulnerability Strategy Team. 

Under the leadership of our new team, we will introduce a number of new 

stakeholder activities for the business, to improve our customer and community 

understanding, and to develop and implement service improvements more quickly 

than ever before. Areas of focus will include a more developed and strategic 

approach to stakeholder engagement particularly relating to vulnerability and 

affordability: 

 Partnership with community groups will run hand in hand with stakeholders 

such as Citizen Advice, Housing Associations and our Local Councils.  These 

organisations are trusted partners for many of our customers and are able to 

provide a depth of knowledge and insight which is particularly beneficial to all 

customers including identification of innovative ideas and best practice in other 

sectors. 

 As outlined in Appendix 8 we will target partnerships that deliver a positive 

impact on outcomes for our joint customers and will provide joint funding in 

areas that support our commitment delivery.  We will focus these partnerships 

on improving signposting to our services, and on developing innovative 

schemes that create benefits to mutual customers. 

 On-going co-creation will be embedded within our approach to vulnerability 

with a commitment to refresh our vulnerability strategy bi-annually working 

alongside key stakeholders.   

 Working together to horizon scan our region will be a critical element where 

joint views will provide a fuller and more robust view of our region. 
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3.8 Our colleagues as agents of change 

It was the cultural shift that we made with our people that made a real difference to 

the service improvements delivered historically.  Moving towards a customer-centric 

way of working and empowering colleagues with the skills, expertise and confidence 

to own and fix customers issues - before they became complaints - delivered real 

results. But we also learnt that this was the most difficult change to implement within 

our business, and this work provides a firm foundation for further improvements. 

Our overarching business vision articulates clearly our strong commitment to our 

people and teams, and the importance of having highly motivated colleagues is 

central to our plans for improving customer outcomes. 

For 2020 to 2025, we will take our staff collaboration a step further, building on the 

success of the current business plan period, which encouraged colleagues to own 

customers’ problems and enabled and empowered them to take the steps needed to 

resolve issues for customers: 

 Engage our supply chain in our Five out of Five culture - to enable as many 

minds as possible to contribute to our improvements and ensure the end to 

end supply chain opportunities are maximised for customer benefit.  

 Develop more involvement with our broader, geographically dispersed 

teams to help identify issues and solutions through a development of our 

internal intranet. 

 Utilise our new Insight Hub to research, record and share new ideas in the 

retail and water industries and other innovative. 

3.9 Improving accessibility 

We have focused on making things simpler for our customers and providing them 

with greater choice on their contact channels.  We successfully launched our ‘My 

Account’ self-serve portal which provides a platform and route for further enhanced 

customer interactions.  We now have over 13 per cent of our household customers 

choosing our digital channel and expect to see this grow in 2020 to 2025 as we move 

with customers’ changing preferences. 

My Account also supports the efficient delivery of great service. It begins with the 

provision of paperless billing to customers providing customers with ongoing access 

to their past bills, whilst also contributing to our environmental targets. 

Our digital ambitions for My Account remain high with an overall ambition to provide 

a high level transparency of any customer journeys that are ongoing.  We would liken 

this ambition to providing on-line notifications and capabilities that match those of 

high performing on-line retailers. Our ambition includes the integration of the 

following high level journey elements: 
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Figure 15: My Account tracking features 

Key Activity Explanation 

Scheduling Appointments  Ability to schedule and re-schedule when required field appointments 

 Integration with customers personal calendars 

Tracking visit  Notifications relating to appointment 

 Identification of person visiting, name and picture 

Outcome and next steps  Outcomes of visit notified through tracking system 

 

In addition to the above we intend to introduce a number of enhancements, further 

improving customer satisfaction and efficient delivery. 

 Enhanced self-serve transactions - Our My Account portal has been built 

with the capability to more closely integrate with our customer systems 

enabling a broader range of interactions that can be fully undertaken by the 

customer.  We intend through 2020 to 2025 to extend our reach for My 

Account to target a minimum of 50 per cent of customers being registered for 

our digital service.   

 Extending our digital processes and transactions - to provide greater 

flexibility to customers, through the ability to determine when and where they 

wish to contact us, minimising the need to talk to our call centres. 

 Introduction of Artificial Intelligence (AI) - With a focus on providing best 

value we intend to embed this technology into our delivery infrastructure.  

Building on our existing use of the technology in our Webchat service, we will 

focus on dealing with non-complex transactions to use AI as a mechanism to 

provide customers with quality and consistent responses during routine 

operations, and also during incident management. 

3.10 Supporting accessibility for customers in circumstances that make them 

vulnerable  

The move to greater digital service is important, but we will also maintain and 

develop the channels that support customers who are unable to access to digital 

technology due to personal characteristics or circumstances. We will also be 

developing channels for customers in vulnerable circumstances, and implementing 

new and innovative solutions such as Next Generation Text Services which will be 

implemented in in this business plan. 

Appendix 8 (Vulnerability - Affordable, Accessible and Protective Services) sets out 

in detail our approach in this area, and includes: 
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 Extending our work with stakeholders - in terms of both depth and reach, to 

ensure that customers in our region are supported both directly by us and 

indirectly through collaborative stakeholders working in our area.   

 Expansion of our Priority Services Register (PSR) - through the increased 

promotion and extension of our PSR needs codes to include the introduction 

of Transient risks categories, and the development of a new customer risk 

assessment tool to support our customer facing colleagues. 

Figure 16: Vulnerability strategy stakeholder mapping 

 

 

 Retaining a local service - by improving our stakeholder network and 

engagement, we will enhance access to our service for vulnerable customers.  

By ensuring that stakeholders understand our services and have fast-track or 

direct access to our business and systems, we will open up new and 

convenient routes for our customers to access all of our retail services.  

Stakeholders have been defined in more detail but includes enhanced 

stakeholder map as shown above. 

 Freephone telephone numbers will be introduced for our PSR customers. 

We are proud of maintaining high levels of service when calling our Customer 

Service Centres, but recognise that many customers about calling utilities 

because poor experience with other utility providers. We want our PSR 

customers to be confident that they can access the Customer Care Team 



 

PR19 Supporting Appendix 12, Retail | 3 September 2018 
 

Not confidential | Author: Andy Clowes | Last saved: 31/08/18 

File name: Appendix 12 Retail  FINAL 180831  Page 37 of 63 
 

 
 

without inconvenience or cost and will be implementing freephone numbers for 

these customers. 

 Creation of our Vulnerability Strategy Team - within our Customer 

Experience and Insight business unit, we will deliver a specific focus on 

engagement and promotion of all services with our local stakeholders.  Our 

commitment is ambitious and we will undertake joint initiatives, with partners of 

all sizes to bring these benefits to our customers. 

 Expansion of our field based team - we remain committed to maintaining 

local teams that truly understand the communities that that they it serve, and 

we intend to expand our field-based Customer Care Team as part of our plans 

to improve co-delivery with local stakeholders, improving support and access 

for our vulnerable customers, alongside supporting community events. 

3.11 Affordability and keeping it simple for all customers 

We recognise that customers sometimes need help with dealing with day to day 

management of their finances and budgets and are committed to making life as easy 

as possible for this group of customers.  We will help our customers, through a 

number of new developments: 

 Expansion of our affordability tariffs - through more effective promotion of 

our Social Tariff, together with the introduction of a new flexible tariff to 

support customers who may have fallen into arrears, or whose household 

income means they are not eligible for the social tariff.  Both commitments are 

focused on expanding the number and range of customers we support, who 

are struggling to pay their water charges. 

 Approach to tariffs - our engagement with vulnerable customers flagged that 

customers and stakeholders like tariffs to be simple.  Mostly, our tariffs are 

simple, but we believe there are opportunities to improve on this as outlined: 

– Alignment of the social tariff in the South East region - we are working 

with other water companies in the South East to create a cross-regional 

network supporting customers facing financial and non-financial 

vulnerability. Our objective is to implement a common approach to 

supporting customers, improving the consistency of support across the 

region, removing unnecessary complexity, and thereby allowing 

customers to access the support they require without having to contact 

multiple organisations. Our first area of focus is the alignment of our social 

tariffs and a single sign-up model, through the business plan period 2020 

to 2025, we will further integrate and align our support provision.  
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– Bill presentation and communications – we will review and re-design our 

bill stationery to make it easier for all customers to understand bills.  This 

includes providing simplicity in presentation and language, using Plain 

English at all times, whilst ensuring essential information is made 

available to the customer.  As part of this process we will engage with 

specialist stakeholders such as Crystal Mark, and support agencies such 

as Mencap, that can inform this development to meet customer needs. 

We will also use utilise these experts in a full review of our customer letter 

and email templates. 

 Making billing and payment more flexible for our customers - we 

recognise that customers’ needs and expectations have changed significantly 

and whilst six-monthly metered bills continue to be acceptable for many our 

customers, for other groups this is not the case.  Our customer and 

stakeholder engagement confirmed this and identified customer groups that 

could benefit from more frequent monthly bills including: 

– Young tenants, and first time home owners 

– tenants in social housing with rental agreements shorter than six months 

We have also learned from our operational insight data that customers using our pre-

payment budget accounts are often confused by the build-up of credit prior to their 

six-monthly bill, and often ask for refunds. Issuing bills on more frequent billing cycles 

will remove this confusion for these customers. 

We have always been flexible with customers who tell us they are temporarily unable 

to maintain their payment plans. Formalising this approach within a “payment 

holiday” arrangement will allow us to promote this support more clearly, both directly 

to customers, and also through our broader stakeholder networks. 

3.12 Helping our customers become more resilient  

This is extremely important to us, and is outlined in more detail in Appendix 9 - 

Resilience in the round.  We will build on this approach to ensure that we enhance 

resilience through our retail processes. 

 Smart metering network - following the completion in 2015 to 2020 of our 

universal customer metering programme, over 90 per cent of our household 

customers are now metered.  This has been successful in engaging customer 

more closely in their water usage, but we also know from customer and 

stakeholder engagement, that our customers would value a better 

understanding of real-time usage and cost of water. 
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We have been constrained to date by the limitations of current technology, but 

through our Smart Metering Network plans we will explore technology 

improvements as an efficient way of providing customers with richer 

information including vulnerable customers and those with affordability issues. 

 Empowering customers through technology - today more than ever our 

customers have higher expectations around the simplicity of communicating 

with us as a company.  This not only includes the channels that are available 

to them but also the times at which that they can communicate with us.  We 

have extended our opening hours and broadened our channels in response to 

this but we expect technology to enable us to offer even broader options for 

our customers.  

We will look to take advantage of new technology to enable us to: 

– Extend our self-serve capability – through our My Account platform we 

will be extending our range of self-serve transactions based on our top 

five transaction types being: 

1.  Change of occupier or property 

2.  Make a payment 

3.  Set up a payment plan with us 

4.  Have a bill query 

5.  In credit and need a refund 
 

Our My Account platform will be developed to enable customers to be able to 

undertake transactions at any time of the day or night to best suit their personal 

circumstances. 

– Application development - we will also develop access to our My 

Account service through other platforms, including through the 

development of an app that would provide a direct communication link 

with our customers on an on-going basis. The app will also be an enabler 

for customers to be more resilient, in particular in the areas of: 

– Water supply interruptions –customers will be sent notifications through 

the App, keeping them better informed during service outages 

– Making payments – the ability to notify customers through the My 

Account portal or the App will allow us to provide earlier and more direct 

reminders to customers, helping them avoid falling into arrears 

– Supporting new payment technologies – E-payment channels have 

developed rapidly and further technology changes can be expected as 
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traditional banking mechanisms are challenged through innovative new 

channels and services.   

We will look to incorporate new technologies by providing customers with choice 

regarding how they want to pay.  Linking payment options with our digital strategy will 

enable customers to take advantage of innovation such as ApplePay, Google Pay 

Send and Samsung Pay as well as through opportunities anticipated through Open 

Banking. 

 Moving on in ‘reality’ from our Live Chat – The introduction of our live chat 

solutions have been popular with customers, enabling them to make contact 

with us in a very efficient and convenient way. Live Chat enables our digital 

service team to support multiple customers simultaneously, but has limitations, 

and so we will be exploring Artificial Intelligence to develop and broaden these 

services. Already deployed in simple form on our Webchat service, we will 

develop solutions such as ChatBots to offer call guidance advice, and enable 

non-complex transactions to be undertaken in an efficient and convenient way. 

 Integrating an on-line community – the ability to be able to engage with our 

‘My Account’ community will help us to gain on-going views and insight that 

will form valuable data to support our research and development activities.  As 

part of this approach there is the opportunity to link with our existing resilience 

such as ‘In Your Area’ which allows all customers to register for alerts about 

work planned or service disruptions in particular areas that are of interest to 

customers. 

 Direct messaging – a hands on, easy to access digital platform will provide a 

secure and simple contact channel for both the customer to contact us – and 

importantly, for us also to contact customers.  There are significant 

opportunities for all My Account customers to go beyond paperless billing, and 

to receive digital prompts for payment reminders, and changes to tariffs and 

communication preferences.   

This approach will also enable us to support targeted promotion of services 

and products that may be of interest to specific customers 

 Water efficiency and behavioural change – our online customers provide us 

with the opportunity to provide more regular communications around water 

efficiency and costs of service.  The on-line work that we have piloted in 2020 

to 2025 will ensure that we can build on that learning on behavioural change 

(as outlined in our Water Resources Management Plan) to help customers 

who need to make changes around their behaviours on water usage to be 

engaged with. 
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We are keen to explore new and innovative ways to work with our customers around 

water efficiency and behavioural change.  Developing further on our approaches 

working with Advizzo we will be looking at how we can actively engage with our 

customers (both with vulnerable circumstances and without) to work with customers 

and create a real change to how they view water usage.  
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4. Cost to serve 

4.1 Starting from a strong position 

In developing our cost submission for the delivery commitments outlined in Section 3, 

our 2018/19 household retail budget has been used as the base position for future 

2020 to 2025 operating costs.  From this base position we have considered potential 

changes in expenditure to form a forecast to 2025.   

The budget position has been developed from a rigorous process which assesses 

cost requirement in the business and is run though our annual performance report 

(APR) cost allocation model in accordance with both RAG2 and RAG4 guidelines.   

Our costs are therefore outputted into the standard annual performance tables 

across the following price controls and management functions: 

 Water Resources 

 Raw Water (Network+) 

 Water Treatment (Network+) 

 Treated Water Distribution (Network+) 

 Retail household 

Using this approach, we have modelled the 2018/19 retail household budget through 

the Ofwat cost allocation model, which generates an output of £16.4 million, 

illustrated in the table below.  We have also provided for comparison our 2017/18 

actual costs. 
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Table 1: 2018-19 retail household 

 

 

The above table outlines an increase in doubtful debt, with £1.7 million budgeted.  

The reason for the increase is due to the atypical value of doubtful debt in 2017/18 

following an exceptional cash collection performance, which is not budgeted to be the 

case in 2018/19.  

Meter reading costs are also of note, reflecting growth in metered customers 

following our successful customer metering programme. This increase is also 

reflected in retail costs to serve, which increased from £17.76 per customer in 

2017/18 to £18.98 in 2018/19, with measured customers being more expensive to 

serve with more frequent billing, and associated additional meter reading cost. 

 

Table 2: 2018-19 Retail household cost to serve 

 

Actual Budget

2017-18 2018-19 Variance

Billing £1.277 £1.293 £0.016

Payment handling £0.331 £0.357 £0.025

Vulnerable customers £0.367 £0.362 -£0.005

Non-netw ork enquiries & complaints £1.845 £1.831 -£0.014

Netw ork enquiries & complaints £1.071 £0.879 -£0.192

Investigatory visit £0.883 £0.784 -£0.099

Other customer service £0.430 £0.560 £0.129

£0.472 £0.667 £0.195

£1.200 £1.700 £0.500

£0.877 £1.094 £0.217

£5.369 £5.810 £0.442

Local authority rates £0.224 £0.240 £0.015

£0.758 £0.791 £0.033

£15.105 £16.367 £1.262

Other operating expenditure

Cost Component, £million
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Debt management

Doubtful debts

Meter reading

Pension deficit payment

TOTAL

Actual Budget

2017-18 2018-19 Variance

£18.27 £19.47 £1.20

£15.18 £15.78 £0.60

All customers £17.76 £18.98 £1.22

Cost to serve

Measured customers

unmeasured customers
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4.2 Our 2020 to 2025 retail household forecast 

Our approach to forecasting our 2020 to 2025 expenditure highlights a continued 

increasing measured customer base, created from a combination of growth and – to 

a lesser extent - customers switching from unmeasured to measured.  The chart 

below shows both our overall billed customer growth and also our measured 

customer growth by the close of the period.  We expect this growth to continue to 

increase our retail household costs. 

Figure 17: Billed property profile 

 

 

Adopting a cost to serve model for all components, with the exception of local 

authority rates and the pension deficit requirement (both of which are immune to cost 

impacts via growth), generates the 2020 to 2025 forecast shown in the table below.   

Using this customer growth forecasting predicts a total retail household operating 

expenditure of £85.8 million for 2020 to 2025.   
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Table 3: Average cost to serve derived 2020 to 2025 forecast 

 

 

In this approach, our average cost to serve for both measured and unmeasured 

remains broadly equivalent for the period, which we would expect given the 

mechanism of cost calculation. The slight deviation is a product of the local authority 

rates and pension deficit costs being isolated from our customer growth.   

4.3 Challenging our approach to forecasting  

We believe the cost to serve approach provides a firm platform to acknowledge 

identified cost growth but we recognise our ambition to be a leading retailers for cost 

to serve means we need to further challenge ourselves to become cost efficient, and 

strive for a leading, upper quartile position in the industry.  Whilst cost efficiency is a 

priority, our commitment is to deliver a Five out of Five service for all customers – at 

the lowest cost.  

We commissioned Oxera to provide an independent assessment of our total 

expenditure (totex) performance for retail household services, as well as an estimate 

of the ongoing efficiency assumption that would be needed to deliver our efficiency 

goals for this plan.  

The output of this report can be reviewed in full via Oxera’s paper “South East Water 

residential retail TOTEX assessment” as Annex A to this paper.   

Through econometric analysis, the report estimates a potential efficiency challenge to 

reaching the efficiency frontier of between 1 and 7 per cent, with a central estimate of 

4 per cent. We have taken these findings and applied the central efficiency challenge 

to our 2018/19 budget cost to serve for the activities in the table below: 

2018-19

BUDGET
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 AMP7

1 Billing 1.293£        1.308£        1.323£       1.338£       1.353£       1.368£       1.383£       6.765£       

2 Payment handling 0.357£        0.360£        0.364£       0.368£       0.372£       0.376£       0.380£       1.860£       

3 Vulnerable customer schemes 0.362£        0.365£        0.369£       0.372£       0.376£       0.380£       0.384£       1.881£       

4 Non-netw ork customer enquiries/complaints 1.831£        1.850£        1.869£       1.888£       1.908£       1.927£       1.947£       9.539£       

5 Netw ork customer enquiries/complaints 0.879£        0.887£        0.896£       0.904£       0.913£       0.922£       0.932£       4.567£       

6 Investigatory visit / f irst visit to customer 0.784£        0.791£        0.799£       0.807£       0.815£       0.822£       0.830£       4.073£       

7 Other customer services 0.560£        0.565£        0.571£       0.576£       0.582£       0.587£       0.593£       2.909£       

8 Debt management 0.667£        0.673£        0.680£       0.687£       0.694£       0.700£       0.707£       3.468£       

9 Doubtful debts 1.700£        1.716£        1.733£       1.750£       1.767£       1.784£       1.802£       8.836£       

10 Meter Reading 1.094£        1.107£        1.121£       1.134£       1.147£       1.160£       1.173£       5.735£       

11 Other operating expenditure 5.810£        5.867£        5.923£       5.982£       6.041£       6.101£       6.162£       30.209£     

12 Local authority and Cumulo rates 0.240£        0.292£        0.297£       0.347£       0.353£       0.359£       0.367£       1.723£       

13 Pension deficit repair costs 0.791£        0.793£        0.809£       0.822£       0.839£       0.855£       0.872£       4.197£       

15 Total 16.367£      16.574£      16.754£     16.975£     17.160£     17.341£     17.532£     85.762£     

Cost to serve - unmeasured  £ per customer 16.02£        16.08£        15.97£       16.03£       16.06£       16.05£       16.06£       

Cost to serve - measured  £ per customer 19.58£        19.63£        19.65£       19.71£       19.72£       19.74£       19.75£       

Activity  --  £million

C
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Table 4: Cost to serve: pre vs post efficiency 

 

 

The activities in the above table represent only a sub-set of retail activities, those 

which are appropriate to be linked to cost to serve and be the efficiency challenge.   

With regard to the retail household costs not in the table, we have made the following 

assumptions: 

Doubtful debt 

For our base position we allowed doubtful debt to increase in line with volume 

growth.  For our efficiency-challenged position, we have frozen doubtful debt at £1.7 

million for the period, and aim to absorb debt related to customer growth. 

Meter reading 

Associated costs continue to increase at the cost outlined in 2018/19 budget.  Our 

meter reading contract is outsourced and the cost of the service is therefore a 

competitively tendered market rate, and the efficiency challenge is not considered 

appropriate, and has not been applied. 

Other operating expenditure 

The majority of cost allocated to other operating expenditure represents support 

service cost, for example, IT, HR, finance, etc.  These services are principally 

wholesale and therefore are subject to the associated wholesale price control 

efficiency challenge.  We also consider ‘other operating expenditure’ to be exempt 

from growth, and so our efficiency is compounded across the period, with no extra 

cost allowed for customer growth. 

Local authority rates and the pension deficit payment 

Rates are also not linked to future customer growth, and in the short-term these costs 

remain beyond management control, and we continue to use third-party advice to 

inform on future local authority rates 

unmeasured measured unmeasured measured

Billing £0.45 £1.66 £0.44 £1.59

Payment handling £0.25 £0.44 £0.24 £0.42

Vulnerable customers £0.42 £0.42 £0.40 £0.40

Non-netw ork enquiries & complaints £1.61 £2.20 £1.54 £2.11

Netw ork enquiries & complaints £1.02 £1.02 £0.98 £0.98

Investigatory visit £0.91 £0.91 £0.87 £0.87

Other customer service £0.65 £0.65 £0.62 £0.62

£0.77 £0.77 £0.74 £0.74

2018-19 Budget, £cost to serve
CTS pre-eff iciency CTS post eff iciency

C
u
s
to

m
e
r 

S
e
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e
s

Debt management
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The pension deficit payment has been set in line with Ofwat Information Notice 

13/17, increased in line with CPI-H. 

Based on the above review of household retail customer expenditure we are 

therefore forecasting a challenging view of retail household operating expenditure of 

£81.9 million across the 2020 to 2025 period.   

This is illustrated in the table below.   

Table 5: Challenged SEW retail household expenditure 2020-25 forecast  

 

 

When our challenging efficiency goal is presented in compared with the earlier, base 

cost to serve approach, it can e seen that our challenge generates a £3.9 million 

reduction across the five year period. 

Table 6: Base versus challenge residential expenditure 

 

4.4 Input price pressure  

The effect of input price pressure has not been considered in the above models, 

although for the previous price review, companies that were able to demonstrate an 

efficient position were awarded an agreed level of input price pressure.   

Whilst Ofwat’s preference is to continue to not allow for any inflation impact, to do so 

would mean our household retail operations will have operated for ten years (two 

periods) without any allowed inflation, presenting a very challenging environment of 

constraining costs, specifically labour costs, within which to maintain our commitment 

to delivering service excellence for all customers.  

2018-19

BUDGET
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 AMP7

1 Billing 1.293£        1.308£        1.270£       1.284£       1.299£       1.313£       1.327£       6.493£       

2 Payment handling 0.356£        0.360£        0.350£       0.354£       0.357£       0.361£       0.365£       1.787£       

3 Vulnerable customer schemes 0.362£        0.365£        0.354£       0.357£       0.361£       0.365£       0.368£       1.805£       

4 Non-netw ork customer enquiries/complaints 1.831£        1.850£        1.793£       1.812£       1.831£       1.850£       1.869£       9.155£       

5 Netw ork customer enquiries/complaints 0.879£        0.887£        0.860£       0.868£       0.876£       0.885£       0.894£       4.383£       

6 Investigatory visit / f irst visit to customer 0.784£        0.791£        0.767£       0.775£       0.782£       0.789£       0.797£       3.910£       

7 Other customer services 0.560£        0.565£        0.548£       0.553£       0.559£       0.565£       0.570£       2.795£       

8 Debt management 0.667£        0.673£        0.653£       0.659£       0.666£       0.672£       0.679£       3.329£       

9 Doubtful debts 1.700£        1.716£        1.700£       1.700£       1.700£       1.700£       1.700£       8.500£       

10 Meter Reading 1.094£        1.107£        1.121£       1.134£       1.147£       1.160£       1.173£       5.735£       

11 Other operating expenditure 5.810£        5.867£        5.845£       5.782£       5.719£       5.658£       5.599£       28.603£     

12 Local authority and Cumulo rates 0.240£        0.292£        0.297£       0.347£       0.353£       0.359£       0.367£       1.723£       

13 Pension deficit repair costs 0.791£        0.793£        0.709£       0.721£       0.736£       0.750£       0.765£       3.681£       

15 Total 16.366£      16.574£      16.267£     16.346£     16.386£     16.427£     16.473£     81.899£     

Activity  --  £million
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£m 2020-21 2021-22 2022-23 2023-24 2024-25 AMP7

COST TO SERVE APPROACH 16.754£      16.975£      17.160£     17.341£     17.532£     85.762£     

CHALLENGING EFFICIENCY APPROACH 16.267£      16.346£      16.386£     16.427£     16.473£     81.899£     

0.487-£        0.629-£        0.774-£       0.914-£       1.059£       3.863£       EFFICIENCY
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The final business plan methodology guidance provides some scope for allowance of 

input price pressure, where evidence is provided.  

To estimate the input price pressure effect we commissioned Oxera to undertake a 

review and estimate the likely impact for the 2020 to 2025 period.  In reaching their 

conclusions they have considered both our input mix and key retail cost components 

and linked them to the appropriate inflationary drivers. Third-party forecasts were 

used to obtain forward-looking estimates of the selected inflationary indices.   

Results suggest an input price pressure of approximately 2 per cent for both 

operating and capital expenditure. 

The Oxera assessment of the efficiency improvement to reach the frontier is based 

on Total Factor Productivity (‘TFP’) measures estimated from the EU KLEMS 

productivity database.  The TFP approach is well established and widely used in 

regulatory determinations.  Based on data on comparable sectors in the economy, it 

is possible to estimate the historical TFP growth that other sectors have achieved.  

This approach provides useful evidence for establishing a benchmark for the future 

potential for frontier efficiency, on the assumption that the past rate of technological 

progress is a good indicator of the potential future rate, and that the rate of 

technological progress in the selected set of comparators is a good indicator of the 

rate of technological progress for retail activities. 

Considering different scenarios and applying sensitivity analysis, the obtained TFP 

estimates are in the range of 0.8 to 1 per cent per annum for operating expenditure, 

and approximately 0.6 per cent for capital expenditure.  

The combination of input price inflation and frontier efficiency leads to a negative net 

frontier shift-effect in the range of -1 per cent to -1.2 per cent per annum at the 

TOTEX level, with a central estimate of -1.1 per cent.  

In other words, overall prices are expected to grow at a faster rate than productivity 

improvements, at about 1.1 per cent per annum in nominal terms.  

The full outputs of Oxera’s assessment can be reviewed in their paper provided as 

Annex A to this appendix. 

The table below illustrates the effect of applying net input price pressure to the base 

retail household cost to serve, i.e. the effect of increased volumes, coupled with net 

input price pressure.  For the 2020 to 2025 period net input price pressure adds a 

further £2.2 million of cost, thus bringing total expenditure to £88.0 million.   

Note that no input price pressure has been applied to doubtful debt, local authority 

rates or pension deficit repair costs as we believe this not to be appropriate. 
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Table 7: Input price pressure effects on base position 

 

 

We have also applied the same input price pressure to our efficiency challenged 

business plan submission.  Again, we have not applied input price pressure to 

doubtful debt, local authority rates or pension deficit repair costs, and also that the 

value of input price pressure is reduced over the plan period, as our efficiency 

challenge is producing a 4 per cent efficiency on our cost to serve values. 

Table 8: Input price pressure effects on challenged position 

 

 

The table below compares our base household retail costs (cost to serve plus volume 

growth) with our challenging efficiency forecast with input price pressure accounted 

for, i.e. £88.0 million versus £84.1 million.  A £3.9 million efficiency challenge has 

been created, with percentage efficiency also outlined in the table, equating to an 

average of 4.4 per cent efficiency being targeted.   

TOTAL

2018-19

budget

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 AMP7

1 Billing 1.293£        1.308£        1.323£       1.338£       1.353£       1.368£       1.383£       6.765£       

2 Payment handling 0.356£        0.360£        0.364£       0.368£       0.372£       0.376£       0.380£       1.860£       

3 Vulnerable customer schemes 0.361£        0.365£        0.369£       0.372£       0.376£       0.380£       0.384£       1.881£       

4 Non-netw ork customer enquiries/complaints 1.832£        1.850£        1.869£       1.888£       1.908£       1.927£       1.947£       9.539£       

5 Netw ork customer enquiries/complaints 0.879£        0.887£        0.896£       0.904£       0.913£       0.922£       0.932£       4.567£       

6 Investigatory visit / f irst visit to customer 0.783£        0.791£        0.799£       0.807£       0.815£       0.822£       0.830£       4.073£       

7 Other customer services 0.560£        0.565£        0.571£       0.576£       0.582£       0.587£       0.593£       2.909£       

8 Debt management 0.668£        0.673£        0.680£       0.687£       0.694£       0.700£       0.707£       3.468£       

9 Doubtful debts 1.700£        1.716£        1.733£       1.750£       1.767£       1.784£       1.802£       8.836£       

10 Meter Reading 1.093£        1.107£        1.121£       1.134£       1.147£       1.160£       1.173£       5.735£       

11 Other operating expenditure 5.810£        5.867£        5.923£       5.982£       6.041£       6.101£       6.162£       30.209£     

12 Local authority and Cumulo rates 0.240£        0.292£        0.297£       0.347£       0.353£       0.359£       0.367£       1.723£       

13 Pension deficit repair costs 0.791£        0.793£        0.809£       0.822£       0.839£       0.855£       0.872£       4.197£       

14 Input price pressure -£            0.149£       0.300£       0.452£       0.606£       0.762£       2.269£       

15 Total 16.366£      16.574£      16.903£     17.275£     17.612£     17.947£     18.294£     88.031£     
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Row Labels (2018-19budget) £million

TOTAL

2018-19

budget

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 AMP7

1 Billing 1.293£        1.308£        1.270£       1.284£       1.299£       1.313£       1.327£       6.493£       

2 Payment handling 0.356£        0.360£        0.350£       0.354£       0.357£       0.361£       0.365£       1.787£       

3 Vulnerable customer schemes 0.361£        0.365£        0.354£       0.357£       0.361£       0.365£       0.368£       1.805£       

4 Non-netw ork customer enquiries/complaints 1.832£        1.850£        1.793£       1.812£       1.831£       1.850£       1.869£       9.155£       

5 Netw ork customer enquiries/complaints 0.879£        0.887£        0.860£       0.868£       0.876£       0.885£       0.894£       4.383£       

6 Investigatory visit / f irst visit to customer 0.783£        0.791£        0.767£       0.775£       0.782£       0.789£       0.797£       3.910£       

7 Other customer services 0.560£        0.565£        0.548£       0.553£       0.559£       0.565£       0.570£       2.795£       

8 Debt management 0.668£        0.673£        0.653£       0.659£       0.666£       0.672£       0.679£       3.329£       

9 Doubtful debts 1.700£        1.716£        1.700£       1.700£       1.700£       1.700£       1.700£       8.500£       

10 Meter Reading 1.093£        1.107£        1.121£       1.134£       1.147£       1.160£       1.173£       5.735£       

11 Other operating expenditure 5.810£        5.867£        5.845£       5.782£       5.719£       5.658£       5.599£       28.603£     

12 Local authority and Cumulo rates 0.240£        0.292£        0.297£       0.347£       0.353£       0.359£       0.367£       1.723£       

13 Pension deficit repair costs 0.791£        0.793£        0.709£       0.721£       0.736£       0.750£       0.765£       3.681£       

14 Input price pressure -£            0.150£       0.299£       0.448£       0.597£       0.746£       2.240£       

15 Total 16.366£      16.574£      16.417£     16.645£     16.834£     17.024£     17.219£     84.139£     

Row Labels (2018-19budget) £million
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Table 9: Base versus 2020-25 target position 

 

Our business plan submission (table R1 residential retail) will therefore include the 

impact of input price pressure, with £2.3 million value outlined in Table 7 (line 14) 

allocated in a pro-rata basis to all appropriate lines.    

Additionally, for table APP24a (real price effects and efficiency gains) we have 

inserted the above efficiency profile for assumed residential efficiency (section L, line 

46), and also used the outputs of Oxera’s input price pressure analysis in residential 

retail section F, line 22-23. 

Our cost to serve performance has continued to outperform industry upper quartile 

for both measured and unmeasured customers for the previous two years, and we 

believe this reinforces the need for input price pressure to be recognised in retail 

expenditure. 

The chart below clearly illustrates our strong cost to serve performance for the 

current business plan period, compared with the industry.  Not recognising input price 

pressure again at this review would lead to a period of ten years with no inflation 

being allowed, which we believe would be unsustainable with our commitment to 

continued service excellence for all customers. 

Figure 18: Cost to serve performance versus industry upper quartile (2015-18) 

 

Retail household operating expenditure 2020-21 2021-22 2022-23 2023-24 2024-25 TOTAL

COST TO SERVE APPROACH £M 16.903£      17.275£      17.612£     17.947£     18.294£     88.031£     

CHALLENGING EFFICIENCY APPROACH £M 16.417£      16.645£      16.834£     17.024£     17.219£     84.139£     

Efficiency in household retail £M 0.486-£        0.630-£        0.778-£       0.923-£       1.075-£       3.892£       

% 2.876 3.646 4.418 5.144 5.876 (AVG) 4.39
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4.5 Efficiency justification  

The overall objective of our challenging efficiency forecast is to ensure our retail 

household function remains a cost efficient upper quartile company within the 

industry, and continues to provide a Five out of Five customer service.  The process 

of reaching a challenging forecast has been set above, but in addition, we have also 

used econometric modelling to ensure our challenge is supported by this type of 

assessment. 

Although we are able to demonstrate an historic efficient position using the current 

cost to serve approach, we are keen to understand how switching to an econometric 

assessment of efficiency (as proposed by Ofwat’s in their final methodology 

guidance) will affect our future relative positioning.   

Furthermore, econometric assessment can generate a forecast position, thus 

providing a useful benchmark test for our bottom-up assessed target of £84.1 million 

for the period. 

As the starting point, we have reviewed our relative efficiency on retail TOTEX 

models, submitted by us as part of the modelling consultation, as well as Ofwat’s 

proposed approach and models provided in March 2018.   

Based on data published by Ofwat in the consultation, companies’ expected cost 

levels were predicted based on their operational characteristics (i.e. cost drivers) 

using an ordinary least squares (OLS) econometric approach.  

The suite of models used to estimate our relative efficiency comprised both 

aggregate and disaggregate models submitted by us/Oxera and Ofwat.   Compared 

to average cost to serve, this econometric approach is able to normalise for multiple 

factors simultaneously. The suite of models presented by Ofwat were then used to 

estimate our relative efficiency. 

To complete this analysis we again requested Oxera to provide an independent 

assessment of our TOTEX performance for retail household services, as well as an 

estimate of the ongoing efficiency assumption that would be appropriate at this plan.   

The outputs of Oxera’s assessment can be reviewed in full via their paper “South 

East Water residential retail totex assessment” as Annex A to this appendix. 

Based on the last four years of data, together with multiple estimation approaches 

and a wider consideration of aggregation and triangulation possibilities, Oxera has 

estimated an efficient expenditure over 2020 to 2025  to be in the range of £77 to £83 

million, with a central estimate of £81 million (in nominal terms).  
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Besides frontier-efficiency challenges, retail costs are affected by input price effects 

and ongoing considerations reflecting the efficiencies that are feasible through 

technological improvements, learning effects etc.  

Assuming that there are no changes to the quality and quantity of the outputs 

produced, the ongoing efficiency improvement over 2020 to 2025 is given by the net 

effect of weighted input price effects and the frontier efficiency shift.  

Oxera’s earlier analysis of input price concluded that overall prices are expected to 

grow at a faster rate than productivity improvements, at about 1.1 per cent per 

annum (overall totex).  From our efficiency challenged cost estimate of £81 million for 

the 2020 to 2025 period position, the combined impact of input price pressure and 

productivity improvements would increase forecast residential expenditure to £85 

million. 

We are therefore satisfied that our business plan view of £84.1 million is a robust 

target and is supported by econometric analysis as a prudent view of retail household 

expenditure for 2020 to 2025. 

4.6 Cost to serve  

Under the current (PR14) performance mechanism, retail residential expenditure is 

monitored via comparative cost to serve.  The charts below convert our challenging 

forecast view into both unmeasured and measured cost to serve performance, to 

continue the comparison. 

Our forecast values for both unmeasured and measured are compared against upper 

quartile industry values, and as we have no data from the industry for future years, 

we have assumed the last actual data year flows through to the end of the period.  In 

both cases our cost to serve continue to outperform industry upper quartile, providing 

further supportive evidence of a robust submission. 

Figure 19: Challenging efficiency - unmeasured cost to serve  
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Figure 20: Challenging efficiency - measured cost to serve  

 

 

4.7 Delivering challenging efficiencies  

The challenging approach to efficiencies outlined above highlights our ambitious 

commitment to being a leading retailer for high service at low cost. 

Our efficiency challenge matches the ambitious plans for delivering our Five out of 

Five service for all customers, detailed in Section 3, and the key delivery challenges 

within our business plan are summarised below. 

Supporting vulnerable customers 

Our Five out of Five service strategy is focussed on all customers, in all 

circumstances. In Appendix 8 Vulnerability - Affordable, Accessible and Protective 

Services, we outline our commitments to ensuring we are engaging and serving our 

more vulnerable customers. 

These commitments take us beyond our current services, and will require us to 

develop our organisation and processes and affordability support, adding to our 

current base costs.  

The table below highlights the predicted uplift in direct delivery costs to achieve our 

retail performance commitments, adding £0.83 million over 2020 to 2025, which is an 

additional efficiency within our challenging efficiency submission of £84.1 million.  
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Table 10: Additional vulnerability and affordability support costs 

Activities 
Year 1 
Cost 

Year 2 
Cost 

Year 3 
Cost 

Year 4 
Cost 

Year 5 
Cost 

Total for 
2020-25 

  (£M) (£M) (£M) (£M) (£M) (£M) 

Identification Costs £0.0166 £0.0156 £0.0126 £0.0106 £0.0085 £0.0638 

Administration and Maintenance £0.1466 £0.1414 £0.1134 £0.0951 £0.0739 £0.5704 

Strategy Team £0.0192 £0.0192 £0.0192 £0.0192 £0.0192 £0.0958 

Third Party Funding £0.0194 £0.0194 £0.0194 £0.0194 £0.0194 £0.0970 

Total £0.2017 £0.1956 £0.1646 £0.1442 £0.1209 £0.8270 

 

We have also committed to further engagement with customers to extend our support 

for financial vulnerability with an additional support tariff which, if implemented would 

create an potential additional uplift of £0.89 million over the plan period. 

Broadening our digital reach 

Customers are becoming increasingly digital, and our business plan commits to 

proving broader digital services to match customer expectations, and importantly, to 

deliver services more efficiently efficient services.   

We believe that channel shift should be driven through customer choice, and we 

have already seen almost 15 per cent switch to digital billing through our My Account 

portal. Our ambition is to increase this switch to 50 per cent, by offering digital 

services through web portals and the development of customers Apps.  

Reduction unnecessary contacts  

Our approach on improving service quality will results in fewer avoidable customer 

contacts in relation to customer bills and payment plans.  

Insight from our daily contacts with customers highlights that more effective outbound 

communication – for example during water supply outages – can significantly reduce 

customer calls and enquiries, reducing costs while improving customer satisfaction. 

Customer contact will be value adding for the customer, and will be handled more 

efficiently, through the richer range of service that customer are able to self-serve 

through the MyAccount service. 

Optimised meter reads 

From our engagement with customers and stakeholders, we know there is customer 

demand for more flexible billing arrangements and frequencies. 
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We will look to introduce more frequent, monthly billing for our digital customers, 

offering a solution that provides clearing billing, while allowing meter reading 

frequencies to reduces, to provide annual reconciliation and reassurance. 

We will also use the development of technology within our wholesale Smart Network 

plans to consider efficiently providing richer usage data for customers. 

Developing stakeholder channels 

For many customers in vulnerable circumstances, their first point of contact is with 

trusted stakeholder organisation, such as Citizens’ Advice, Housing Associations, 

and Community Support groups.  

Our relationships with these stakeholders have helped with signposting our support 

services to customers, but we know that better access to our systems and support 

will allow this relationship to operate more effectively. 

We will work on with stakeholders to improve passporting from trusted stakeholders 

onto our Affordability Schemes, and of course, data sharing in relation to PSR 

customers cross sector, along with the energy sector. 

Seamless retail / wholesale process integration  

Our investment in digital channels will continue, and allow the services already 

provided to customers to be broadened. 

Applying the innovations developed by digital retailers, we will allow customers to 

report, monitor and manage their services requests, without needing to call, again, 

improving customer satisfaction while reducing our cost to serve. 

The integration of wholesale and retail systems will also support more effective 

customer communication around service progress and fulfilment, and also in relation 

to broader water disruption following network maintenance and repair activities. 

Doubtful debt management 

Our collection and doubtful debt costs are a significant element of our cost to serve, 

and we are proud that our competitive performance in this area significantly reduces 

costs pressures on customers’ bills. 

Our current performance in management of customer debt places us at the top of the 

industry, and was acknowledged in Ofwat’s Retail Services Efficiency benchmarking 

report, published in September 2017. Prepared by PWC, the report identified us as 

the frontier performer within the water sector on bad debt performance. 
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Figure 21: Ofwat PWC Benchmark Report - WOC performance 

 

 

Figure 22: Ofwat PWC Benchmark Report - WASC performance 

 

Water only companies (WOCs) were generally better performers than the larger 

Water and Sewerage companies (WASCs), and the report suggested that this was 

attributable to WOCs lower (single-service) bill values. 

However, we have for many years, provided dual service billing for the 40 per cent of 

customers who receive their sewerage services from Thames Water, making our 

relative performance even stronger. 
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We recently completed our project to provide dual service billing the customers we 

share with Southern Water, meaning that all shared customers receive “OneBill” from 

us. 

Pre-payment and Direct Debit 

Pre-payment and direct debit sign up has been a focus of our approach for many 

years, as this allows us to direct our resource for proactive engagement with those 

customers who are not on payment plans.   

The same benchmarking report confirmed we have the second highest level of 

prepayment within the industry, and we have seen our numbers of customers on 

direct debit grow consistently over recent years, and continues to be a key internal 

measure.   

Direct Debit or equivalent payment methods will continue to be a priority for growth in 

our plans 2020 to 2025. Collection and doubtful debt costs are a significant part of 

retail household costs are, and maintaining our efficient management of this area will 

be a central part of our delivery plans 

Managing void properties 

We also perform strongly in this area, with performance again being highlight in the 

benchmarking report, with us having one of the industry’s lowest void property 

numbers. Lower empty properties mean we bill more customers for the services we 

provide, and is an important factor in keeping bill increases and changes as low as 

possible.  

Welfare change 

We expect to see some critical impacts from implementation of Universal Credit in 

our region in 2018.  We would expect the impacts to be consistent with those seen by 

other companies, and will continue to work on best practices with these companies to 

support financially vulnerable customers maintain affordable payment plans. 

Water as a priority 

We will continue to work on our customer and stakeholder communication strategies 

to ensure that we remain front of mind for customers when making to payments.  

Recognising and adopting new and innovative payment approaches to add to 

traditional, established channels will be key. 

Working with trusted stakeholders to share data and passport customers onto our 

support tariffs will give us earlier identification of needs, and also help to reduce costs 

overall.  Earlier identification of affordability challenges will also reduce arrears, as 

we identify and begin support earlier in the process. 
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4.8 Capital expenditure 

For the 2020 to 2025 period we have forecast £2.6 million of capital expenditure.  

Efficiency challenges have been applied to all retail capital expenditure consistent 

with the approach for our wholesale investment programme.  

We have allowed for input price pressure (as outlined above) following Oxera’s 

review (see above). 

A breakdown of capital projects is shown below. 

Table 11: Retail capital expenditure projects 

 

 

Capital expenditure, £million 2020-21 2021-22 2022-23 2023-24 2024-25 TOTAL

post-efficiency

£0.41 £0.41 £0.40 £0.39 £0.38 £1.99

£0.01 £0.01 £0.01 £0.01 £0.01 £0.05

£0.02 £0.02 £0.02 £0.02 £0.02 £0.09

£0.07 £0.07 £0.07 £0.07 £0.07 £0.36

£0.02 £0.02 £0.02 £0.02 £0.02 £0.09

£0.00 £0.00 £0.03 £0.00 £0.00 £0.03

£0.01 £0.01 £0.01 £0.01 £0.01 £0.04

£0.54 £0.53 £0.55 £0.51 £0.50 £2.64

Input price pressure

TOTAL

HiAffinity Billing System

NEET - Customer Email System

Nexum - Debt System

Website w ith MyAccount

Workforce Management System

Transport - Vans
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5. Supporting table commentary 

We have completed the following key relevant tables to support this appendix; 

 App 4 – Customer Metrics 

 App 31 – Past Performance 

 R10 – Service Improvement Mechanism 

 App 30 – Household Void Properties 

 WS18 – Explaining the 2019 Final Determination for the Water Service  

Please see Appendix 22: Table commentaries for supporting narratives. 

 

 

- - -  
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Executive summary 
South East Water (SEW) has commissioned Oxera to provide an 
independent assessment of its historical total expenditure (TOTEX) 
performance for residential retail services, as well as an estimate of the 
ongoing efficiency assumption that would be appropriate at PR19.  

In the PR19 methodology document,1 Ofwat indicated that an econometric 
modelling approach would be followed to determine efficient level of 
household retail costs, suggesting a move away from the average cost to 
serve (ACTS) approach used at PR14.2 Ofwat’s consultation document on 
econometric cost models, published in March, confirmed this approach and 
presented a number of econometric models for retail TOTEX, bad debt plus 
debt management costs, and other retail costs.3 

At PR14, SEW’s cost to serve was better than the industry average for 
unmetered customers and slightly worse than the average for metered 
customers. A similar assessment using 2016–17 data shows further 
efficiency improvements over the recent years, with SEW being positioned 
in the upper-quartile both for metered and unmetered customers based on 
an ACTS approach. 

To determine SEW’s relative efficiency on retail TOTEX, models submitted 
by SEW as part of Ofwat’s modelling consultation were taken as a starting 
point.4 Ofwat’s published models in this consultation were also considered. 
The estimation approaches used in the modelling consultation were 
examined, alongside with alternative approaches. Based on data published 
by Ofwat in the consultation, companies’ expected cost levels were 
predicted based on their operational characteristics (i.e. cost drivers) using 
a pooled ordinary least squares (OLS) approach. The suite of models used 
to estimate SEW’s relative efficiency comprised both aggregate and 
disaggregate models submitted by SEW and Ofwat. 

While a pooled OLS method was the most common estimation approach 
considered in the modelling consultation, its limitations in terms of ability to 
control for company heterogeneity and isolate inefficiency from data errors 
and modelling uncertainty has been widely acknowledged. To overcome 
such limitations, we considered alternative approaches, such as panel data 
models (Random Effects) and Stochastic Frontier Analysis (SFA).5 Random 
Effects models were also considered as part of the modelling consultation, 
while SFA has been widely used by UK and continental European 
regulators.6  

                                                
1 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December.  
2 The ACTS approach consisted of unit-cost benchmarking (average retail cost per customer in the year 
2013/14) supplemented with industry-wide and company-specific off-model adjustments. The average 
retail cost per customer in the sector was used as an upper-bound benchmark (i.e. companies were 
allowed the lower of their forecast expenditure and the ACTS). 
3 Ofwat (2018), ‘Cost assessment for PR19: a consultation on econometric cost modelling’, March. 
4 Ibid. 
5 See Kumbhakar, S. and Knox Lovell, C.A. (2000), Stochastic Frontier Analysis, Cambridge University 
Press. Kumbhakar, S.C., Wang, H.-J. and Horncastle, A. P., (2015), A Practitioner's Guide to Stochastic 
Frontier Analysis Using Stata, Cambridge University Press. 
6 For example, the Office of Rail Regulation has used SFA to assess the efficiency of both Network Rail 
and Highways England (See: ORR (2013), ‘PR13 Efficiency Benchmarking of Network Rail using LICB’, 
August, and ORR (2017), ‘Benchmarking regional maintenance costs on England’s Strategic Road 
Network’); while, as required by law, the German energy regulator has to use SFA alongside DEA (see: 
Article 12 of the Incentive Regulation Ordinance ARegV) 

http://www.cambridge.org/gb/academic/subjects/economics/econometrics-statistics-and-mathematical-economics/practitioners-guide-stochastic-frontier-analysis-using-stata?format=PB#bookPeople
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Based on the last four years of data (2013/14–2016/17), multiple model 
specifications to enable a balanced consideration of industry operational 
drivers, estimation approaches and a wider consideration of aggregation 
and triangulation possibilities, SEW’s historical efficient TOTEX expenditure 
over an AMP7 is estimated to be in the range of £77m–£83m, with a central 
estimate of £81m (in nominal terms). Given its historical AMP outturn 
expenditure of £84m, SEW’s historical catch-up is estimated to be around 
4% (c. £3m).  

The retail TOTEX models submitted by Ofwat and SEW were reassessed in 
light of the 2017/18 data submission in July 2018. We note that the model 
results and estimated efficient cost predictions were largely insensitive to 
the additional year and the updated data indicated an overall improvement 
in SEW’s performance across models. However, they were not used in the 
assessment presented in this report as we acknowledge that the data 
released is yet to undergo Ofwat’s quality assurance and may subsequently 
be amended.  

We also note that the historical relative efficiency position estimated for 
SEW through econometric modelling may be driven, to some extent, by 
SEW’s and the industry’s historical levels of activity as well as expenditure 
profiling over the modelled period (less so than wholesale costs). As such, 
the estimated historical relationship between cost categories and cost 
drivers may be unrepresentative of future cost elasticities and may produce 
inappropriate AMP7 cost predictions if a naïve roll-forward of the historical 
relationship is adopted. 

Besides catch-up efficiencies, residential retail costs are affected by input 
price effects and ongoing efficiency considerations reflecting cost reductions 
that are feasible through technological improvements, learning effects, and 
so on. Assuming that there are no changes to the quality and quantity of the 
outputs produced by SEW and based on information provided by SEW on 
its expected mix of activities and inputs over AMP7, the ongoing efficiency 
improvement is given by the net effect of frontier shift and weighted input 
real-price effects. Unlike the wholesale controls, input price pressure is 
estimated gross of CPIH as Ofwat has confirmed that it will not index the 
retail controls to a measure of general inflation.  

To estimate the input price pressure faced by SEW, we considered SEW’s 
input mix and linked each input to an appropriate inflationary forecast. Third-
party forecasts were used to obtain forward-looking estimates of the 
selected inflationary indices. Our results suggest an input price pressure of 
approximately 2% for both operating expenditure (OPEX) and capital 
expenditure (CAPEX). 

The assessment of frontier shift is based on Total Factor Productivity (TFP) 
measures estimated from the EU KLEMS productivity database.8 The TFP 
approach is well-established in the academic literature and widely used in 
regulatory determinations.9 Several European regulators have also 
considered this approach to determining the frontier shift potential of 
regulated companies. For example, the Netherlands Authority for 
Consumers and Markets (ACM) used growth accounting-based measures of 

                                                
7 Asset Management Plan period, which is a five-year time period used in the English and Welsh water 
sector. 
8 EU KLEMS Growth and Productivity Accounts, http://www.euklems.net/index.html, accessed 27 July. 
9 See for example: Ofgem (2012), ‘RIIO-T1/GD1: Initial Proposals—Real price effects and ongoing 
efficiency appendix’, July, sections 3 and 4.  

http://www.euklems.net/index.html
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performance of relevant sectors of the Dutch economy from EU KLEMS to 
estimate frontier shift for the Dutch gas and electricity TSOs. The economic 
framework underlying the approach, which is also followed in this report, is 
discussed in Oxera’s 2016 report for the ACM.10  

On the assumption that the past rate of technological progress is a good 
indicator of the potential future rate, and that the rate of technological 
progress in the selected set of comparator sectors is a good indicator of the 
rate of technological progress for retail activities, this approach provides 
useful evidence for establishing a benchmark for the future potential for 
frontier shift. 

Based on the preferred comparator set, developed in conjunction with SEW, 
and timeframe of analysis, TFP is estimated to be in the range of 0.8–1% 
per annum for OPEX, and approximately 0.6% per annum for CAPEX.  

In the PR19 methodology paper, Ofwat noted that evidence on the 
productivity in other retail sectors may be used as part of its assessment at 
PR19.11 To that end, we have considered the productivity potential of the 
‘Retail trade, except of motor vehicles and motorcycles’ sector, as this 
combines a range of retail activities.12 TFP estimate for this sector over the 
preferred timeframe is around 0% per annum. As such, our aggregate TFP 
estimates imply a more challenging target for retail activities in the water 
sector.   

The TFP estimates from the EU KLEMS productivity database, which are 
assumed to reflect ongoing efficiency potential, are likely to encompass 
other effects such as catch-up improvements. Academic research13 and 
past regulatory decisions14 have considered a correction factor to account 
for this conflation. While this factor typically reduces the ongoing efficiency 
parameter, it can also increase it or leave it unaffected. Additional research 
is required to determine the size and direction of its effect in the current 
case. 

The combination of input price inflation and frontier shift leads to a negative 
net frontier shift effect in the range of -1% to -1.2% per annum at the 
TOTEX level, with a central estimate of -1.1%. In other words, overall prices 
are expected to grow at a faster rate than productivity improvements, at 
about 1.1% per annum in nominal terms. This equals approximately 1.1% 
for OPEX and 1.4% for CAPEX.  

  

                                                
10 Oxera (2016), ‘Study on the ongoing efficiency for Dutch gas and electricity TSOs’, prepared for the 
ACM, April, https://www.acm.nl/sites/default/files/old_publication/publicaties/15537_agendapunt-5-study-
on-ongoing-efficiency.pdf. 
11 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December, pp. 
143–7. 
12 This sector is related specifically to retail activities in EU KLEMS. 
13 See Giraleas, D. (2013), ‘The measurement and decomposition of economy-wide productivity growth. 
Assessing the accuracy and selecting between different approaches’, Aston University, Section 5; see 
also Alvarez, I., Delgado, M. and Salinas-Jimenez, M. (2010), ‘Determinants of TFP growth in EU 
countries: a sectoral comparison with Malmquist Indices’, Journal of Economic Policy Reform, 14:3, pp. 
189–199. 
14 Competition Commission (2010), ‘Bristol Water Plc, Provisional findings report’, June, Annex H27, 
para. 99, and Competition Commission (2010), ‘Bristol Water Plc’, August, Report, Appendix K28, para. 
133. 



 

 

South East Water Retail TOTEX assessment 
Oxera 

4 

 

1 Introduction 
South East Water (SEW) has commissioned Oxera to provide an 
independent assessment of its historical TOTEX performance for residential 
retail services using top-down econometric modelling.  

The starting point for this assessment is to recognise that efficient 
residential retail costs are affected by a number of factors, including:  

 catch-up efficiencies—i.e. cost reductions from catching up to the 
efficiency frontier, as set by best practice in the water industry; 

 input price effects—i.e. changes in the price of labour, capital and raw 
materials; 

 frontier-shift efficiencies—i.e. cost reductions from technological 
improvements, learning effects, etc. 

The analysis presented in this paper focuses on estimating each of these 
three factors for SEW as its efficient retail costs from 2020–25 will depend 
on their impact, among other things. For example, the assessment 
presented in this report does not account for forward-looking effects such as 
anticipated volume growth, changes in unit costs and/or decrease in 
activities in specific cost categories (e.g. metering program). 

To determine SEW’s relative efficiency on retail TOTEX, we considered 
models submitted by SEW and Ofwat as part of Ofwat’s recent modelling 
consultation, along with the data provided in the same consultation.15 We 
examined the estimation approaches used in the modelling consultation, 
alongside alternative approaches.   

For the assessment of ongoing efficiency, the methodology and data 
sources used included publicly available databases, academic sources, and 
regulatory precedents. 

The report is structured as follows. 

 Section 3 provides an overview of Ofwat’s approach to model residential 
retail costs at PR19, including a description of the dataset used, the 
modelled cost categories, the key cost drivers, and the alternative 
estimation approaches that we considered. 

 Section 4 provides a top-down assessment of SEW’s residential retail 
TOTEX based on its efficiency position and gap to the industry frontier 
(catch-up assessment).  

 Section 5 describes our approach to estimate ongoing efficiency 
improvements—i.e. the productivity improvements that an efficient water 
company operating in the residential retail market can achieve due to 
technological improvement (also referred to as ‘frontier shift’) net of real 
price pressure over AMP7.  

 Section 6 concludes.

                                                
15 Ofwat (2018), ‘Cost assessment for PR19: a consultation on econometric cost modelling’, March. 
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2 Methodology 
PR14 was the first time that Ofwat set a separate price control for retail 
activities by using an average costs to serve (ACTS) approach. This 
approach calculated the average retail cost per customer in the sector and 
used it as an upper-bound benchmark—i.e. companies were allowed the 
lower of their forecast expenditure and the ACTS.  

In the final PR19 methodology,16 Ofwat suggested they intended to use an 
econometric modelling approach to set efficient TOTEX baselines for 
residential retail services. Oxera developed retail econometric models for 
SEW’s submission in March 2018 as part of Ofwat’s consultation on 
econometric modelling.  

In this section, we outline our approach to modelling SEW’s efficient 
historical level of retail TOTEX, the dataset used in the modelling, including 
the modelled expenditure, and the associated cost drivers.  

2.1 Dataset 

Our analysis is based on the dataset published by Ofwat as part of the 
consultation on the econometric cost modelling.17 The data for retail 
modelling covers the four-year period from 2013/14 to 2016/17 and 
therefore includes data from both AMP5 and AMP6.  

The first three years include data on 18 companies, and the last year 
includes data on 17 companies due to the merger of South West Water and 
Bournemouth Water. This gives a total of 71 observations. 

2.2 TOTEX retail modelling 

As outlined in the final PR19 methodology, Ofwat has developed three types 
of models for residential retail: one set of aggregate models—total retail 
costs (‘RTC’) models—and two sets of disaggregate models—bad debt plus 
bad management costs (‘RDC’) models and other retail costs (‘ROC’) 
models.  

Ofwat specified the dependent variable in all retail models as retail cost per 
connected household, whereas models submitted by SEW considered retail 
total costs. Modelled TOTEX costs include depreciation on capital 
investment and total retail OPEX, which includes, debt management, 
doubtful debts, customer services, meter reading and other OPEX (including 
local authority rates and exceptional items).  

Similarly to PR14, Ofwat will not index the retail controls to a measure of 
general inflation at PR19. As a result, our assessment considers modelled 
costs in nominal terms. In section 4.1, we provide evidence of the input 
price pressure that would apply to SEW over PR19. 

Based on four years of data, South East Water modelled total retail 
operating costs equal £84m in nominal terms over an AMP. The largest 
share of costs is related to customer service and other operating costs, as 
shown by the breakdown of costs in Figure 2.1.  

Unless stated otherwise, both outturn expenditure and efficient predicted 
expenditure presented throughout the report refer to expenditure over an 

                                                
16 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December.  
17 Ofwat (2018), ‘Cost assessment for PR19: a consultation on econometric cost modelling’, March. 
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AMP.18 Given the modelling period uses two years of data from AMP5 and 
two years of data from AMP6, this involves taking the average per annum 
expenditure and multiplying by five to derive expenditure over a five-year 
period. 

Figure 2.1 Breakdown of SEW’s total retail operating costs  

 
Source: Oxera analysis based on data in Ofwat (2018), ‘Cost assessment for PR19: a 
consultation on econometric cost modelling’, March. 

2.3 Cost drivers 

In the RTC models, Ofwat combines the key cost drivers for debt-related 
costs (such as bill size and deprivation) with cost drivers for other retail 
costs, including metering activity. These are described in more detail below. 

 Average bill size: this represents the amount of revenue that is at risk of 
not being paid should a default happen. This variable is expected to have 
a strong correlation with bad debt per household and it is included in 
three out of the four retail TOTEX models.  

 Propensity of default on payment: bad debt and debt-management 
costs are expected to be higher for customers with a higher propensity to 
default. Ofwat used external data as a proxy for the probability that a 
customer would default on paying a water bill. In TOTEX models, this is 
proxied by the percentage of households with default provided by United 
Utilities and sourced from Equifax. Alternative measures used in bad 
debt models include credit risk score and the proportion of people 
experiencing income deprivation.  

 Proportion of metered household customers: household customers 
who receive a metered service may drive higher retail costs through 
meter reading activity. Metered customers may generate more customer 
enquiries and therefore drive higher costs.  

 Proportion of dual customers: household customers who receive both 
water and wastewater retail services may drive higher costs. In retail 
TOTEX models, it is used as alternative to bill size as it is able to capture 

                                                
18 AMP refers to Asset Management Period—a five-year period in which Ofwat sets prices following the 
submission of company business plans.  

debt 
management 

8%

doubtful debts 
13%

customer 
services 

30%

meter reading 
7%

other 
operating 

expenditure
37%

Depreciation
5%



 

 

South East Water Retail TOTEX assessment 
Oxera 

7 

 

the higher impact of dual customers on bad debt due to their higher bill 
relative to single service customers.  

 Total number of household customers: the number of households can 
be considered as a primary cost driver of retail costs. As costs are 
specified on a per-household basis on Ofwat’s models, the inclusion of 
the number of households amongst the cost driver captures economies 
of scale (e.g. ORTC4 TOTEX model). 

SEW-submitted models consider a similar set of drivers of TOTEX retail 
costs, including metering, number of unique customers and deprivation. 
During PR14, SEW has become one of the industry-leading companies in 
terms of proportion of metered customers. As such, the proportion of 
metered customers is a particularly important cost driver for SEW.  

To proxy for deprivation and debt-related expenditure, SEW’s models 
consider unemployment rate. The rate of unemployment as an alternative to 
the deprivation indices to capture customers’ propensity to pay bills was first 
considered by Ofwat/PwC in a response to the Oxera report for South West 
Water19 examining its doubtful debt.20 The SEW models considered 
unemployment rate instead of average bill size in the TOTEX models as 
SEW noted that the use of average bills may underestimate the costs faced 
by WOCs in collecting lower bills, as well as limit the estimated impact of 
SEW’s metering programme.21 Ofwat has also considered the share of dual 
customers as an alternative to bills in one of its TOTEX models. 

The proportion of revenue from customer prepayments was also added as 
driver of bad debt and customer service costs in one of the two SEW’s 
TOTEX models. This variable was derived from Ofwat’s publication of data 
used in the retail services efficiency report (dated 28 September 2017)22.  

Figure 2.2 shows SEW’s position in comparison to the industry average for 
the key cost drivers included in Ofwat’s and SEW’s retail modelling. The 
industry average value of the cost driver is normalised to 100% and the bars 
represent the interquartile range across the industry. Such a chart shows 
how SEW compares to the industry average, but also by how much it 
deviates from ‘normal’ values (taken to be within the interquartile range). 

For example, SEW’s values for most of the cost drivers is lower than the 
average company (the blue dot is below 100%), with the exception of 
metering activity and the proportion of revenue from customer prepayments.  

                                                
19 Oxera (2014), ‘Impact on doubtful debt as a result of changes in deprivation and bill levels over 2015–
20: an update’, April, available at http://ofwat.gov.uk/pricereview/pr14/rpt_com201404oxeraswtdebt.pdf. 
20 See PwC (2014), ‘PwC review of South West Water’s doubtful debt cost models’, May. 
 
22 See https://www.ofwat.gov.uk/publication/water-company-data-used-retail-services-efficiency-report-
28-september-2017/. 
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Figure 2.2 SEW’s position in comparison to the industry average 

 
Source: Oxera analysis based on data in Ofwat (2018), ‘Cost assessment for PR19: a 
consultation on econometric cost modelling’, March. 

2.4 Modelling approach  

Pooled Ordinary Least Squares (OLS) regression was the most common 
estimation approach used in the modelling consultation. The OLS model 
pools the data and assumes that each observation represents an 
independent company, ignoring the fact that the data consists of repeated 
observations on the same companies over time.  

The limitations of the pooled OLS method in terms of its ability to account 
for company-specific heterogeneity and statistical errors (noise) from 
inefficiency is acknowledged widely.23 Ignoring company-specific effects and 
noise in the data could result in incorrect estimates of inefficiency and, 
therefore, cost allowances. In particular, OLS assumption that any 
difference between a firm’s actual and predicted costs is entirely due to 
inefficiency may result in overestimating inefficiency, as a company can be 
estimated to be inefficient simply because its inefficiency is confounded with 
noise and/or company heterogeneity not controlled for in the model 
specifications.  

One approach to account for noise is to make an ad hoc adjustment, such 
as using an upper-quartile (or similar) benchmark rather than ‘correcting’ the 
OLS regression to the first-ranked company. Indeed, at PR14, efficiency 
scores were corrected by Ofwat to the upper quartile of the efficiency levels 
in order to adjust, to some extent, for modelling uncertainty. In contrast, 
when considering Bristol Water’s appeal of PR14, the CMA considered that 
the average benchmark was appropriate for Bristol Water based on the cost 
models it developed in the inquiry.24 As shown in Oxera (2013),25 such ad 
hoc adjustments may overcompensate or undercompensate for specific 
companies, even when the adjustment is broadly correct across the industry 
as a whole. 

As such, we widen the evidence base to provide an unbiased estimate of 
SEW’s efficient level of expenditure. Part of this requires that multiple model 
specifications are considered that control for different sets of industry cost 
drivers to account for heterogeneity in the industry. Different cost drivers 
                                                
23 Greene, W. H. (2008), ‘The Econometric Approach to Efficiency Analysis’, in Fried, H. O., Knox Lovell, 
C. A. and Schmidt, S. S. (eds), Chapter 2, Section 2.3.2.4, The Measurement of Productive Efficiency 
and Productivity Change, Oxford University Press; Kumbhakar, S., Wang, H.-J., and Horncastle, A. 
(2015), A Practitioner’s Guide to Stochastic Frontier Analysis using Stata, Cambridge University Press. 
24 CMA (2015), ‘Bristol Water plc: A reference under section 12(3)(a) of the Water Industry Act 1991’, 
October, paras 4.205–4.245. 
25 Oxera (2013), ‘Recommendations on cost assessment approaches for RIIO-ED1’, February 
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could proxy for key operational factors to different extents for companies (for 
example, different proxies for deprivation), and we consider that a 
triangulation of results across appropriate model specification can provide a 
more balanced view of companies’ cost performance. In addition, we 
consider estimators that can take into account the panel structure of the 
data and possible unobserved company heterogeneity. To this end, we 
consider Random Effects (RE) models and Stochastic Frontier Analysis 
(SFA).  

While comparable to the pooled OLS estimator, the RE estimator takes into 
account unobserved firm heterogeneity in the sample when estimating 
model coefficients. RE models were used in the PR14 assessment,26 and 
the enhancement expenditure models developed in the consultation 
process.  

Based on the estimated parameters on the cost drivers, the RE estimator 
gives two efficiency estimates for each company—one is time-varying and 
the other time-invariant (i.e. the unobserved company-specific effect not 
captured through cost drivers). Whether the time-invariant prediction 
represents legitimate differences in efficient expenditure based on 
unobserved differences in regional operating environments, or permanent 
differences in efficiency, requires regulatory judgement. As at PR14, we 
assume that the time-invariant prediction represents permanent differences 
in efficiency when using this approach. To that end, similar to pooled OLS, 
the RE estimator requires an ad hoc adjustment to derive efficient cost 
predictions.  

One way to further adjust for uncertainty can be to use Stochastic Frontier 
Analysis (SFA).27 SFA is an econometric method that estimates the 
parameters of a cost function and the inefficiency for each observation and 
has been widely used in regulatory determinations.28 Specifically, SFA can 
separate the estimated residual into noise and efficiency by imposing 
assumptions on the distribution of the inefficiency and noise terms. This has 
particular advantages over the other two estimators considered in this 
report, including that no ad hoc adjustment is required since statistical noise 
is already separated from inefficiency.  

The particular SFA model we use in this report, based on Kumbhakar et al. 
(2012),29 is often referred to as the ‘four-component model’. This is because 
it can separate the residual (the estimated gap between companies actual 
cost and the benchmark) into four components: (i) uncontrollable fixed 
differences in firms’ operating environments; (ii) permanent differences in 
efficiency; (iii) time-varying noise; and (iv) time-varying efficiency 
differences.  

To summarise, our catch-up assessment is based on three main estimation 
approaches. 

                                                
26 Ofwat (2014), ‘Basic cost threshold models’, April. 
27 Kumbhakar, S. and Knox Lovell, C. A. (2000), Stochastic Frontier Analysis, Cambridge University 
Press. Kumbhakar, S., Wang, H.-J., and Horncastle, A. (2015), A Practitioner’s Guide to Stochastic 
Frontier Analysis using Stata, Cambridge University Press. 
28 For example, the Office of Rail Regulation has used SFA to assess the efficiency of both Network Rail 
and Highways England (See: ORR (2013), ‘PR13 Efficiency Benchmarking of Network Rail using LICB’, 
August, and ORR (2017), ‘Benchmarking regional maintenance costs on England’s Strategic Road 
Network’); while, as required by law, German energy regulator has to use SFA alongside DEA (see: 
Article 12 of the Incentive Regulation Ordinance. 
29 Kumbhakar, S.C., Lien, G. and Hardaker, J.B. (2012), ‘Technical efficiency in competing panel data 
models: A study of Norwegian grain farming’, Journal of Productivity Analysis, 41:2, September, pp. 1–7. 



 

 

South East Water Retail TOTEX assessment 
Oxera 

10 

 

 Pooled OLS approach: this assumes that each observation represents 
an independent company, ignoring the fact that the data consists of 
repeated observations on the same companies over time. 

 Random Effects (RE) approach: this estimation technique accounts for 
the panel structure of the data and treats the unobservable individual 
effects (i.e., company-specific factors) as random. No distributional 
assumption for the inefficiency component is needed for this approach. 

 SFA (four-component) approach: Further extensions in an SFA panel 
setting allow for explicit interpretation of the results in terms of 
uncontrollable company-specific effects, noise in data/modelling errors, 
persistent inefficiency, and transient inefficiency. Such a decomposition 
and interpretation is currently not possible using the other approaches.
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3 Historical relative efficiency assessment  
In this section, we present our top-down assessment of SEW’s potential for 
cost reduction and gap to its industry frontier for TOTEX on retail residential 
services. 

The catch-up assessment reflects a building-block approach that comprises 
several components, including: 

 the selection of models used to estimate SEW’s predicted costs and 
approach to ‘triangulation’; 

 the approach to selecting the benchmark to obtain an estimate of SEW’s 
efficient cost baseline; 

 the approach to combining the estimated efficient costs from multiple 
approaches to arrive at a final baseline value.  

Before describing these steps in greater detail, section 3.1 provides an 
overview of SEW’s costs based on an average cost to serve (ACTS) 
approach. This is based on Ofwat’s approach at PR14 and provides further 
evidence to the estimates obtained using econometric analysis. 

3.1 Average cost to serve assessment  

At PR14, on the 2013/14 data used to determine the industry ACTS, SEW’s 
cost to serve was better than the industry average for unmetered customers 
and slightly worse than the average for metered customers. Table 3.1 
shows that SEW was ranked seventh for unmetered service and ninth for 
metered service and was allowed a total of £98.5m. 

Oxera carried out a similar assessment using 2016/17 data. The results 
show further efficiency improvements over recent years, with SEW being 
positioned in the upper quartile (as shown in the second part of Table 3.1). 
As such, SEW’s allowance estimated based on upper quartile cost to serve 
would equal its actual cost of approximately £79m (i.e. £15m for unmetered 
customers and £64m for metered customers).  
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Table 3.1 SEW’s cost to serve assessment  
 

SEW cost 
to serve 
(£/cust) 

Industry 
ACTS 
(£/cust) 

Industry 
UQ cost to 
serve 
(£/cust) 

SEW’s 
ranking  

SEW’s 
estimated 
allowance 
(£m) 

PR14 determination 

Unmetered 20.3 21.5 19.1 7 14.6 

Metered 27.4 27.3 24.1 9 83.9 

 
2016/17 data 

Unmetered 15.9 22.6 16.7 3 15* 

Metered 19.4 23.9 20.1 4 64* 

Note: All costs are in nominal terms. * Given SEW was estimated to be more efficient than 
the upper quartile, the estimated allowance was set to the outturn expenditure. 

Source: Oxera and Ofwat final determination at PR14. 

3.2 Model selection and approach to triangulation 

In order to estimate an efficient, unbiased historical cost baseline for SEW, 
our assessment focuses on the following suites of models.30 

 SEW-submitted models—residential retail TOTEX models submitted by 
SEW in March 2018 as part of the consultation on econometric cost 
modelling. Note that the modelled expenditure considered in those 
models has been updated to be consistent with Ofwat’s definition and the 
models have been re-estimated using the data provided in the 
consultation.  

 Ofwat’s models—Ofwat’s aggregate TOTEX models presented in the 
same consultation document.  

In their models, both SEW and Ofwat aim to capture a wide range of 
industry characteristics and consider a number of different variables to 
measure a specific factor (e.g. deprivation). However, some companies’ 
performances may be sensitive to the exact choice of variable used to 
capture each characteristic (i.e. the model specification). To avoid biases 
that could develop in focusing on specific variables alone, our approach 
triangulates results from different suites of models with the expectation that 
biases (positive and negative) for individual companies could be mitigated in 
the process. Our triangulation approach specifically consists of taking an 
average cost prediction across different suites of models and then applying 
an efficiency correction derived from the appropriate benchmark.  

Ofwat developed disaggregate econometric cost models, which we examine 
as a further cross-check on the results from the aggregate TOTEX 
analysis.31 When aggregating results from disaggregate models, our 
approach is to take an average prediction across the various suites of 
models, sum the relevant predictions, and then apply the appropriate 
efficiency correction. This is to ensure that potential trade-offs between bad 
debt and TOTEX less bad debt are captured and companies are 
benchmarked to actual achieved leading performance in the industry. 

                                                
30 The regression output of both SEW and Ofwat’s models is shown in Appendix 1. 
31 We do not consider models which do not represent a complete price control, such as water treatment 
or sewage collection. 
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Disaggregate modelling may be able to better capture the relationships 
between costs and specific cost drivers. It also allows the efficient level of 
expenditure to be calculated directly, rather than relying on assumptions to 
apportion the predicted efficient expenditure from aggregate models. 
However, disaggregate models can be sensitive to data allocation issues 
and reporting inconsistences. As such, the core body of evidence focuses 
on aggregate TOTEX, and disaggregate models (aggregated to the overall 
TOTEX level) are used only as a cross-check for SEW.  

We also note that both Ofwat and SEW models presented in this report 
require further development in light of additional data (2017/18 data 
undergoing Ofwat’s quality assurance as well as companies’ business plan 
data) and reinforced with bottom-up analysis from an operational 
perspective. 

3.3 Approach to select the benchmark 

On the wholesale cost assessment at PR14, Ofwat assessed companies’ 
efficiency using OLS regression techniques to determine the relationship 
between costs and a set of explanatory factors (cost drivers). Ofwat then 
used corrected the OLS-based predictions to the upper-quartile efficient 
company and used this as a benchmark for estimating companies’ relative 
efficiency. However, this choice was based on regulatory judgement. 

To inform our choice of an appropriate benchmark for SEW on RE and 
pooled OLS models, we use the SFA four-component model.32 As SFA can 
separate noise from inefficiency at a company level, the estimated efficiency 
scores can be used to inform the choice of benchmark in OLS and RE 
models for a particular company. For example, if a SFA model predicts a 
company to have a lower efficiency score than upper-quartile-corrected 
pooled OLS or RE, it may indicate that an upper-quartile benchmark is 
lenient and possibly overcompensating for noise or advantageous company 
effects. The converse may hold if the SFA model predicts a higher efficiency 
score than pooled OLS or RE. This makes the choice of upper quartile (or 
another benchmark) for a particular company less dependent on ad hoc 
adjustments and judgements. 

Sections 3.4 and 3.5 detail our approach to estimating SEW’s efficient 
historical cost level using SEW’s and Ofwat’s models. Specifically, section 
3.4 focuses on the catch-up assessment based on SEW models, whereas 
section 3.5 focuses on Ofwat’s models.  

3.4 Historical relative efficiency assessment, SEW models  

In this section, we assess SEW’s historical relative efficiency based on the 
three estimation techniques described in section 2.4, i.e. pooled OLS, RE, 
and SFA. 

Table 3.2 shows SEW to be ranked in the top five companies (out of 17) 
based on the estimation approaches.  

Table 3.2 SEW’s relative ranking—SEW models 
 

SEWRTC1 SEWRTC2 

                                                
32 Kumbhakar, S.C., Lien, G. and Hardaker, J.B. (2012), ‘Technical efficiency in competing panel data 
models: A study of Norwegian grain farming’, Journal of Productivity Analysis, 41:2, April, pp. 321–337. 
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Rank (pooled OLS)  2 5 

Rank (RE) 5 5 

Rank (SFA four-component) 5 5 

Source: Oxera analysis.  

As described in section 3.3, predicted costs obtained with OLS and RE 
need to be adjusted to an appropriate benchmark. Possible options include 
upper quartile (i.e. the fifth company), upper quintile (i.e. the fourth 
company) and upper decile (i.e. the third company). We use the SFA results 
to assist in determining an appropriate benchmark for SEW. 

SEW’s efficiency scores assuming these different levels of benchmarks are 
shown in Table 3.3. Note that the triangulated results (last column of the 
table) provide results based on the average of cost predictions across 
models benchmarked to the appropriate level; this is our preferred 
approach. SEW has an efficiency of 1 if it is estimated to be at least as 
efficient as the chosen benchmark.  

Table 3.3 SEW’s estimated efficiency—SEW models 
 

SEWRTC1 SEWRTC2 Triangulated average 
OLS—upper quartile 1 1 1 
OLS—upper quintile 1 1 1 
OLS—upper decile 1 0.95 0.99 
RE—upper quartile 1 1 1 
RE—upper quintile 0.99 0.98 0.98 
RE—upper decile 0.99 0.97 0.98 
SFA four-component 0.93 0.93 0.93 

Note: For each model, SEW’s efficiency scores were derived as the ratio between predicted 
costs and actual costs. 

Source: Oxera analysis. 

The estimated efficiency gap with SFA appears wider than the one 
estimated with OLS and RE on average. As such, of the three benchmarks 
considered in our analysis, an upper decile benchmark could be the most 
challenging for SEW on pooled OLS and RE, according to the SFA results. 
Based on the above assessment, a summary of SEW’s performance and 
the implied level of catch-up is shown in Table 3.4. SEW’s historical efficient 
cost baseline ranges between £78m and £83m over an AMP with a catch-
up target ranging between 1–7%.  

Table 3.4 Summary of triangulated results—SEW models  
 

OLS RE SFA 
SEW actual AMP costs, £m 84 84 84 
Efficiency-corrected predicted AMP costs, £m  83 82 78 

Catch-up target  1% 2% 7% 

Note: All costs are in nominal prices. The historical efficient level of costs reflect an upper 
decile adjustment.   

Source: Oxera analysis. 

3.5 Historical relative efficiency assessment, Ofwat’s models  

This section focuses on assessing SEW’s relative efficiency on Ofwat’s 
models using the same estimation techniques applied in section 3.4.  
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Overall, SEW appears to be ranked between fourth and seventh (out of 17) 
across the four TOTEX models and estimation techniques (Table 3.5).  

Table 3.5 SEW’s relative ranking—Ofwat models 
 

ORTC1 ORTC2 ORTC3 ORTC4 
Rank (pooled OLS)  6 5 7 6 

Rank (RE) 6 5 4 6 

Rank (SFA) 6 5 4 6 

Source: Oxera analysis.  

Consistent with the approach used for SEW-submitted models, SFA results 
are considered to inform an appropriate efficiency benchmark for SEW on 
Ofwat’s models.  

Table 3.6 shows that the estimated efficiency gap is on average 6% with 
SFA, which is in line with the efficiency gap estimated with OLS and RE 
assuming a benchmark between the upper quintile and the upper decile. We 
have considered an upper quintile benchmark for SEW based on the SFA 
results. 

Table 3.6 SEW’s estimated efficiency—Ofwat models 
 

ORTC1 ORTC2 ORTC3 ORTC4 Triangulated 
average 

OLS—upper quartile  0.97 1.00 1.00 0.91 0.97 
OLS—upper quintile 0.96 0.97 0.96 0.90 0.95 
OLS—upper decile 0.92 0.95 0.93 0.87 0.92 
RE—upper quartile 0.97 1.00 1.00 0.96 1.00 
RE—upper quintile 0.96 0.99 1.00 0.96 0.99 
RE—upper decile 0.92 0.97 0.97 0.95 0.94 
SFA—four-component 
model 0.95 0.94 0.94 0.93 0.94 

Source: Oxera analysis. 

Before applying such an upper-quintile benchmark, we have triangulated 
different suites of Ofwat’s models based on a statistical or operational 
criteria. Two core approaches have been considered in this respect:  

Approach 1: select the triangulated sets based on the quality of the models 
and their ability to control for key operational characteristics (e.g. metering). 
These models specifically include the following. 

 Ofwat’s full suite—a triangulation across the four Ofwat’s submitted 
TOTEX retail models.  

 Ofwat’s models controlling for metering—a triangulation across 
Ofwat’s models controlling for metering (ORTC1, ORTC3 and ORTC4).  

 Ofwat's ‘most comprehensive’ model—results from model ORTC4, i.e. 
the most comprehensive Ofwat model in terms of cost drivers included, 
as well as the model whose explanatory power is superior to the other 
three.33  

                                                
33 This feature has been tested using a likelihood ratio test. 
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Approach 2: select models based on the relative certainty with which they 
predict either (i) SEW’s expenditure or (ii) the benchmark companies’ 
expenditure. We refer to this as a ‘noise to signal’ approach and identifies 
models where companies have a noise to signal ratio (i.e. a measure of 
prediction uncertainty) less than the industry median.34 We consider the 
following selection approaches. 

 Noise to signal ratio (benchmark or efficient companies)—models 
are selected if a majority of benchmark companies had a noise to signal 
ratio less than the median in the industry (ORTC3 and ORTC4). The 
notion is that the models that predict the cost of the benchmark 
companies with reasonable certainty are able to determine the 
benchmark (i.e. cost frontier) with reasonable certainty; 

 Noise to signal ratio (SEW)—models are selected if they predict SEW’s 
expenditure with relative certainty, defined as having a noise to signal 
ratio lower than the median in the industry (ORTC2 and ORTC3). The 
overall allowance for SEW is a function of the cost predictions for it from 
the models and the benchmark correction (if more stringent than the 
average). In this approach, we identify models that predict SEW’s cost 
with reasonable certainty even where the benchmark may not be 
identified accurately to provide an alternative view.    

The table below illustrates SEW’s estimated catch-up targets on these 
triangulated sets of models using pooled OLS and RE respectively. SEW’s 
historical efficient baseline ranges from £75m–£82m using OLS and from 
£81m–£84m using RE.35  

Table 3.7 SEW’s historical efficient cost baseline (OLS and RE) 

 
SEW actual 
AMP costs 

(£m) 

Pooled OLS 
historical 

efficient cost 
baseline (£m) 

RE historical 
efficient cost 
baseline (£m) 

Full suite (Ofwat) 84 80 (5%) 83 (1%) 
Ofwat’s models controlling for 
metering 84 79 (6%) 84 (0%) 

Ofwat's ‘most comprehensive’ 
model 84 75 (10%) 81 (4%) 

Noise to signal ratio 
(benchmark companies) 84 78 (7%) 83 (2%) 

Noise to signal ratio (SEW) 84 82 (3%) 82 (2%) 

Note: All costs are in nominal terms. The historical efficient level of costs reflect an upper 
quintile adjustment.  

Source: Oxera analysis. 

To complete the assessment based on Ofwat’s models, Table 3.8 shows 
SEW’s efficient cost predictions using SFA. SEW’s efficient historical costs 
range between £78m and £79m with an average catch-up target of 6%. 

                                                
34 Each econometric model predicts costs with a degree of uncertainty that can be calculated. For 
example, a 95% confidence interval would be a range of cost predictions from a model where one would 
expect the true cost to fall 95% of the cases. The noise-to-signal ratio is the range normalised to the 
predicted cost and can be used as a proxy for the degree of uncertainty in predicting a company’s 
expenditure. 
35 SEW’s estimated catch-up target improves when using RE—i.e. from a 6% to a 2% efficiency gap 
across the different suites of models. For sensitivity, we have estimated SEW’s efficient costs applying 
an upper-decile correction on RE results. The results do not change significantly and suggests SEW’s 
historical efficient baseline as ranging from £79m–£81m.   
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Table 3.8 SEW’s historical efficient cost baseline (SFA) 
 

SEW actual 
AMP costs 

(£m) 
Catch up 

target 
Historical efficient 

cost baseline 
(£m) 

Full suite (Ofwat) 84 6% 79 
Ofwat’s models controlling for metering 84 6% 79 
Ofwat's ‘most comprehensive’ model 84 7% 78 

Note: All costs are in nominal prices. The historical efficient level of costs reflect an upper 
quintile adjustment.  

Source: Oxera analysis.  

A full summary for SEW on Ofwats models is shown in Table 3.9.36 A 
central estimate of SEW’s historical efficient costs on Ofwat’s models range 
between £79m–£83m over an AMP, with a catch-up efficiency target 
between 2% and 6%. 

Table 3.9 Summary of triangulated results—Ofwat’s models  
 

OLS RE SFA 
Actual costs, £m 84 84 84 
Efficiency-corrected predicted costs, £m  79 83 79 
Catch-up target 6% 2% 6% 

Note: All costs are in nominal terms.  

Source: Oxera analysis. 

As an additional cross-check of the estimates obtained for Ofwat’s models, 
we considered results from a triangulation of disaggregate models, namely 
the full suites of bad debt and TOTEX less bad debt models. Given the 
limitations, a rigorous selection of the benchmark was not considered for 
disaggregate models, and an upper-quintile benchmark is considered as per 
previous discussions. 

The efficient cost estimates at disaggregate level are shown in Table 3.10. 
A triangulation across such models provides an aggregate estimate of 
approximately £76m–£77m. The inclusion of Ofwat’s TOTEX less bad debt 
models tend to produce a worse rank for SEW as half of them do not control 
for metering, a key characteristic of SEW. 

Table 3.10 Disaggregate modelling results 

  Bad debt TOTEX less bad 
debt 

TOTEX  

SEW actual AMP costs, £m 19 65 84  
OLS efficient AMP costs, £m  19 52 77 (9%)  
OLS rank 3 7 8  
RE efficient AMP costs, £m  19 53 76 (9%)  
RE rank 4 7 8  

Note: All costs are in nominal prices. The historical efficient level of costs reflect an upper 
quintile adjustment. 

Source: Oxera analysis.  

                                                
36 The central estimate corresponds to the median value across the different triangulated suites used for 
OLS, RE and SFA. 
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3.6 Summary of results  

Based on the last four years of data, multiple estimation approaches, and a 
wider consideration of aggregation and triangulation possibilities, SEW’s 
efficient expenditure over an AMP is estimated to be in the range of £78m to 
£84m, with a central estimate of £81m (in nominal terms).37 Given that 
outturn expenditure equals £84m, SEW’s catch-up is estimated to be 
around 4% (c. £3m).  

Figure 3.1 shows SEW’s estimated efficient costs over an AMP based on 
historical data, comparing to its cost performance at PR14 and SEW’s 
outturn expenditure. 

Figure 3.1 Historical assessment of efficient retail TOTEX 
expenditure for SEW 

 
Note: All costs are in nominal terms.  

Source: Oxera analysis.  

                                                
37 The median of the results in Table 3.4 and Table 3.9. 
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4 Ongoing efficiency assessment  
As described in the introduction, retail costs are affected by a number of 
factors, including: 

 catch-up efficiencies—i.e. cost reductions from catching up to the 
efficiency frontier, as set by best practice in the industry; 

 input price effects—i.e. changes in the price of labour, capital, and raw 
materials; 

 frontier-shift efficiencies—i.e. cost reductions from technological 
improvements. 

The efficient level of retail costs over 2020–25 will depend on the impact of 
these factors, among other things.38 A company could be affected by input 
price effects in a materially different way through its ability to offset any 
increase in input prices through further efficiencies.  

For example, if a company was inefficient, it would have scope to reduce 
the cost base and offset input price effects through catch-up efficiencies. By 
contrast, if a company was already at the efficiency frontier, it can offset 
these effects through frontier-shift efficiencies.  

In section 3, we estimated SEW’s potential for catch-up efficiency. In this 
section, we assess the potential for productivity improvements due to 
technological improvement (also referred to as ‘frontier shift’) net of input 
price pressure over AMP7. 

4.1 Input price pressure assessment 

In this section, we quantify the input price pressure that will apply to SEW 
over PR19. As at PR14, Ofwat will not index the retail controls to a measure 
of general inflation at PR19. As a result, input price pressure (IPP) is 
estimated ‘gross’ of CPIH.  

The methodology we have adopted in order to derive the gross input price 
pressure includes the following key steps: 

 identification of SEW’s key retail cost components (section 4.1.1); 

 selection of appropriate inflationary drivers (section 4.1.2).  

4.1.1 Identification of input price mix  

SEW provided Oxera with a breakdown of its retail household operating 
costs. In order to understand the extent to which its cost base is affected by 
input price inflation, the composition of SEW’s retail cost base is examined 
in Table 4.1.  

                                                
38 For example, our assessment in this report does not account for forward-looking effects, such as 
anticipated volume growth, changes in unit costs and/or decrease in activities in specific cost categories 
(e.g. metering program). 
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Table 4.1 Composition of SEW’s retail cost base 

 Percentage of household retail costs 
Labour 47% 
Doubtful debt 19% 
Hired and contracted  17% 
Other expenses 17% 

Source: Oxera analysis based on information provided by SEW. This information was not 
verified by Oxera. 

The majority of SEW’s retail costs relate to labour (47%). The second-
largest contribution to its retail costs is from doubtful debt (19%), while the 
third-largest is hired and contracted services (17%). Taken together, the 
fourth-largest contribution is other expenses (17%).  

The above breakdown shows that the overall input price pressure will be 
primarily driven by future staff and doubtful debt cost provision. The above 
split is broadly similar to those published by First Economics in its report for 
Water UK, although SEW’s doubtful debt cost provision represents a lower 
proportion of the total (19% compared to 35% in the First Economics 
report).39 We note, however, that the First Economics proportions were 
based on a survey across companies. 

For this analysis, we have focused on SEW’s projected input mix to identify 
the input price pressure for it.  

4.1.2 Selection of inflationary drivers 

Labour costs  

In the case of staff-related input price pressures, the Office for National 
Statistics (ONS) publishes monthly updates on the UK labour market.40 Its 
most recent forecasts for the annual change in average earnings up to 
2022/23, published in March 2018, are set out in the table below, along with 
our assumptions for the final two years. 

Table 4.2 Forecast annual percentage change in average earning  

Forecast 2018–19 2019–20 2020–21 2021–22 2022–23 2023–24 2024–25 
Average 
earnings 

2.7% 2.4% 2.5% 2.7% 2.9% 2.7%* 2.7%* 

Source: ONS (2018), ‘UK labour market: March 2018’, statistical bulletin, March. As no 
forecast is available for 2023–25, it is assumed that the expected annual change in average 
earnings is the same as the average over the period from 2018–19 to 2022–23—i.e. 2.7%.  

Doubtful debt  

Doubtful debt provision is not an input cost in the conventional sense—it is 
not related to labour prices, capital prices or the cost of materials. Indeed, in 
other industries, it is not typically recognised as a cost; rather, it is reflected 
through lower revenues.  

The key determinants of companies’ bad debt are bill size and economic 
deprivation, which are to a certain degree outside of retail management 
control. One approach for estimating how doubtful debt provision may 
change over the next control period would be to project these costs on the 
                                                
39 First Economics (2013), ‘Assessing Potential Changes in Retail Costs, 2015 to 2020’, April.  
40 Office of Budget Responsibility (2014), ‘Economic and fiscal outlook’, March. 
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basis of CPI (as CPI-H is the price index used for rolling forward wholesale 
price limits). Given the lack of reliable CPIH forecasts and the general 
closeness of the two indices, CPI forecasts were deemed sufficient for this 
analysis. 

Using CPI as the basis for projecting bad debt input price pressure would 
allow us to account for the likely impact of the UK’s macroeconomic 
environment over PR19, which may lead to reduced deprivation. This, in 
turn, should provide a countervailing downward pressure on bad debt costs 
for the companies.  

The table below shows the OBR’s CPI inflation forecasts. 

Table 4.3 Forecast annual inflation rate 

Forecast 2018–19 2019–20 2020–21 2021–22 2022–23 2023–24 2024–25 
CPI 2.4% 1.8% 1.9% 2.0% 2.0% 2.0% 2.0% 

Source: Office of Budget Responsibility (2014), ‘Economic and fiscal outlook’, March. As no 
forecast is available for 2023–25, it is assumed that the expected annual change in average 
earnings is the same as the average over the period from 2018–19 to 2022–23—i.e. 2.0%.  

Other costs 

The remaining 34% of SEW’s costs comprises hired and contracted costs 
as well as other costs more generally, including miscellaneous materials 
costs, postage costs, accommodation costs, transport costs, and other 
sundry purchases. Given the nature of these additional costs, plausible 
inflation indices include the ONS’s PPI (producer price index) and SPPI 
(services producer price inflation).  

However, the ONS does not provide forecast estimates for these two 
indices. As no forecast estimates are available, the historic difference 
between the SPPI related to ‘All Services Net Sector’ and CPI was used to 
generate forecasts of SPPI.41 This results in an average growth rate of 1% 
p.a. for SPPI over the period 2020/25, as the historic tendency of SPPI has 
been to be lower than CPI by 1% on average.42 

Table 4.4 shows how the different inflationary drivers are combined to get a 
weighted aggregate estimate of 2% per annum on input price inflation for 
OPEX-related cost categories.  

Table 4.4 OPEX aggregate input price inflation (per annum) 

Input Weighting Input price pressure forecast p.a. 
Labour 47% 2.7% 

Doubtful debt 19% 2.0% 

Hired and contracted 17% 1.0% 

Other expenses 17% 1.0% 
Weighted average  2.0% 

Source: Oxera calculations.  

                                                
41 The net sector series is calculated using weights based on sales to UK businesses and government 
outside of the service sector. 
42 Consistent estimates are obtained by considering the historic wedge between the SPPI and RPE, i.e. 
1.2% per annum. 
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As detailed input mix for CAPEX was not available, we made the 
assumption that costs of total depreciation on assets will increase by the 
CPI rate —i.e. 2% per annum. 

4.2 Productivity analysis  

In this section, we estimate a benchmark for frontier-shift efficiencies for 
SEW over AMP7. We broadly follow the framework set out in Oxera’s April 
2016 report for the ACM.43 In summary, the framework reaches a 
conclusion on the potential for productivity improvement in the assessed 
industry through the use of indirect comparisons, such as estimates of the 
TFP change achieved in comparable sectors of the economy.44 This is 
consistent with Ofwat’s PR19 final methodology paper,45 which noted that 
evidence on the provision of efficient retail services in other sectors will be 
used to deliver improvements in customer service at PR19.46 

The framework is made up of several components, and important decisions 
need to be taken for the assessment, including on: 

 the productivity measure(s) and database to be used; 

 the period over which historical productivity performance will be 
examined;  

 the type and number of external comparators that will inform the 
benchmarks; 

 the method of aggregating estimates from multiple comparators into one 
estimate for the industry. 

4.2.3 Productivity measures 

TFP analysis has often been used in a regulatory setting to derive an 
estimate of the performance improvements that are likely to be available in 
the future (usually until the next price control review). This analysis typically 
examines the productivity growth of a number of sectors of the economy 
that are deemed comparable to the various activities of the assessed 
companies, referred to in this report as the ‘comparator set’. The analysis 
uses this information to form a view on the potential for frontier shift, or 
‘ongoing efficiency’ improvements. In essence, the comparator set forms the 
comparator group that is used to provide a frontier shift benchmark for the 
regulated company.  

For RIIO-GD1, Ofgem calculated productivity measures based on two 
available output measures: value-added (VA) and gross output (GO).47 The 
choice of output measure on which to base the productivity estimates is very 
important because VA-based TFP measures will always display larger 
productivity changes (both positive and negative) than GO-based TFP 
measures,48 and the differences can be quite significant. However, deciding 
                                                
43 Oxera (2016), ‘Study on the ongoing efficiency for Dutch gas and electricity TSOs’, prepared for the 
ACM, April, https://www.acm.nl/sites/default/files/old_publication/publicaties/15537_agendapunt-5-study-
on-ongoing-efficiency.pdf, accessed 16 August. 
44 Such estimates are based on information from the National Accounts. See EU KLEMS Growth and 
Productivity Accounts, http://www.euklems.net/index.html, accessed 27 July 2018. 
45 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December. 
46 See also: https://www.ofwat.gov.uk/wp-content/uploads/2018/03/Ofwat-totex-efficiency_workshop-
pack_FINAL.pdf, accessed 16 August.  
47 Ofgem (2012), ‘RIIO-T1/GD1: Initial Proposals—Real price effects and ongoing efficiency appendix’, 
July, sections 3 and 4. 
48 When the productivity analysis is based on growth accounting (the methodology adopted by both 
Ofgem and EU KLEMS). 

https://www.acm.nl/sites/default/files/old_publication/publicaties/15537_agendapunt-5-study-on-ongoing-efficiency.pdf
https://www.acm.nl/sites/default/files/old_publication/publicaties/15537_agendapunt-5-study-on-ongoing-efficiency.pdf
http://www.euklems.net/index.html
https://www.ofwat.gov.uk/wp-content/uploads/2018/03/Ofwat-totex-efficiency_workshop-pack_FINAL.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2018/03/Ofwat-totex-efficiency_workshop-pack_FINAL.pdf
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which output measure is more appropriate is difficult and requires some 
judgement.  

Both of these types of TFP measure are theoretically valid means of 
measuring productivity. The main advantage of using GO-based TFP 
measures is that GO is the appropriate output concept at the company level 
since it includes the contribution of intermediate inputs to production. VA-
based TFP measures are immune to changes in the vertical structure of 
firms. If, for example, capital and/or labour are outsourced, intermediate 
inputs will play a relatively larger role. Such change in the composition of 
inputs will affect GO TFP more than VA TFP measure. Ideally, both VA- and 
GO-based TFP measures could be used to inform the potential for 
productivity growth in the industry. However, the EU KLEMS dataset only 
produces VA output measures, so we are limited to the use of VA-based 
TFP measures only.  

The EU KLEMS database is our preferred data source, given its widespread 
use in similar analyses in the regulated utilities sector. It shows historical 
changes in TFP across a number of sectors in countries across Europe.  

4.2.4 Selecting the appropriate period of analysis  

The timeframe over which productivity performance is measured in the 
comparator set is important for the comparison, mainly because productivity 
tends to be influenced by the business cycle.49 Compared with the long-run 
trend, TFP growth tends to be lower during recessionary periods (for 
example, since companies typically do not shed labour immediately, in order 
to maintain capacity at the expense of regress in productivity), and higher 
during growth periods, as this excess capacity is used. Therefore, TFP 
growth comparisons are made over a complete business cycle to avoid 
misrepresenting the impact of recessionary or growth periods. 

An analysis of total economy trend-adjusted VA output suggests the 
following two potential business cycles over which TFP can be examined:  

 a shorter business cycle, from 2002 to 2010;  

 a longer business cycle, from 1996 to 2014. 

In the former, both 2002 and 2010 could represent small deviations from the 
norm in VA growth as they are inconsistent with neighbouring data points. In 
addition, this cycle comprises quite a small sample size compared with the 
overall size of the dataset and gives a lot of weight to the ‘irregular’ period 
during the financial crisis, without accounting for the most recent years.  

The longer business cycle, from 1996 to 2014, is therefore considered to be 
more appropriate. Although this might not necessarily represent a ‘full’ 
business cycle (data pre-1996 is not comparable due to a re-classification of 
industry definitions), more data points generally tend to lead to a more 
reliable estimate. As a result, our preferred timeframe for the analysis 
includes this longer business cycle, whereas the shorter one is considered 
as a sensitivity analysis. The annual change in trend-adjusted value added 
in the UK for total industries is shown in Figure 4.1.  

                                                
49 Business cycles are periodic swings in an economy’s pace of demand and production activity, 
characterised by alternating phases of growth and recession. 
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Figure 4.1 Annual change in trend-adjusted VA, UK (total 
industries) 

 
Source: Oxera analysis based on EU KLEMS data. 

4.2.5 Comparator selection 

In the PR19 final methodology paper,50 Ofwat noted that evidence on the 
provision of efficient retail services in other sectors will be used to deliver 
improvements in customer service at PR19. Based on data on comparable 
sectors in the economy, it is possible to estimate the historical rate of 
frontier shift that other sectors have achieved.  

Our set of comparators aims to reflect the activities and operations that 
represent as closely as possible those of water retailers, within the 
limitations of the available productivity dataset. Based on the cost 
breakdown adopted by Ofwat, the key activities in retail operations include 
debt management, doubtful debt, customer service, meter reading, and 
other OPEX. Using Ofwat’s data, we have mapped sectors to relevant 
activities that form part of the OPEX, as shown in Table 4.5.  

                                                
50 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December. 
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Table 4.5 Mapping OPEX-related activities 

Activity  OPEX share 
(industry 
average) 

Sector 1 Sector 2 Sector 3 

Debt management 10% Professional, scientific, 
technical, administrative 
and support service 
activities 

Financial and 
insurance 
activities 

IT and other 
information 
services 

Doubtful debt 39% Market economy 
  

Customer service 28% Professional, scientific, 
technical, administrative 
and support service 
activities 

IT and other 
information 
services 

Retail trade, 
except of motor 
vehicles and 
motorcycles 

Metering OPEX 5% Professional, scientific, 
technical, administrative 
and support service 
activities 

Transport 
and storage 

Electricity, gas 
and water 
supply 

Other OPEX 19% Professional, scientific, 
technical, administrative 
and support service 
activities 

Electricity, 
gas and 
water supply 

 

Source: Oxera analysis based on EU KLEMS (2016) and historical OPEX data provided by 
Ofwat.  

As depreciation is a general catch-all proxy for CAPEX, we used the market 
economy as the comparator to estimate the potential for productivity growth 
for CAPEX. 

The key comparator sectors are examined in more detail below. 

Professional, scientific, technical, administrative and support service 
activities 

This sector represents a wide range of activities, including legal and 
accounting, scientific research and development (i.e. market facilitation and 
system operations), and office support (i.e. administration and support). The 
latter is particularly important as it refers to the ‘Office administrative, office 
support and other business support activities’ sector, which in turn contains 
activities such as call centres and other business support services, which 
are important for all activities performed by water retailers, with the 
exception of doubtful debt and depreciation. 

IT and other information services 

This industry aims to capture activities in the field of IT, including the 
creation of software and communication technologies, data processing, and 
other professional and technical computer-related activities. ‘IT and other 
information services’ can be used to represent monitoring and enforcement 
activities relating to debt management, market research and compliance 
with public service obligations, all of which are carried out through IT and 
represent market facilitation activities. In addition, all system operation 
activities relating to customer service and monitoring of performance for 
failure detection require IT systems, which therefore represent an 
appropriate comparator.  
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Electricity, gas and water supply (EGW) 

EGW contains the following industries: (i) electricity, gas, steam and air 
conditioning supply, water collection, treatment and supply; (ii) sewerage; 
(iii) waste collection, treatment and disposal activities, and materials 
recovery; and (iv) remediation activities and other waste management 
services.  

By construction, the EGW sector includes water/waste collection, treatment 
and supply activities. Therefore, using this sector as a benchmark might (i) 
introduce a degree of endogeneity into the benchmarking process, since the 
benchmarks would be partially informed by the past performance of the 
companies under assessment; and (ii) capture the impact of catch-up post-
privatisation. Nevertheless, water retail activities form only a small part of 
the water sector and, in turn, of the EGW sector. As such, the past 
performance of the water retail sector is likely to have a relatively limited 
impact in the aggregate EGW sector TFP, making the endogeneity point 
less concerning.  

However, consistent with precedent from other regulators, our preferred 
approach would be to exclude EGW from the set of comparator industries. 
Results including the EGW sector as a comparator would be presented as a 
sensitivity. 

Market economy 

The market economy as a whole is used as a potential comparator sector 
for doubtful debt. However, doubtful debt needs to be treated with caution. 
As previously mentioned, this category does not reflect direct costs in the 
same way as the other cost categories in our analysis. Given its accounting 
nature, doubtful debt should ideally be treated differently to the other 
activities as it is expected to be largely determined by wider economic 
conditions outside of companies’ control.  

Our analysis looks at a number of sensitivities in this respect: (i) testing 
productivity estimates under certain assumptions about the relationship 
between doubtful debt and general economic conditions (by using GDP 
forecast data); (ii) using the market economy as the comparator sector (as 
shown in the table above); and (iii) treating doubtful debt as fully 
uncontrollable and excluding it from the set of activities. These three 
scenarios are described in greater detail in section 4.2.6. 

Other comparator sectors  

Among the other comparator sectors, the ‘Financial and insurance activities’ 
sector is used as a comparator for the debt management activity as it 
represents financial services (including insurance and pension funding) and 
auxiliary activities. The ‘Transport and storage’ sector is used as one of the 
comparators for the metering activity as it also includes transport and 
physical meter reading. The ‘Retail trade, except of motor vehicles and 
motorcycles’ sector is used as additional comparator for the customer 
service activity as it combines a number of retail activities, including the 
resale (sale without transformation) of new and used goods, mainly to the 
general public for personal or household consumption or utilisation, by 
shops, department stores, stalls, mail-order houses, door-to-door 
salespersons, hawkers, consumer cooperatives, etc.  
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4.2.6 Doubtful debt scenarios 

As described above, doubtful debt is an accounting construct than an input 
cost in the conventional sense. As such, we have considered three 
scenarios to assess potential productivity gains for this activity.  

Scenario 1: this scenario assumes an inverse relationship between doubtful 
debt and general economic growth, measured as GDP forecast change. A 
simple correlation analysis between economic growth and doubtful debt 
growth over the past five years suggests that an increase in GDP of 1% 
would result in a reduction in doubtful debt of approximately 0.5%.51 As 
such, we consider GDP growth forecasts to proxy for the extent to which 
doubtful debt provision may change over AMP7. Specifically, an average 
GDP growth of 1.4% per annum over the period 2020–25 is expected to 
result in a reduction of doubtful debt (or an increase in productivity) of 
approximately 0.7% per annum.52 

Scenario 2: consistent with our overall framework, the second scenario 
treats doubtful debt as an activity and considers the market economy as an 
appropriate comparator sector.  

Scenario 3: this scenario instead assumes that doubtful debt is totally 
uncontrollable, and therefore assigns a 0% weight to this activity. 

TFP estimates for retail OPEX are presented in the section below according 
to the three scenarios.  

4.2.7 Aggregate TFP estimates 

The aggregate TFP estimates are derived using weighted and unweighted 
averages. The two averaging approaches use the same comparator set, but 
the weighted average weighs the contribution of each comparator on the 
basis of the distribution of costs across each activity. The unweighted 
average measure is a simple average of the comparator set, with no 
assumptions on the importance of each activity to the cost base.  

The weighted average measure could be considered a more ‘complete’ 
measure, as it takes into account more industry-specific information relative 
to the unweighted average; however, it also rests on the assumption that 
the weights used for the analysis are accurate. If this is not the case, the 
unweighted average measure should take precedence or both results 
considered in the process. 

The table below presents the average growth rates of VA-based TFP over 
our preferred business cycle—i.e. 1996–2014.  

                                                
51 The exact correlation is -45%. As this is a rough approximation, we consider it as indicative rather than 
conclusive and therefore assume it to be approximately -50%.  
52 GDP forecasts were obtained from Office for Budget Responsibility (2018), ‘Economic and fiscal 
outlook’, March. 
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Table 4.6 Average growth rates of VA-based TFP for the 
comparator set, 1996–2014 

 
Annual TFP 

estimate 
Market economy 0.6% 
Electricity, gas and water supply (EGW)* -1.8% 
Retail trade, except of motor vehicles and motorcycles 0.0% 
Transport and storage 0.3% 
IT and other information services 1.0% 
Financial and insurance activities 0.8% 
Professional, scientific, technical, administrative and support service 
activities 1.8% 

Note: * EGW to be considered as a sensitivity.  

Source: Oxera analysis based on EU KLEMS data. 

Table 4.7 below summarises the TFP results for retail OPEX based on a 
weighted and unweighted average approach over the period 1996–2014, 
and excluding EGW from the set of comparators. The difference between 
the estimates across the three scenarios is due to the way doubtful debt is 
treated. TFP estimates relating to other activities are consistent across the 
three scenarios.  

Table 4.7 TFP estimates for retail OPEX 

Business 
cycle Aggregation TFP estimate 

Scenario 1 
TFP estimate 

Scenario 2 
TFP estimate 

Scenario 3 
1996–2014 Weighted average 1.0% 1.0% 1.2% 

1996–2014 Unweighted 
average 

0.8% 0.7% 0.8% 

1996–2014 Average 0.9% 0.9% 1.0% 

Source: Oxera analysis. 

In Scenario 1, TFP estimates range between 0.8% (unweighted average) 
and 1.0% (weighted average). Although our preferred estimate would be the 
weighted average in this case, we also provide a mid-point between the 
two—i.e. 0.9%—as this is the approach has been considered by regulators. 
The mid-point equals 0.9% under Scenario 2 and 1.0% under Scenario 3. 
The difference of about 0.1% across the three scenarios is relatively 
modest, given the nature of the analysis.  

As a sensitivity check, we have estimated TFP by considering (i) 2002–10 
as an alternative timeframe; and (ii) EGW among the set of comparator 
sectors. Based on the approach used for Scenario 1, the two sensitivities 
suggest central estimates of 0.9% and 0.5% respectively, which are broadly 
consistent with our preferred approach. The inclusion of EGW lowers the 
central estimate by about 0.4%, as EGW has experienced unusually large 
productivity underperformance over the past few years (as shown in Table 
2.2). The full range of TFP sensitivity analyses is shown in Appendix A1.  

Another way to cross-check our results would be to focus on the ‘Retail 
trade, except of motor vehicles and motorcycles’ sector, as this combines a 
range of retail activities and specifically relates to goods usually referred to 
as ‘consumer goods’ or ‘retail goods’. As such, the estimated TFP growth of 
this sector may be indicative of the productivity improvements of other retail 
sectors overall. 
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Table 4.6 shows that the TFP estimate for this sector over the years 1996–
2014 is around 0% per annum. As such, our aggregate TFP estimate for 
OPEX (ranging between 0.9 and 1%) already implies a more challenging 
target for water retailers.  

TFP estimates relating to CAPEX are assumed to reflect expected 
productivity gains in the market economy overall. Estimates range between 
0.6% and 0.7% across the two periods of analysis (Table 4.8). 

Table 4.8 TFP estimates for retail CAPEX 

Business cycle TFP estimate 
1996–2014 0.6% 
2002–2010 0.7% 

Source: Oxera analysis. 

The table below summarises TFP estimates for TOTEX, which have been 
calculated as the weighted average of TFP estimates for OPEX (93%) and 
CAPEX (7%).  

Table 4.9 TFP estimates for retail TOTEX 

Business 
cycle Aggregation TFP estimate 

Scenario 1 
TFP estimate 

Scenario 2 
TFP estimate 

Scenario 3 
1996–2014 Weighted average 1.0% 1.0% 1.2% 
1996–2014 Unweighted average 0.7% 0.7% 0.8% 
1996–2014 Average 0.9% 0.8% 1.0% 

Source: Oxera analysis. 

4.3 Net frontier shift  

Assuming that there are no changes to the quality and quantity of the 
outputs produced by SEW, the ongoing efficiency improvement over PR19 
is given by the combined effects of weighted input price effects and frontier 
shift. The input price pressure is estimated ‘gross’ of CPI.  

The combination of input price inflation (gross of CPI) and frontier shift leads 
to a net frontier shift effect in the range of -0.8% and -1.3% per annum at 
the TOTEX level and corresponds to a central estimate of -1.1%. This is 
obtained by subtracting input price effects from productivity improvements. 
In other words, overall prices are expected to grow at a faster rate than 
productivity improvements—specifically, at about 1.1% per annum.  

Table 4.10 Net frontier shift on retail TOTEX  

Business 
cycle Aggregation Net frontier shift 

Scenario 1 
Net frontier shift 

Scenario 2 
Net frontier shift 

Scenario 3 

1996–2014 Weighted 
average -1.0% -1.0% -0.8% 

1996–2014 Unweighted 
average -1.3% -1.3% -1.2% 

1996–2014 Average -1.1% -1.2% -1.0% 

Source: Oxera analysis   

The net frontier shift results for OPEX are shown in Table 4.11. They are 
much aligned with the TOTEX ones as OPEX accounts for more than 90% 
of TOTEX. The net frontier shift for CAPEX equals approximately -1.4%.  
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Table 4.11 Net frontier shift on retail OPEX 

Business 
cycle Aggregation Net frontier shift 

Scenario 1 
Net frontier shift 

Scenario 2 
Net frontier shift 

Scenario 3 

1996–2014 Weighted 
average 

-1.0% -1.0% -0.8% 

1996–2014 Unweighted 
average 

-1.3% -1.3% -1.2% 

1996–2014 Average -1.1% -1.2% -1.0% 

Source: Oxera analysis 
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5 Conclusions 
Using data published by Ofwat as part of the cost modelling consultation,53 
Oxera has assessed the historical relative efficiency of South East Water 
(SEW)’s expenditure on retail TOTEX and estimated the ongoing efficiency 
assumption that could apply to SEW at PR19.  

To determine SEW’s relative efficiency on TOTEX, models submitted by 
SEW and published by Ofwat as part of Ofwat’s modelling consultation were 
considered. The pooled OLS estimation approach used in the modelling 
consultation was examined, alongside SFA and RE which are able to 
accommodate company heterogeneity and isolate inefficiency from 
uncertainty/noise. The alternative approaches are used widely by UK and 
continental European regulators. 

Based on the last four years of data, multiple estimation approaches, and a 
wider consideration of aggregation and triangulation possibilities, SEW’s 
historic efficient expenditure over an AMP is estimated to be in the range of 
£77m to £83m, with a central estimate of £81m (in nominal terms). Given its 
AMP outturn expenditure of £84m, SEW’s required historical catch-up to get 
to this estimated efficient level is estimated to be around 4% (c. £3m). The 
retail TOTEX models submitted by Ofwat and SEW were reassessed in light 
of the 2017/18 data submission in July 2018. The model results and 
estimated efficient cost predictions were largely insensitive to the additional 
year and the updated data indicated an overall improvement in SEW’s 
performance across models.  

The catch-up assessment has been complemented by an analysis of input 
price effects and productivity improvements. On the assumption that there 
are no changes to the quality and quantity of the outputs produced, the net 
effect between these two components will determine SEW’s ongoing 
efficiency improvement over AMP7.  

To estimate the input price pressure faced by SEW, we considered SEW’s 
input mix and linked each cost component to an appropriate inflationary 
forecast. Our results suggest an input price pressure of approximately 2% 
for OPEX and CAPEX. 

The assessment of productivity improvements based on Total Factor 
Productivity (TFP) in comparable sectors of the economy suggests a TFP 
estimate in the range of 0.8–1% per annum for OPEX, and approximately 
0.6% for CAPEX.  

The combination of input price inflation and frontier shift leads to a negative 
net frontier shift effect in the range of -0.8% and -1.3% per annum at the 
TOTEX level, with a central estimate of -1.1%. This is obtained by 
subtracting input price effects to productivity improvements. In other words, 
overall prices are expected to grow at a faster rate than productivity 
improvements—specifically, at about 1.1% per annum.  

Ofwat noted that evidence on the productivity in other retail sectors may be 
used as part of its assessment at PR19.54 To that end, we have considered 
the productivity potential of the ‘Retail trade, except of motor vehicles and 
motorcycles’ sector, as this combines a range of retail activities. TFP 

                                                
53 Ofwat (2018), ‘Cost assessment for PR19: a consultation on econometric cost modelling’, March. 
54 Ofwat (2017), ‘Delivering Water 2020: Our final methodology for the 2019 price review’, December, pp. 
143–7. 
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estimate for this sector over the preferred timeframe is around 0% per 
annum. As such, our aggregate TFP estimates imply a more challenging 
target for retail activities in the water sector.   
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A1 Regression output 
A1.1 Ofwat’s retail TOTEX models  

The tables below shows regression results from Ofwat’s models based on 
the dataset published by Ofwat as part of the consultation on econometric 
cost modelling in March 2018.55  

Two key diagnostic tests are shown at the bottom of the regression table 
using pooled OLS (Table A1): the RESET test and the Breusch–Pagan 
Lagrangian multiplier test. The former is used to detect whether the 
functional form of the model is correctly specified, whereas the latter tests 
for panel structure in the data. 

The higher the p-value of the RESET test, the more likely it is that the model 
is well-specified. The null p-value of the Breusch–Pagan test recognises a 
panel structure in the data and therefore justifies the use of panel estimation 
techniques such as Random Effects (RE).  

Table A1 Regression results of Ofwat’s TOTEX models (OLS) 
 

ORTC1 ORTC2 ORTC3 ORTC4 
Dependent variable  Ln(total retail cost per household) 

% dual service households 0.00600*** 
   

% metered households 0.00473 
 

0.00387 0.00349 

Ln(average bill size) 
 

0.535*** 0.468*** 0.641*** 

% households with default  
  

0.0256 0.0419** 

Ln(number of households) 
   

-0.119** 

2015 dummy 0.0361 0.0389 0.0300 0.0281 

2016 dummy -0.0542 -0.0213 -0.0347 -0.0238 

2017 dummy -0.103*** -0.0768*** -0.0808** -0.0540 

Constant 2.828*** 0.348 -0.155 0.107 

     

Observations 71 71 71 71 

Estimation technique  OLS OLS OLS OLS 

Adjusted R-squared 0.580 0.609 0.635 0.691 

RESET test 0.672 0.00258 0.0218 0.394 

Breusch–Pagan Lagrangian multiplier 
test  

0 0 0 0 

Note: *** significant at 0.1%; ** significant at 1%; * significant at 5%. 

Source: Oxera analysis. 

Table A2 shows the Random Effect (RE) regression results. The reported 
diagnostic tests (Hausman and over-identification tests) focus on assessing 
whether the RE panel specification is preferred over an alternative panel 
specification, i.e. Fixed Effect (FE).  

 

                                                
55 Ofwat (2018), ‘Cost assessment for PR19: a consultation on econometric cost modelling’, March. 
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Table A2 Regression results of Ofwat’s TOTEX models (RE) 
 

ORTC1 ORTC2 ORTC3 ORTC4 
Dependent variable  Ln(total retail cost per household) 

% dual service households 0.00606*** 
   

% metered households 0.00469 
 

0.00354 0.00345 

Ln(average bill size) 
 

0.495*** 0.443*** 0.508*** 

% households with default  
  

0.0158 0.0231 

Ln(number of households) 
   

-0.0517 

2015 dummy 0.0361 0.0396* 0.0316 0.0307 

2016 dummy -0.0540 -0.0222 -0.0360 -0.0318 

2017 dummy -0.102*** -0.0685*** -0.0778** -0.0689* 

Constant 2.827*** 0.568 0.257 0.423 

     

Observations 71 71 71 71 

Estimation technique  RE RE RE RE 

R-squared (overall) 0.610 0.631 0.660 0.701 

R-squared (between) 0.651 0.675 0.704 0.746 

R-squared (within) 0.341 0.297 0.293 0.280 

Hausman test 0.996 0.6 0.33 0.00432 

Over-identification test 0.695 0.267 0.121 0.000806 

Note: *** significant at 0.1%; ** significant at 1%; * significant at 5%. 

Source: Oxera analysis. 

Table A3 shows SEW’s efficiency scores on Ofwat’s TOTEX models and 
the p-value for the corresponding likelihood ratio test, which tests for the 
presence of time-invariant and time-varying inefficiency.  

Table A3  SEW’s efficiency scores based on four-component SFA 
 

ORTC1 ORTC2 ORTC3 ORTC4 
Efficiency score 0.95 0.94 0.94 0.93 

Likelihood ratio test (time-varying 
inefficiency) 

0.19 0.11 0.14 0.13 

Likelihood ratio test (time-constant 
inefficiency) 

0.32 0.00 0.00 0.00 

Source: Oxera analysis. 

A1.2 South East Water’s retail TOTEX models 

Table A4 shows regression results from SEW-submitted models based on 
the data published by Ofwat in March 2018. The RESET and Breusch–
Pagan test have the expected p-value under pooled OLS.  
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Table A4 Regression results of SEW-submitted TOTEX models 
 

SEWRTC1 SEWRTC2 
Dependent variable  Ln(total retail cost) 

Ln(unique customers) 1.025*** 1.041*** 

Share of metered households 0.719* 0.704** 

Unemployment (%) 0.0861** 0.0643 

Share of revenue from prepayments (%) 
 

-1.556** 

Constant -11.87*** -11.83*** 

   

Observations 71 71 

Estimation technique  OLS OLS 

Adjusted R-squared 0.969 0.972 

RESET test 0.389 0.731 

Breusch–Pagan Lagrangian multiplier test  0 0 

Note: *** significant at 0.1%; ** significant at 1%; * significant at 5%. 

Source: Oxera analysis. 

Table A5 Regression results of SEW-submitted TOTEX models 
(RE) 

 
SEWRTC1 SEWRTC2 

Dependent variable  Ln(total retail cost) 

Ln(unique customers) 1.007*** 1.009*** 

Share of metered households 0.697* 0.697* 

Unemployment (%) 0.113*** 0.111*** 

Share of revenue from prepayments (%)  -0.340 

Constant -11.76*** -11.75*** 

   

Observations 71 71 

Estimation technique  RE RE 

R-squared (overall) 0.969 0.971 

R-squared (between) 0.972 0.974 

R-squared (within) 0.0960 0.0868 

Hausman test 0.0859 0.00717 

Over-identification test 0.245 0.000374 

Note: *** significant at 0.1%; ** significant at 1%; * significant at 5%. 

Source: Oxera analysis. 

The table below shows SEW’s efficiency scores on the two SEW-submitted 
TOTEX models and the p-value for the likelihood ratio test. 

Table A6 SEW’s efficiency scores based on four-component SFA 
 

SEWRTC1 SEWRTC2 
Efficiency score 0.93 0.93 

Likelihood ratio test (time-varying inefficiency) 0.17 0.19 

Likelihood ratio test (time-constant inefficiency) 0.00 0.01 

Source: Oxera analysis. 
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A2 TFP sensitivities 
This appendix provides sensitivities to the productivity analysis with respect 
to the following. 

 The time period of analysis. The core analysis focused on the longer 
business cycle from 1996 to 2016. The sensitivity provided in this section 
runs equivalent analysis on the shorter time period of 2002 to 2010. 

 The comparator set. The core analysis omitted the EGW sector from 
the analysis due to potential endogeneity issues. The sensitivity provided 
in this section includes the EGW sector in the comparator set.  

Table A7 shows the TFP estimates when considering the time period 2002 
to 2010. These estimates are broadly aligned with the estimates considering 
the longer period of analysis.  

Table A7 TFP estimates, 2002–2010  

Expenditure Aggregation TFP estimate 
Scenario 1 

TFP estimate 
Scenario 2 

TFP estimate 
Scenario 3 

OPEX Weighted average 0.9% 0.9% 1.0% 

OPEX Unweighted average 0.8% 0.8% 0.9% 

     

CAPEX Market Economy 0.70% 0.70% 0.70% 

     

TOTEX Weighted average 0.9% 0.9% 1.0% 

TOTEX Unweighted average 0.8% 0.8% 0.8% 

Note: Overall TOTEX TFP estimates have been calculated as the weighted average of TFP 
estimates for OPEX and CAPEX.  

Source: Oxera analysis. 

Table A8 shows the TFP estimates when the EGW sector is added to the 
comparator set. 

Table A8 TFP estimates, 1996–2014 including EGW  

Expenditure Aggregation TFP estimate 
Scenario 1 

TFP estimate 
Scenario 2 

TFP estimate 
Scenario 3 

OPEX Weighted average 0.7% 0.6% 0.6% 

OPEX Unweighted average 0.4% 0.4% 0.3% 

     

CAPEX Market Economy 0.6% 0.6% 0.6% 

     

TOTEX Weighted average 0.7% 0.6% 0.6% 

TOTEX Unweighted average 0.4% 0.4% 0.4% 

Note: Overall TOTEX TFP estimates have been calculated as the weighted average of TFP 
estimates for OPEX and CAPEX.  

Source: Oxera analysis. 

Including the EGW sector reduces the TFP estimates due to the negative 
productivity outlook of such sector. Note that CAPEX does not include the 
EGW sector and so the results are unchanged. 
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September 2017

The background: 
The retail cost to serve challenge set to the water companies 
during PR14 has led to action.  Companies in the sector are well 
underway with delivering substantial financial benefits to reduce 
their cost to serve, with some of the leading performers in the 
sector continuing to seek more innovative ways to deliver 
improvements.

However moving into PR19, Ofwat will challenge companies on 
the level of bad debts as part of its price setting process. In 
addition, Ofwat recognises that it is becoming increasingly 
important to measure how efficient water companies are relative 
to other sectors, and whether there is scope to push the efficiency 
challenge even further. 

With bad debt forming a large proportion of the cost to serve 
equation, a key area of focus for PR19 will be careful consideration 
of the extent to which bad debt costs can be brought in line with 
other sectors. With bad debt levels within the water industry 
reaching over £2.2 billion in recent years, efficiency of debt 
management is now critical. 

Scope

Our review focuses only on retail costs associated with household 
bad debt, debt management and customer service. However, for 
some measures it has not been possible to isolate household from 
non-household in water. For other sectors it has not been able to 
split out household from non-household.

Objectives: 
With the critical nature of the bad debt challenge we were asked to: 

● Benchmark the water sector’s performance on retail bad 
debt costs only for domestic customers against comparable 
industries, and help to show whether gaps in performance are 
due to factors within management control or outside of this;

● Assess what an efficient level of bad debt could be in the 
sector, providing an objective and sustainable perspective in 
how to challenge water companies;

● Develop an understanding of what management 
approaches are taken within the sector, what variation there 
is both within the sector and compared to other sectors, 
considering how effective they are in dealing with causes of 
bad debt;

● Identify what are leading practices in other industries and 
what can the water sector learn, to provide recommendations 
for any updates to regulatory guidelines for dealing with 
customers in debt; and

● Provide input to help develop thinking on how Ofwat can 
objectively assess whether there is more company 
management can do.

In order to push the efficiency challenge for customer service costs we 
have been asked to:

● Compare the efficiency of the water sector’s performance 
on contact centre and bill handling costs compared with other 
sectors; and

● Make recommendations on the extent to which 
information from other sectors can be used as part of the 
regulatory ‘toolkit’, to inform the cost efficiency challenge set 
for water companies at PR19.
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Debt management - conclusions

Our analysis compared the performance and working practices of companies across the 
Water, Retail Energy and Telco sectors as well as Local Authority council tax in collection 
and bad debt performance. Whilst this isn’t a perfect benchmark, for various reasons 
documented in the detailed findings section, we have been able to draw the following 
conclusions:

1. The water sector as a whole is out performed across every metric. (see figs. 1 & 2), 
although there have been some improvement in recent years in bad debt levels (see 
pages 28).

2. Bad debt is reducing, however, net debtors are on the rise in the water sector.  This 
is counterintuitive and could suggest that the reduction in bad debt may be due to 
the recovery of historical arrears or potentially changes in provisioning approach 
while newer debts are becoming harder to collect.

3. The gap between water sector performance and other sectors cannot be explained 
entirely by the different legal frameworks within which they work and our 
qualitative assessment  suggests there is more that water companies can do 
themselves (see page 43).

4. There are some water companies that are performing far better than their industry 
peers.  But even these frontier companies are lagging behind frontier performers in 
other sectors.

5. There is a strong correlation between deprivation and bad debt charge although 
some companies are outperforming peers with similar levels of deprivation (see 
page 29).

6. Water Only companies are performing better than Water & Sewerage companies 
due to, amongst other things, lower deprivation and lower bill values (see page 54).

7. There is a wide variation in the number of void properties across the sector ranging 
from 1% to 6% of connected properties; a range that is likely to be as much due to 
the quality of data and associated treatment of voids as it is the level of vacant 
properties.

5
September 2017 

Bad Debt Charge as % of Revenue Across Sectors

Fig. 1. Bad debt charge is discussed in more detail on 
page 26.

Fig. 2. Comparison of median performance across a 
range of metrics

Metric Water Energy Telco Council 
Tax

Bad debt charge 
as % of  Revenue

3.2% 1.5% 0.8% 0.8%

DSO 39 29 30 10

Doubtful debt as 
a % of net 
debtors

86% 23% 19% n/a

Unbilled Debtor 
Days

80 25 10 n/a

AssessmentApproach Benchmark ConsiderationsExecutive Summary

Debt management Customer service costs

AssessmentBenchmark ConsiderationsApproach Appendices
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Debt management - Considerations for Ofwat

1. There are several contributing factors that influence what an efficient level of bad debt could be for each water company.   Due to 
variations in deprivation levels, and the differences in bill sizes, we would not expect each individual water company to achieve the 
same performance levels.  However, it would appear that there is more that water companies can do, and we can quantify the 
benefits of meeting improved performance levels.

○ Achieving an average performance level across the sector for bad debt at the current frontier level (0.6%), could save 
customers up to £9.40* from their water bill; achieving the energy sector average (1.5%) could save up to £6.07* and 
achieving the current upper quartile level of 2% could save up to £4.22*. 

2. When setting targets for water companies to drive improvements in bad debt, it is important to be aware of unintended 
consequences. In recent times there are anecdotal examples of unintended consequences from initiatives in the sector: 

○ Some companies may have diluted good debt management practices because of the perceived impact on SIM
○ Some companies may have concluded that the investment required to investigate voids is too much given the recent focus on 

cost to serve. As a result the number of void properties remains high in some areas.  
Aligned to this is the subjective nature of bad debt provisioning which means that some bad debt performance variances may not be 
directly related to the effectiveness of the debt management practices but more about accounting treatment.

It is therefore important that Ofwat guards against unintended consequences and considers a broad range of measures when 
determining water company performance on bad debt. In particular Ofwat may wish to make specific adjustments for deprivation 
whilst also considering the level of voids and doubtful debts (bad debt provision).

3. To help assess performance and understand the key components that drive bad debt, we have provided a matrix of debt metrics that 
Water companies may find helpful (page 94). In this report we have assessed performance against the following 6 metrics (full 
definitions are included in the detailed findings report) to give a more holistic view of company debt 
management performance

○ Net DSO (net debtors i.e. AR net of debt provision expressed as a number of days of revenue)
○ Doubtful debt (value of the bad debt provision)
○ Bad debt charge (value of the P&L adjustment for write offs)
○ Unbilled debt (measured income accrual expressed as days of measured income)
○ Voids as a % of connected properties
○ Customer prepayment days (value of customer pre-payments expressed as a #of days of revenue)
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Executive report

Debt management - What can water companies do differently?

From our qualitative assessment, we've identified 6 specific areas where water companies could improve.  We are aware that some of these 
points are already recognised, and some water companies will be addressing these:

1. Proactively manage customer data. It is accepted that water companies will not always know who is consuming water in 
properties supplied by them but there is much more that they can do to improve the quality of the data held. Not only is this 
important for debt management purposes but is also important for demonstrating compliance with the Data Protection Act, and the 
forthcoming General Data Protection Regulation (GDPR). 

Our analysis shows that void properties account for between 1% to 7% of connected properties. Here are 4 specific areas for water 
companies to consider for data gathering and validation and reduce the number of void properties:

○ Continue to improve the quality of conversations at the “Move In Move Out” (MIMO) stage
○ Better identification and validation of customer data at MIMO stage and regularly throughout the lifecycle of an account to 

ensure that the correct customer is billed
○ Improve data capture and validation routines from everyday contact into the contact centre
○ Requesting proof of ID from new customers. For a new connection or a currently disconnected property the water company 

is only required to provide a supply to the owner or occupier of the property

These activities outlined above are likely to result in the identification of occupied void properties. Whilst some of these properties 
may be hard to collect from it has to be the right thing to do. Water companies should tackle non-payment head on and support their 
staff to have difficult conversations with customers where it is right to do so.

2. Tailored collections paths leveraging customer segmentation and behavioural economics principles. Including 
billing cycles, payment methods, instalment frequency as well as dunning paths. Incorporating behavioural economics into such 
customer communications has also been found to be highly effective at increasing customer engagement and ultimately payment.

3. Move to more frequent or even advance billing to improve cash collections and identify non-payment sooner. The standard 6 
monthly billing in arrears for metered customers would generate approximately 90 days of unbilled revenue. The benchmark 
suggests that this billing cycle is still the predominant practice. This is significantly out of line with other sectors where billing cycles 
are shorter and more charges are levied in advance.
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Executive report

Debt management - What do water companies need to do differently (continued)?

4. Improve the availability of affordability schemes and increase take up. This also includes strategies for managing 
customers on schemes and keeping customers on schemes where this is the best approach. Specifically:

○ The data improvement and customer segmentation initiatives discussed previously could help to better identify eligible 
customers earlier to offer support before debt becomes overwhelming.

○ Undertake a broad behavioural change programme using marketing techniques aligned with the latest behavioural 
economics thinking to improve the likelihood of gaining a positive result when consulting on cross subsidies.

○ Establish self funded affordability schemes to bridge the gap to any cross subsidised schemes. Such schemes are paid for out 
of the associated reduction in the bad debt charge.

○ Increase the use of door step Affordability visits earlier on in the collection process. This is a far better use of resource, when 
properly targeted, than litigation or even referral to a DCA.

○ Develop closer working relationships with external agencies such as DWP, RSLs and debt charities.

5. Provide real consequence to address payment avoidance. Many water companies have not actively pursued litigation cases 
due to concerns about customer experience and SIM. And it is perhaps for the same reason a number of companies have avoided 
fully embracing the data sharing services offered by a number of credit reference agencies. Placing the assets, reputation or credit 
standing of a debtor at risk are very effective tools when properly targeted at customers that could pay but choose not to. Given that it 
is illegal to disconnect a domestic water supply for non-payment it would be unwise for a water company not to fully embrace these 
alternatives to disconnection.

6. Increase the level of customer prepayments. There is a wide variance in the level of customer prepayment.  Encouraging 
customers to pay in bite size monthly instalments is more efficient for debt management and helps the customer better manage the 
affordability of water bills. We would therefore expect to see a very keen focus on this especially in areas of high deprivation. It’s 
important to note that as more charges are moved to payment in advance that this measure will become less meaningful. This 
measure should also be viewed alongside the level of unbilled debt.

We don’t claim that addressing non-payment in the sector is easy or that performance can be turned around overnight or completely. It will 
always be very hard to collect money from certain people who either have no income and/or assets or otherwise believe they can avoid paying 
their debts. But our findings suggest that many water companies could do more to maximise the chances of improving collection rates from 
both types of customer, as well as those who simply forget or otherwise seek to delay payment.
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* ContactBabel; 2016-17; The UK Contact Centre HR & Operational Benchmarking Report & Dimension Data; 2017; 2017 Global Customer Experience Benchmarking Report
**Combined value (total cost-per-contact) calculated using 2014-16 cost-per-contact data and 2016 inbound contact channel distribution
***ContactBabel  'The UK Contact Centre HR & Operational Benchmarking Report'

Fig. 1. Cost-per-contact by channel** Customer Service Conclusions

The closest indicator to overall customer service cost efficiency is 
cost-per-contact. Given the two leading customer service benchmarks 
(ContactBabel & Dimension Data)* publish data for only the broader 
utilities sector, including water, we have only been able to assess cost 
efficiency at this level.

In this respect, utilities cost-per-contact exceeds comparable sectors, driven 
by relatively high cost-per-call and cost-per-email, as shown in fig. 1.

Overall costs and cost-per-contact are driven by four main areas of 
customer service performance:

1) People Management

• Higher staffing costs are driven by marginally higher Manager and Team 
Leader salaries in Utilities. 

• Spans of control between Team Leaders and Agents are below other 
sectors (11.8 vs 14.3), indicating higher proportion of management staff, 
as shown in fig. 2.

• While attrition and absence rates appear on par with other sectors, they 
are higher than most sectors with cheaper cost-per-contact.

2) Customer Experience 

• Service levels are largely in-line with industry averages indicating that 
this does not significantly affect overall customer service costs.

• Abandonment rate and first contact resolution performance are largely 
in-line with other sector performance with average speed to answer 
slightly below.
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Customer Service Conclusions (continued)
3) Operational Efficiency

• Overall agents in Utilities spend 5% less time interacting with customers, 
2% more sat waiting for the next contact and 3% wrapping up calls - all 
contributing to considerably less time spent on productive customer 
service activity. 

• High cost-per-call of £4.33 across Utilities is largely driven by the 
following call performance variance to comparable sectors:

○ 60% longer wrap time 
○ 10% longer average handling time (AHT) 
○ 4% higher call transfer rate

• Available water provider metrics indicate that call performance is below 
the wider utilities sector. 

4) Channel Performance

• 73% of inbound contact is on call and email channels, which are both 
more expensive per contact than comparable sectors. Low cost channels, 
such as web chat, social media and SMS have limited penetration in the 
Utilities sector. 

• Levels of automation for inbound contact are considerably below sectors 
averages across all interaction types.

• Service levels for digital channels are considerably lower in utilities, with 
email response times 3x the average. T&T on the other hand has the 
lowest response times and greatest distribution towards digital channels.

Proportion of agent time that is customer facing* 

Average response time [mins] for non-call channels*
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Channel PerformancePeople Management Customer Experience Operational Efficiency

Call abandonment rate (%) Agent utilisation (%) Inbound channel 
distribution (%)

Digital self-service volumes 
(#)

Average salary costs across 
grades (£)

Cost-per-contact across each 
inbound channel

(£)
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Customer Service recommendations

Due to lack of publicly available data specific to the water sector, the majority of observations are based on overall utilities performance. In this 
regard, benchmarkable metrics indicate that customer service costs across utilities are higher than comparable sectors. Furthermore, the 
available data points for water providers indicate that specific sector performance is typically in line or worse than the broader utilities sector. 

To make the observations above more robust, we recommend that Ofwat collect data from water providers across a targeted set of metrics. 
This will allow for robust benchmarking of water companies against industry-wide leading practice. This, in turn, will provide additional 
evidence on the cost efficiency of the water sector relative to other sectors in providing customer services . We also recommend that water 
companies use these metrics to benchmark their performance against the wider industry. The following metrics are proposed for collection: 
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Section Content

Approach ● Methodology for quantitative and qualitative approach
● Data limitations and extrapolation
● Metrics and correlation

Benchmark ● DSO
● Unbilled
● Doubtful Debt
● Bad debt charge
● Cash conversation
● Prepayments
● Voids

Qualitative 
Assessment

● Moments of truth
● Best practice attributes
● Cross sector comparison
● What can water companies learn from other sectors
● Key improvement opportunities for water companies

Considerations ● Principles for dealing with customers in debt
● Data quality and validation
● Assessment Framework
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Prepayments

Customer Prepayment Days expresses customer 
prepayments as a number of days of revenue 
(Customer Prepayments / Revenue x 365). 

This shows the level of customer 
payments made in advance of billing. 
Instalment plans mean that customers 
make payments in advance of the bill date 
that should  clear the bill when it is raised, 
therefore preventing future debt. 

Voids

The volume of  void properties compared to the 
number of connected homes. Voids occur where a 
household is thought to be unoccupied, but which 
is still connected to the water supply.

This reflects the level of unoccupied 
properties but is often overstated due to 
poor quality of customer data and the 
different approaches to void management 
adopted by the water companies

Doubtful Debt

Outstanding debt which is considered likely to be uncollectable, but 
remains on the sales ledger. This provision for uncollected debts is 
disclosed in statutory accounts but is not a mandatory disclosure.  The 
ratio used here is the provision to net debtors (i.e. trade debtors minus 
the provision for doubtful debts).

This debt has a low expectation of recovery 
but still occupies resources and therefore 
incurs costs.

Unbilled Debt

This is the value of sales that a company has made but not invoiced. In water company Regulatory 
Accounts it is identified as the Measured Income Accrual; in other companies statutory accounts it is 
typically classified as Accrued Income (and often combined with prepayments made to suppliers). 
The ratio used here is unbilled debt in days of revenue (Unbilled Debt x 365 / Revenue).

This gives a good indication of how long it takes to bill customers. For 
non-instalment plan customers this will have a significant impact on cash collections 
and ultimately bad debt.

The metrics used to assess debt management are wide-ranging to 
give a comprehensive view of performance 
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Days Sales Outstanding

A measure of debt performance that expresses outstanding customer debts as 
a number of days of sales (Trade Debtors x 365 / Revenue).

This gives an indication of how long it takes the average 
customer to pay.

Bad Debt Charge

The charge made to the Statement of Income to 
account for customer debts which are not 
collectable.  This charge is required each year to 
‘top-up’ the provision to the required level that a 
company has deemed necessary to cover debts 
deemed to be ‘doubtful’ in the year of reporting.

This is the true cost of bad debt and in 
water represents a significant 
proportion of the cost to serve.
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We see debt prevention and debt recovery as equally important, however published data does not allow us to assess prevention methods. Later in the report we have outlined some 
key metrics that can be used to measure prevention performance internally.  

Days Sales 
Outstanding

Doubtful Debt
Provision

Customer 
Prepayments

Bad Debt 
ChargeVoids

Unbilled Debt

Assessment
Measures

Appendices
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It is the links between metrics which allow us to see how the revenue 
cycle of water companies is actually performing
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Prepaid 
Income

Billed 
Debtors

Doubtful 
Debts

Unbilled 
Debt

Unbilled 
Voids rev.
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Voids represent properties which are connected but not 
billed, representing lost revenue.

Unbilled debt represents the value of services which 
have been provided, but for which an invoice hasn’t yet 
been sent.

Doubtful debts are bills which have been raised for 
services provided, but which are considered to be 
unlikely to be paid.

Billed debtors are bills which have been raised to 
customers but not yet paid, for which the company are 
confident of receiving cash for.

Prepaid income is whereby customers provide 
advanced payment for services to be received.

Future cash 
receipts which 

are in doubt

Cash which is  
currently being 

pursued

Cash received 
early

Days Revenue*

14 days**

76 days

48 days

38 days

-28 days

What?

Cash which is 
not being 
pursued

Importance

*Based on average water sector performance
** We have monetised voids using the average bill value, and average voids level and expressed this in terms of days of revenue for illustrative 
purposes. However it is unlikely that many of these void properties will actually be billed.

Appendices

148 daysTotal investment in debtors could be as high as: If all voids were billed

The diagram below shows the total potential and actual assets associated with receivables. By combining these in a 
single view of the total investment in debtors, it is clear to see the opportunities that are available to water companies 
from a cash and debt management perspective.
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To understand what influences lie behind the water sector’s performance, data has been compared against deprivation and the 
number of household connections each water company is responsible for.

We have used a simple correlation analysis to provide an indication of the strength of relationships between these water 
company characteristics, and the key metrics used in this report. Correlation analysis works by calculating a figure (the 
correlation coefficient) to describe how much of the variation in one set of data is matched by variations in the other set of data.

For example, when plotting DSO against the deprivation index for a company’s main area of operations, a correlation coefficient 
can be calculated which determines how results for DSO correspond with the variance in deprivation indices.

The result of this simplistic analysis is a figure between -1 and +1.  A positive coefficient means that as one data set increases, so 
does the other.  A negative coefficient means that as one data set increases, the other decreases.

A correlation coefficient cannot determine a relationship of causality as the correlation coefficient does not identify which of 
the two factors is the driver, and which is the result.  It may also be that the two data sets may both be responding to an 
unidentified third factor, not included in the calculation.

The coefficient provides an indication of the degree of a relationship between two sets of data, which can be used to 
build understanding by contextualising these findings. The higher the correlation coefficient the stronger the relationship is 
likely to be.

Data for deprivation levels have been sourced from the Governmental 2015 Levels of Deprivation Report using the Index of 
Multiple Deprivation (IMD). This has been mapped to Local Authorities in England on a postcode level. This was then mapped 
against water companies using Local Authority to water-company mapping provided by Ofwat. We have then used 2011 census 
data showing population by Local Authority Ward to provide a weighted average Deprivation Score for each Water Company. 

The 2015 English Deprivation Levels report does not include data for Welsh authorities.  We have therefore calculated the Welsh 
deprivation score using the best available data, A 2001 report by Carmarthenshire Council showing the IMD for the top and 
bottom most deprived areas of Wales. We have then used the 2011 census data to produce a weighted average IMD for wales. We 
then adjusted for the variance between the Welsh and English IMD methodologies as detailed in a publication from the BMJ 
Publishing Group Limited entitled ‘Adjusted indices of multiple deprivation to enable comparisons within and between 
constituent countries of the UK including an illustration using mortality rates’ published in 2017.

We’ve assessed the correlation between certain measures to 
determine the extent to which these influence performance
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Focus on DSO

Days Sales Outstanding
A measure of debt performance that expresses outstanding customer debts as 
a number of days of sales (Trade Debtors x 365 / Revenue).
This gives an indication of how long it takes the average 
customer to pay.

For Water companies DSO is calculated based on the debts of 
household customers only, and is divided by revenues from 
household customers only.  These figures are derived from the 
Regulatory Accounts published by each water company in each given 
year.  Household only data is not available for 2016 and therefore 
2016 data is the result of projections, calculated as described in the 
appendix (page 96).

For non-water companies this is calculated using total trade debtors 
and total revenues as reported in their statutory financial accounts, 
published annually.  As such this measure for non-water sectors is not 
for household specifically.  For non-water companies figures are only 
from specific service providing companies involved in direct sale of 
energy utilities or telcos.

Local authority data is sourced from governmental reporting on 
in-year collection performance and is for council tax specifically.

Sample Sizes
Water: 18
Energy: 8
Telco: 7
Local Authorities: All council tax in England
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● Water companies have been inherently constrained in 
their ability to enforce payment since the 1999 water 
industry act made it illegal for water companies to 
disconnect domestic water supplies for reasons of 
non-payment. Whilst disconnecting domestic energy 
supplies is also problematic, the ability to install a 
prepayment meter is an effective deterrent, placing the 
onus of disconnection onto customers. Quantification of 
the impact of this is beyond the scope of this study.

● There is a wide variance in DSO performance amongst 
water companies which suggests that some companies 
have been more successful at motivating customers to pay 
despite these constraints.

● As the figures presented are calculated using net debtors 
(i.e. excluding doubtful debts), the comparative 
performance across sectors is also influenced not only by 
the quality of the debt book but also different provisioning 
policies. 

● The DSO findings suggest that water companies have 
worse debt management performance than other 
industries, with the scale of the range in water suggesting 
performance is highly variable.

● The analysis shows that water company DSO performance 
is deteriorating. In particular, the best companies appear 
to be getting worse. This could simply be due to changing 
approaches to bad debt provisioning but the continuing 
stress on disposable income is also likely to be a key 
factor.

Wide variance across the sector suggests scope for improvement. This 
opportunity is even greater if the gap to other utilities can be closed.
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Understanding DSO:

● Water sector DSO has been calculated purely for household 
debtors.  This represents a combination of both metered and 
unmetered customers.

● For energy & telco sectors DSO is calculated using Trade Debtors 
directly from the company accounts, as these balances are not 
typically split between domestic and non-domestic segments.

● The results showing that water has a consistently higher DSO 
performance than energy and telco may be in some part due to the 
fact that energy and telco data includes non-household customers 
who are more likely to pay on a timely basis. 

● DSO for local authorities, however, is specifically calculated on the 
basis of council tax debt against council tax income.  Performance 
of local authorities is, on average 29 days better than water.

● Local authorities do have greater ability to influence customers 
due to the ability to seek committal (imprisonment) for non 
payment. In addition, there are certain other benefits associated 
with tax debts, including:

○ Preferential status for attachment of benefits and 
earnings 

○ Access to local authority administered benefits data

● One key factor that is likely to impact DSO is the proportion of 
sales that are paid via Direct Debit. A  higher take up of DD would 
improve collection rates as it is a more reliable means of securing 
on-time payment. This will result in higher cash receipts, lower 
DSO and ultimately lower levels of bad debt.
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● DSO levels have risen over the last 5 years.
● Upper quartile DSO performance in water 

deteriorated by 4 days between 2012 and 2013, 
and again by 6 days between 2014 and 2015.

● The worst company has shown a sizeable improvement 
though, reducing the gap between best and worst 
companies by 4 days since 2012.

● This deterioration is likely to be the results of the 
reported squeeze on cost of living over recent years. 
Resulting in customers taking a little longer to pay. 

Breakdown of water sector performance

Water companies have a consistently higher DSO than their peers 
in other sectors suggesting it takes them longer to get paid
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● The water median (39) is worse than the lower 
quartile for both energy (37) and telco (37), and 
its upper quartile standard (44 days) is comparable 
to the worst performance in energy (46).  

● Water’s upper quartile (31)  is comparable to the 
lower quartile for energy (37).

● Best performance (17) in the water sector is 
equivalent to best performance in energy (17), 
but is worse than the upper quartile standard in 
telco (18).

Average Days Sales Outstanding Across Sectors
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Observations

There is no clear link between average net DSO and levels of deprivation. 
One likely reason for this is that the net figure excludes doubtful debt - the 
main component of the debt book that would intuitively be influenced by 
deprivation. Thus the remaining net debt book would relate to the 
component of the ledger that is least influenced by high levels of 
deprivation.

The correlation between DSO and the volume of connected properties is 
weak indicating that the size of the operational footprint has little bearing 
on DSO performance. 

In short, companies of all sizes have a broadly similar ability to influence 
debtor performance.  Whilst there are inherent challenges associated with 
managing a greater quantity of customers, this does not appear to be 
particularly restrictive on debtor management standards.

It would be natural to assume that what one water company could achieve, 
all others could emulate. However, we feel that the 20 days achieved by 
SWT and PRT are probably not realistic benchmarks as this would suggest 
that the average customer pays after 20 days - shortly after a first 
reminder would be issued. Whilst this may well be the case for the ‘good 
paying customers’, the definition of ‘good paying customers’ is subjective 
as we discuss in the section on Doubtful Debt.

We would suggest that a DSO range of between 30 to 35 days would 
represent a more realistic objective for water companies and would be 
more comparable to Energy company performance. However, to be 
meaningful, there would need to be a consistent approach to the 
calculation of doubtful debt.

DSO is a useful performance measure but is currently distorted due 
to the subjective nature of provisioning and write off policies
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Average Days Sales Outstanding vs
Deprivation

 

CC

-0.09

So, what does this tell us?

Our long held view is that the secret to better performance is 
better operational practices and a company culture that 
prioritises cash collections. 

Average Days Sales Outstanding vs
Number of Connected Households

CC

0.36
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Focus on doubtful debt

Doubtful Debt
Outstanding debt which is considered likely to be uncollectable, but remains 
on the sales ledger. This provision for uncollected debts allows a more 
complete assessment of debtor performance.  The ratio used here is the 
provision to net debtors (i.e. trade debtors minus the provision for doubtful 
debts).
This debt has a low expectation of recovery but still occupies 
resources and therefore incurs costs.

For all companies benchmarked this is calculated using the Provision
for Doubtful Debts, and the Trade Debtors figures, disclosed in the 
statutory financial accounts issued each year.  Disclosing the 
provision held is not a specific requirement of all companies.  None 
of these figures are disclosed on a level from which household 
specific figures can be obtained.  This metric therefore describes 
performance on a company-wide level.

For non-water companies these figures are extracted where possible 
from the statutory retail entities rather than from the group 
accounts.  This is not possible for all sampled companies and 
therefore the group accounts have been used as an alternative for one 
energy utility and one telco.Sample Sizes

Water: 13
Energy: 7
Telco: 7
Local Authorities: N/A
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High levels of doubtful debt mean that water companies continue to 
expend resources chasing debt that is deemed to be uncollectable

Understanding doubtful debt:

● Doubtful debt is the amount of debt that the company 
believes to be uncollectable. This is generally defined by 
age of debt using historical collection rates. For 
example, if historically a company only recovered 10% 
of debts that are over 1 year old, the company would 
assume that 90% is unlikely to be collected and 
therefore provide for 90% of this debt. 

● In general terms the older a debt gets the lower the 
likelihood of recovery. Because of this, it should be no 
surprise that the majority of doubtful debt is over a 
year old. 

● Whilst we have not been able to benchmark it here, we 
know that water companies are typically collecting 
around 90% of their bills within the year that they were 
raised and ultimately collection rates are around 97% of 
billings as evidenced by the average bad debt charge of 
3% of revenues.

● Often around 50% or more of gross debtors are over 1 
year old and subject to a sizeable bad debt provision. 
This means that the doubtful debt has accumulated 
over several years. And while the debt remains on the 
books, the water company expends effort and cost in its 
attempts to recover it. 

● One of the main reasons that this doubtful debt remains 
on the books is that it often relates to existing customers 
that continue to be billed. This remains on the ledger as 
writing it off would send the wrong message to the 
customer base that “if you can avoid payment for long 
enough, the water company will write off the debt”.

● However our experience suggests that, when data quality 
issues are addressed, many of these non-paying customers 
with historical arrears are likely to be found to be billings 
to the wrong customer. In short the historical debts are, in 
many cases, likely to be for unidentified former debtors. 

● It is also important to note that different provisioning 
policies and calculations are used by different water 
companies. But the accuracy of the provision is to a 
certain extent a subjective assessment and is therefore not 
an entirely reliable barometer of bad debt performance. 
For example:

○ There is no standard policy or calculation method 
and the Accounts are audited by different 
(independent) Auditors.

○ The availability of provisioning data is poor as 
companies are not required to report bad debt 
provisions in their accounts.

○ As the Receivable Asset will likely never be 
liquidated the accuracy of a provision will never be 
fully tested.
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● The median performance standard in water (86%) is 
most comparable to worst performance in the telco 
sector (101%), which is itself an outlier in its industry.

● Best performance in the water sector (17%) is 
approximately the same standard as the upper quartile 
performance in telco (15%), but is a clear outlier.

● Water sector range is very wide with best performance 
at 17%, and the worst over 133%.

Breakdown of water sector performance

● The water sector has seen an increase in the 
proportion of bad debt provisions of net debtors between 
2012 and 2016 - the median rising 9 percentage 
points to 92%.

● There has been a convergence in company performance 
with the difference between upper and lower 
quartiles reducing from 26 percentage points to 13 
percentage points. 

● Again, we would consider the best water company to be an 
outlier on the grounds that it’s level of doubtful debt is so 
far out of line with its peers..

There is wide variance in the level of doubtful debt across the sector 
with, on average, an increase year on year
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Average Bad Debt Provision as % of Net Debtors Across 
Sectors
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The weak correlation between the bad debt provision and 
deprivation is counter intuitive
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Average Bad Debt Provision as % of Net Debtors vs
Deprivation

Observations

The correlation between the level of doubtful debt and deprivation 
is quite weak.  This does not suggest that bad debts are unrelated to 
deprivation, but that different companies have very different 
perspectives of how much debt will be unpaid, and not in 
accordance with just deprivation levels. It is important to note here 
that:

1. As we’ve already discussed, bad debt provisions can be 
highly subjective, with management taking a range of 
approaches in determining which customer debts are 
unlikely to be paid.  

2. The availability of Affordability schemes and the degree to 
which these are actively managed by different companies. 

3. There are indications that there are approaches to 
managing  void properties which are likely to result in 
lower than expected levels of bad debt provision and write 
off.

The correlation between bad debt provisions and the volume of 
connected properties is weak indicating that the size of the 
operational footprint has little bearing on on the level of  doubtful 
debtors. In short companies of all sizes have a broadly similar 
ability to influence debtor performance.

 

CC

0.32

So, what does this tell us?

Provisions held are heavily dependent on management 
subjectivity with some over-providing based on relative 
deprivation.  Our view is that better performance is achieved by 
better operational practices and a culture prioritising collections - 
such as adopting customer-specific engagement strategies. 

Average Bad Debt Provision as % of Net Debtors vs
Total Connected Households
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Focus on bad debt charge

Bad Debt Charge

The charge made to the Statement of Income to account for customer 
debts which are not collectable.

This is the true cost of bad debt and in water represents a 
significant proportion of the cost to serve.

For water companies the bad debt expense is taken directly from 
the Regulatory Accounts for household customers only.  This cost 
is referred to in the Regulatory Accounts as Doubtful Debt within 
a disclosure of operating expenditures.  Revenues are also for 
household customers only.  Therefore this overall measure is only 
for household customers.

For energy and telecoms companies the bad debt expense is 
taken from the Statutory Accounts issued annually.  Disclosing 
this cost is not a requirement, therefore the sample size is 
relatively low, and none of these figures are disclosed on a 
household only level.  This metric therefore describes 
performance on a company-wide level for non-Water companies.Sample Sizes

Water: 18
Energy: 3
Telco: 6
Local Authorities All council tax in England
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● In addition we are aware that some companies are 
choosing to leave properties as void until they have 
sufficient evidence that water is being consumed. A key 
component of this is the identification of an occupier. 
These investigations take time and cost money, it is 
therefore not surprising that some companies are 
prioritising these activities for properties where 
collection rates might be expected to be highest. As a 
result, we believe that there will be a number of 
properties classified as void which are occupied and for 
which there is a low likelihood of recovery. There is no 
tangible evidence to support this although the varying 
level of voids between companies shows considerable 
variance with some companies claiming 2 to 3 times as 
many voids as other companies. The net result is that 
some companies may be choosing not to recognise such 
revenue while other companies (that choose to 
maximize billings) will ultimately write off debt for 
similar properties in their area.

● The weighted average bad debt charge per connected 
household in 2016 is £11.62*.  These figures compare to 
weighted average bad debt charges per customer of £9.20 
for the energy sector in 2016 and £7.43 for the telco sector 
in 2015 (samples of 3 and 2 respectively).
Note*: The £11.62 cost of bad debt quoted above is a 
reduction in the cost calculated for 2015 which stood at 
£14 representing 67% of the total £21 cost of bad debtors 
cited by OFWAT in previous publications. The balance 
being the cost of debt management and foregone return on 
capital. 

Understanding bad debt charge:
● The ‘bad debt charge’ is essentially the balancing item in a 

calculation that reconciles the movement in the ‘bad debt 
provision’ year on year. But it is important because it 
represents the real cost to the business of uncollected debts.

● Whilst the ‘bad debt charge’ is sometimes thought to show the 
amount of debt that is written off each year this is not strictly 
correct. In practical terms, debt is written off from an 
accounting perspective as soon as it is included in the ‘bad 
debt provision’. Debts that are provided for with a ‘bad debt 
provision’ (also known as ‘doubtful debts’) will remain on the 
ledger until they are removed with a ‘write off journal’.

● In summary, the two important bad debt measures are the 
‘bad debt provision’ and the ‘bad debt charge’. And as one is a 
balancing item of an equation involving the other they remain 
inextricably linked.

● Therefore, the somewhat subjective nature of the ‘bad debt 
provision’ as discussed earlier means that the ‘bad debt 
charge’, as a balancing item, must therefore be, to a greater or 
lesser extent, subjective too.

● In addition, it is worth noting that accounting policies allow 
for companies to reverse out revenue (and as a result nullify 
any associated debt) where the property was subsequently 
found to be void at that time. Some companies have invested 
in external data to help make this assessment and thus nullify 
the debt whilst others will simply write off the debt as 
uncollectable.

●

Water companies suffer significantly higher Bad Debt Charges 
than companies in energy, telco & local authorities
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● Generally bad debt, expressed as the bad debt charge shows 
little variance year on year. 

● Since 2015 the bad debt trend has been improving with 
many companies showing a significant reduction in bad debt. 

● Overall, the weighted average level of bad debt for the sector 
has reduced (improved) by 18% (from 3.8% to 3.1%) in 3 
years. The median shown above has improved from 3.1% to 2.8%.

● Whilst the companies performing at or below median 
have shown a sustained improvement over the last 3 years 
whilst the best performers in the upper quartile range are just 
about holding on to the improvements they made in 2016.

The bad debt charge varies across water companies reflecting the 
different approaches to provisioning as well as void management
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● Best performance in the water sector (0.8%) is 
comparable to the median level in telco (0.9%) 

● The upper quartile standard in water (average 2.3%) 
is worse than the worst performance in energy (1.5%).

● There is a significant range between best and worst 
performers in the water sector (5.0 percentage points).

Breakdown of water sector performance
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Average Bad Debt Charge as a Percentage of Revenue vs
Deprivation

CC 

0.60

Bad Debt charge is clearly associated with levels of deprivation in 
the operating area of each water company
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Observations

Whilst there is a strong correlation between bad debt charge 
and deprivation some companies are able to perform 
significantly better than others with lower levels of 
deprivation.

This tells us one of two things:

1. Companies outperforming against the deprivation 
score may simply be better at managing debtors

2. There are other ways that water companies are able to 
deal with the impact of deprivation other than write 
off debt. This could include but is not limited to:

a. Better use/penetration of Affordability 
schemes 

b. Stricter rules around recognising and billing 
occupied properties that might otherwise be 
considered void

Similarly there are some water companies that perform at a 
worse level than their deprivation score might suggest.  

 

So, what does this tell us?

The analysis confirms the correlation between deprivation 
and bad debt. But it also clearly shows that some companies 
are able to show good levels of performance despite high 
levels of deprivation.

We therefore conclude that a broader range of metrics would 
be required to make a proper assessment of how well a 
company is managing their debt book.

Average Bad Debt Charge as a Percentage of Revenue vs
Total Connected Households

CC
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Focus on unbilled debt

Unbilled Debt
This is the value of sales that a company has made but not invoiced for. In water 
company Regulatory Accounts it is identified as the Measured Income Accrual; in 
other companies statutory accounts it is typically classified as Accrued Income 
(and often combined with prepayments made to suppliers). The ratio used here is 
unbilled debt in days of revenue (Unbilled Debt x 365 / Revenue).
This gives a good indication of how long it takes to bill customers. For 
non-instalment plan customers this will have a significant impact on 
cash collections and ultimately bad debt.

For water companies, Unbilled Debtors are taken directly from the Regulatory 
Accounts, where it is called the Measured Income Accrual.  This figure relates 
specifically to measured customers.  As such the revenue figure used is for 
Measured customers only, and is the sum of Measured Household & Measured 
Non-Household revenues disclosed in the Regulatory Accounts.

For non-water companies Unbilled Debtors are taken from the Statutory Accounts.  
Typically balances are disclosed in a combination with prepayments made by the 
company to suppliers.  Prepayments are typically low and the figure is deemed 
suitable for purpose of this review. Revenues for non-water companies are also 
taken from the same accounts and are for the entire company.

Due to the timing of this review, figures are not available for 2016 for the energy 
companies sampled, as accounts have not been published.

Sample Sizes
Water: 18
Energy: 8
Telco: 6
Local Authorities: N/A
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● The standard practice of billing measured household customers 
every 6 months in arrears, would imply wip of around 90 days of 
revenue. However, companies performing above this are either:

○ Billing a high value of customers less frequently, or
○ Holding back billing in the run up to year end, or 
○ Have a significant amount of billing exceptions.

● Companies performing below this are either:
○ Billing (some or all) household customers more frequently.
○ Have billing cycles that concentrate 6 monthly billing (for 

example) in the last three months of the year.
○ A sizeable proportion of monthly or 3 monthly billing.

● The current billing approach adopted by water companies reflects 
historical practices that have been driven largely by a need to 
minimise operating costs. However with the ever increasing focus 
on bad debt and cash we would argue that the time is right to start 
challenging the status quo to drive a slightly different agenda.  This 
would be consistent with a regulatory push towards more consistent 
customer engagement.

● The trend away from billing annually in advance towards 6 monthly 
in arrears has impacted cash flow and bad debt as companies are 
waiting too long to bill and identification of payment avoidance 
occurs 6 months later.

● Considerations for earlier billing are not limited to simply reading 
meters and/or billing  more frequently. Standing charges are billed 
in advance by some companies already while billing for estimated 
advance consumption charges would also seem like an option worth 
exploring. 

High levels of unbilled debt in water are the product of historical 
practices that prioritised opex over cash and bad debt

Understanding unbilled wip in the water sector:

● Wip days expresses the Measured Income Accrual as a 
number of days of Measured income. It is therefore a 
good proxy of how quickly a company bills after 
consumption (average days to bill). There is no unbilled 
revenue for Unmeasured billing as this is billed in 
advance.

● However, as there is no requirement to split out the 
Measured Income Accrual between household and 
non-household in the Annual Performance Report the 
average days to bill will be influenced upwards by 
household bills that are raised less frequently and 
downwards by non-household customers that tend to be 
billed more frequently (especially large commercial & 
industrial customers that tend to be billed monthly). 
Typically, we see:

○ Household customers billed 6 monthly (best 
possible days to bill 90 days)

○ SMEs billed 3 monthly or 6 monthly (best 
possible days to bill 45 or 90 days)

○ C&Is billed monthly (best possible days to bill 
15 days)

● Therefore we would expect a water company with a 
typical balance of household and non-household debtors 
to be holding around 45 to 70 days of wip depending 
upon mix of sales by billing term.
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● Performance of unbilled debt fluctuates, with the median level 
varying between 85 and 77 days.

● In 2016 the gap between median and upper quartile was 19 days. 
● As with the DSO metric we would class the best performers 40 

days to be an outlier as it seems to be implausibly low given 
current practices. However a change to a more proactive billing 
approach as described earlier could deliver levels of unbilled debt 
to below 40 days achieving performance close to that of energy 
companies.

Note: For water companies we’ve expressed the unbilled in terms of 
measured income to give an indication of average days to produce a bill. 

Breakdown of water sector performance

Despite selling the same product on broadly similar terms there is a 
large variance between the best and worst performers in water
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● Best performance in the water sector (37) is 
comparable to worst performance (42) in the 
energy sector .

● The median performance in water (80) is over three 
times the days of the median performance in energy 
(25), and eight times the days of the telco median 
(10).

● The range of performance in water is broad with the 
best performer at 37 days, and the worst 
performance at 123 days.

Note: Unbilled debt for all sectors except water, includes 
supplier prepayments which are thought to be insignificant.

Average Unbilled Debtor Days Across Sectors
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Relationships between unbilled debtors and deprivation levels are 
as expected, but not what is required
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Average Unbilled Debtors vs
Deprivation

However, the cash impact of shorter billing cycles will be limited by the 
number of customers on instalment arrangements. In these cases 
earlier billing will have no real bearing on the cash collection rate.

It is also worth noting that increased billing frequency can come with 
cost implication, as:

● A change in the approach to billing (as outlined earlier) is 
likely to cause initial confusion and as a result 
complaints/contacts;

● more bills in general result in more contacts which demand 
increased admin time; and

● there is a material and admin cost associated with issuing bills.

It's also worth considering that if/when switching to advance billing 
from arrears billing, there will be a short term impact on customers in 
terms of customer experience but also affordability; customers will 
effectively be asked to pay twice for their water. For this reason, any 
such transition would probably be best realised only at change of 
occupancy or for selective live customer groups.

 

So, what does this tell us?

Changing the dynamics of billing by moving all or part of a bill to 
advance payment is likely to have the greatest impact on cash and 
bad debt. More frequent billing on the other hand would create  a 
more affordable bill and allows for earlier identification of non 
payment. But there are complications and costs here.

 A billing approach tailored to different customers would allow the 
water company to strike a balance between the cost of billing and 
maximising recoveries.

CC

-0.09
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Observations

There is a very weak negative correlation between the level of unbilled 
debt and deprivation. 

This relationship, however, is counter-intuitive for the more deprived 
areas, as it is in these areas where we would expect higher billing 
frequency to result in a lower bad debt expense. This is because shorter 
billing cycles can result in improved collection rates for a couple of 
reasons:

1. Shorter billing cycles result in lower bill values.

2. Non payment is identified sooner enabling earlier application 
of dunning activities. As a result of earlier intervention and 
lower balances, the customer is more likely to be able to bring 
their account back in order.
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Focus on customer prepayment

Prepayments

Customer Prepayment Days expresses customer prepayments as a number of 
days of revenue (Customer Prepayments / Revenue x 365). 

This shows the level of customer payments made in advance of 
billing. Instalment plans mean that customers make payments in 
advance of the bill date that should  clear the bill when it is 
raised, therefore preventing future debt. 

Sample Sizes
Water: 18
Energy: N/A
Telco: N/A
Local Authorities: N/A

Methodology

Customer prepayments were represented in the Regulatory Accounts of water 
companies in a Working Capital disclosure, between 2012 and 2015.  The 
term used in these accounts is Deferred Income - Customer Advance receipts.  
For 2016 a projection has been made based on an implied relationship with 
measured income.

Deferred Income represents payments received from customers against 
which a bill has not yet been issued. Typically this will include the value of 
credit balances accrued by customers on a typical budget plan. These credit 
balances will then offset the measured bill when it is raised (typically) after 6 
months.

To calculate a comparable metric across water companies this Deferred 
Income has been divided by total income for the year from both household 
and non-household customers, and multiplied by 365.
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High levels of customer prepayment are good for cash flow and 
allow the company to better use its resources chasing fewer debts

35
September 2017 

• The median performer in the water sector holds 
approximately one month in advance customer payments.

• There is wide variation with the best performer 
holding, on average, over 18 times the worst.

• Performance is typically stable aside from the best 
performer.

Note: Advance customer prepayments are only presented as a 
combined, household and non-household figure.

Note: Data not available across sectors.

Customer Prepayment Days Within the Water Sector
Understanding customer prepayments

Customers make prepayments for two basic reasons:

1. Measured customers billed in arrears (for example 6 monthly in 
arrears) that chose to pay on an instalment plan will make 
monthly payments that will ultimately be cleared by the bill once 
it is raised. As billing cycles vary across the customer base it is 
assumed that the average level of prepayments would equate to 
half the billing cycle (3 months).

2. Unmeasured customers receive their annual bill in February or 
March although the bill is dated 1 April. Some customers make a 
payment in full in receipt of this bill. Any such payments 
received by the water company before year end are classified as 
advance receipts.

Customers making instalment payments against their annual 
unmeasured bill would not ordinarily be making an advance payment as 
the bill is technically due on 1 April*.

A more appropriate measure would be the amount of money collected on 
an instalment plan, including instalment plans for Unmeasured 
customers. However this data is not currently reported.

Cross sector comparisons are less appropriate due to restrictions on the 
water sector relating to prepayment meters, but clearly the more 
prepayments the better. There could be opportunities to explore 
discounts for prepayments. In addition, and move towards introducing 
advance billing will also result in higher levels of advance billing.

Note*: unmeasured water bills are technically due in two instalments 
one on the 1 April and one on 1 Oct. However an instalment plan 
customer will not be in a prepayment scenario unless they make an 
overpayment.
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Relationships between customer prepayments and deprivation 
levels are as expected, but not what is required
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Average Customer Prepayment Days vs 
Deprivation Observations

There is a weak negative correlation between the level of customer 
prepayment and deprivation. Intuitively we may have expected to 
see a strong negative correlation between prepayments and bad 
debt. The fact that we are seeing only a weak correlation is probably 
due to:

1. Differing billing cycles and the relative mix of measured 
and unmeasured. Year end accounts only capture measured 
instalments. 

2. The proportion of paying customers that are on instalment 
plans is likely to vary across the different regions.

The high degree of variance is striking and clearly suggests that 
some companies have been more successful at encouraging 
customers to make pre-payments.

There are opportunities for changing default billing terms to 
encourage a greater uptake of prepayments.  This would be 
particularly useful in areas where arrears risk is highest.

 

So, what does this tell us?

The more customers that are on an instalment plan the better it is 
for cash flow, and the fewer customers that may ultimately 
require chasing via routine collection  procedures. 

However it is clear that  many water companies are struggling to 
persuade customers to enter into instalment arrangements and 
increase the affordability of water bills.

CC

-0.22

Average Customer Prepayment Days vs
Average Bad Debt Charge
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Focus on voids

Voids

The volume of  void properties compared to the number of connected 
homes. 

This reflects the level of unoccupied properties but may be 
overstated due to poor quality of customer data and the 
different approaches to void management adopted by the 
water companies.

Sample Sizes
Water: 18
Energy: N/A
Telco: N/A
Local Authorities: N/A

Methodology

Voids are connected properties but with no current identified occupier.

The number of void properties is provided in the Regulatory Accounts 
published each year by water companies, and is split between household 
and non-household customers.  In the same disclosure the total number 
of identified, billed customers is provided by household and 
non-household.

This metric is calculated by dividing the number of void households, by 
the sum of the number of void households and billed households, to 
provide a percentage of total connected households which are designated 
by water companies as void.
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Observations

The management of voids is one area where companies can 
manage the level of bad debt down in order to lower customer 
service costs.  This is achieved by increasing the number of 
households designated as void, and for which no billings attempts 
are made. These properties are therefore not considered as bad 
debt.  In short, companies have 2 options with void properties:

● Minimise the number of void properties by identifying 
occupancy and/or consumption and issuing a bill. This 
approach might be used by a company wishing to 
maximise cash or turnover

● Manage void properties to minimise cost and bad debt. In 
this situation companies may not be in a hurry to bill. 
Firstly they may prioritise investigations to minimise cost. 
Secondly, they may only seek to bill customers where the 
chance of recovery is equal to or better than the portfolio 
average. 

The management of void properties is not just an issue within the 
water sector. It could provide an opportunity to increase the level 
of data share with both third parties and other utilities facing 
similar challenges. ● Void properties as a proportion of total connected 

properties has typically increased slightly between 2013 
and 2015.

● The best performer has kept a very consistent 
proportion, whilst the worst performer has shown a 
substantial increase between 2012 and 2016.

● There is wide variation in performance with the worst 
performers typically those with highest deprivation.

There are different approaches to the management of voids which 
are reflected in the varying levels of performance across the sector
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Voids as % of Connected Households Within the 
Water Sector

 

So, what does this tell us?

Benchmarking void properties needs to be an important 
component when considering bad debt performance as this 
may be being used as a means of avoiding a bad debt 
charge.
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In areas of high deprivation, some companies may be choosing not 
to bill certain customers rather than incurring a bad debt cost
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Average Voids as a % of Total Connections vs
Deprivation Index

Average Voids as a % of Total Connections vs
Total Connected Households

Observations

A key component in debt management is data quality. In particular 
the degree to which the company knows its customers, particularly 
in water where due to the need to maintain a constant supply, not 
knowing customers generates bad debt and an ongoing operational 
cost.

A good measure of this particular feature of company practice is 
the relative number of connected properties which are deemed 
void (i.e. households where the status of occupancy is unknown).

This measure shows a strong correlation with deprivation indices, 
suggesting that there are greater volumes of voids  in areas of 
greatest deprivation.  Tackling this issue, from our experience 
within the water sector, is likely to be key, as clearly there is a 
greater propensity for higher underpayment in areas of deprivation 
anyway.

There is a strong correlation between the proportion of 
connections which are categorised as voids and company size.  
Some companies clearly outperform their size-ranking suggesting 
that scale should not be a major hindrance to improvements.

 

CC 

0.86

CC 

-0.33

So, what does this tell us?

Whilst the data is not conclusive, some water companies may be 
choosing not to bill a property where they believe the chances of 
payment to be low. This is likely motivated by a need to minimise 
Customer service costs.

CC 
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The correlation between voids and bad debts is likely to be influenced 
by poor data and different approaches to void management
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Voids as % of Connected Households vs
Bad Debt Charge      

Whilst there is a strong correlation between the bad debt charge and 
the level of void properties, there are a few significant exceptions. 
This hints at different treatment of void properties between 
companies which, in some circumstances has a positive impact on 
the level of bad debt reported.

The relationship between voids, bad debt and deprivation is further 
shown by bad debt expense per billed household.  There is a strong 
relationship between bad debt charge per billed household and 
deprivation, and the mutual correlation with voids suggests that 
information quality is a contributing factor too.  

CC 

0.40

So, what does this tell us?

The correlations here are quite compelling suggesting voids and 
deprivation to be key areas of focus for understanding bad debt 
performance in the sector.

It may be that reducing the number of void properties results in an 
increase in bad debts. But it has to be “the right thing to do”. By 
improving data quality, deploying a strong collection process and 
supporting customers in need, water companies could achieve a 
better balance between cash and bad debt.
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2016 Bad Debt Charge per Billed Household vs
Deprivation
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Debt Management Benchmark
Summary of Findings

Metric Water Energy Utilities Telcos Local Authorities

Bad debt charge as % of  
Revenue

3.2% 1.5% 0.8% 0.8%

DSO 39 29 30 10

Doubtful debt as a % of net 
debtors

86% 23% 19% n/a

Unbilled Debtor Days 80 25 10 n/a

*Note: The above is based upon average median performance across the benchmarked period.

Water Sector Metric Variable Correlation

Days sales outstanding Deprivation (0.09) = Weak

Bad debt charge as a % of revenue Deprivation 0.65 = Strong

Unbilled debtor days Deprivation (0.09) = Weak

Voids as a % of connected households Bad Debt Expense 0.40 = Strong

The tables below present a summary of the findings from our benchmark analysis on the following pages. The summary only 
shows metrics that can be benchmarked across sectors. 

AssessmentApproach Benchmark ConsiderationsExecutive Summary
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Conclusion from the Benchmark
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Overall, water companies are outperformed in every metric by their peers in other utilities and local authorities. However, given the 
differences in operating models, regulation and legal frameworks, this should not be entirely unexpected. However, we would challenge that 
the gap between water companies and other utilities could be closed by improving the areas that are within the control of the water 
companies.

There is a strong correlation between the bad debt charge and the level of deprivation although there are some companies that are achieving 
low bad debt charges despite having high levels of deprivation. However, it is possible that some of these exceptional performers may be 
deploying a different approach to void management that results in higher levels of voids but lower bad debts.

The absence of any other strong correlations with either deprivation or number of connected properties suggests these are all measures that 
all water companies irrespective of size or deprivation levels has the ability to improve upon.

Despite the lack of a strong correlation in some areas, there is still a very wide variance in performance across all the measures, indicating 
that some companies are simply better at billing and collecting debts compared to other companies in the sector.

Compared to other sectors (where comparisons were possible) the water sector is generally outperformed in every measure. 

● Billing - water companies hold higher levels of unbilled due to longer billing cycles.
● Collections performance measures -in our qualitative assessment, we have compared debt management practices with other sectors
● Bad debts - data quality is a challenge for water companies. Not only does it result in high levels of voids it also makes debt collection 

and recovery very difficult. As a result water companies hold significantly more doubtful debts and write off significantly more too.

It is challenging to compare performance across all measures until there is a more consistent approach to managing voids and providing for 
bad debts.  However, the benchmarking suggests that improvements can be made in the sector.  Although achieving improvements in levels 
of bad debt will be harder for some companies than others, due to:

● The prevailing level of deprivation, and 
● The degree of improvement required to move from the current bad debt levels towards a new target level. It will most likely take 

longer for a company with say 3% bad debt to achieve the aspirational performance than a company that is already delivering 1%. 
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Debt Management
Qualitative Assessment
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Keeping debt management front of mind throughout the Moments 
of Truth is vital to efficient debt management
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The following are 5 key management areas we use to assess the management of debt throughout the customer journey:

Risk mitigation Affordability options Routine collections Late stage recovery Data quality/validation

Data quality and 
validation at the 

start is vital to 
identify potential 

underpayment early. 

Prepayments, flexible direct debits, accurate 
billing, credit checks and setting up the 

correct tariff all help companies to mitigate 
the risk of non-payment. Ensure that 
support is signposted for those in need.

By segmenting your customer base using data collected throughout the customer journey, including real-time feedback, you can tailor your 
routine collections to individual customer segments in order to maximise cash collection. 

Proactively identifying 
Affordability customers, 
or using arrears matching 

schemes can help to 
support customers in debt. 

Although late stage recovery has 
some limitations, increased use of 
field collections and litigation can 

help collect delinquent debt. 
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To what extent do companies utilise the management approaches 
that are taken across utilities and council tax?
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Risk mitigation Affordability options Routine collections Late stage recovery Data quality/validation

Credit checking Low income tariffs Tailored collections Disconnection Validate with external 
sources

Pre-payment DWP direct payments Outbound dialler Litigation and Default Control over new 
customer set-up

Controlled 
spend/credit limits

Bursary schemes to help customers 
clear arrears

SMS DCA Proof of ID

Usage alerts Arrears matching schemes Voice Blast Debt sale Manage former 
accounts

Security deposits Recurring Credit Card payments 
(Continuous authority)

Out of hours calling Trace & collect

Stopping supply Proactively identify 
vulnerability/affordability

Utilise digital contact 
methods

Enforcement

Flexible direct debit 
incl weekly takes

Engage with third party 
organisations such as Money Advice 

Service and local CABs

Speech analytics Field collections

Field engagement campaigns Data sharing
 

In order to undertake a qualitative assessment we have considered how each sector manages the key debt levers across each of the main areas 
of order to cash.  Some organisations will be able to use existing capability to deliver improvements, whereas some areas may require new 
capabilities to be developed.   See appendix 5 for further details on each of these sections.
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Water Energy Telco Local Authorities

Risk mitigation Limited Pre-pay meters
Security deposits

Disconnection
Credit Scoring on Acq.

Risk segmentation, Usage 
caps, Prepayment, ID 
validation; Refusal of 
service/disconnection

Limited

Affordability options High priority 
Broad range of options

Under utilised

Warm Home discount 
reactively offered to eligible 

homes

Wide range of tariff options to 
suit different customers 

CT Reduction (benefit) 
offered for low income
Subject to anti-poverty 

policies

Routine collections Typically unsophisticated based 
on limited segmentation. 

Relatively low use of sms and 
other digital channels

More tailored to segment. 
Better use of sms and other 

digital channels

Tailored to segment/risk. 
Widespread use of digital 

channels

Good use of behavioural 
marketing

Rapid escalation of non 
payment

Late stage recovery Historically has been limited due 
to concerns about SIM and 
reputation limiting use of 

Litigation & default registration. 
High reliance on DCA. Some 

door step visits

Prepayment Meter 
installation, DCA, litigation 

and enforcement used

Tendency to use limited DCA 
before moving to litigation 

and/or debt sale

Litigation and 
enforcement widely used

Data quality / validation Limited control
Limited validation 

Poor data

Better validation;
Better control over new 

customers
Final Debt remains a 

problem

Credit checking &
Proof of ID for new customers

DPA concessions allow 
data sharing with other 
councils. Access to LA 
administered benefits 

data

How do these management approaches vary both within the 
sector and compared to other sectors?
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We have considered how the different sectors typically approach each of the key drivers of debt and presented these side by side 
for comparison purposes.
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Area Energy Telecommunications Local Authorities

Risk mitigation Main suppliers can’t refuse supply but can 
demand prepay and/or Security deposits
Prepayment meters used to mitigate risk but 
not effective at for arrears recovery

Usage limits for early warning/control
Risk based pricing/terms
Security deposits may be required as a 
means of mitigating risk
Remote disconnection/disruption limits 
risk & encourages compliance

Not applicable

Billing All customers are billed in arrears, typically 
after 3 months

Line rental billed in advance; usage billed 
in arrears. Mobile billed in advance

Council tax is billed annually in advance 
but customers are entitled to pay in 10 
monthly instalments

Payment 
methods

New entrants are able to dictate terms for 
new customers eg. Direct Debit a 
prerequisite
Energy companies encourage direct debit by 
offering discounted direct debit tariffs to all 
customers

Direct debit is the default option and a 
prerequisite for some providers

A Council tax reduction is available for 
qualifying low income households

Routine 
collections

Tailored collection approaches; Data share Tailored omni channel collection 
approach; Data share

One Final demand issued. Subsequent late 
payment results in a summons

Late stage 
recovery 
recovery

Preferred route is litigation; 
disconnection is the ultimate sanction
Data is typically shared with DCAs

Non payment dealt with decisively. May 
place with a DCA but ultimate sanction is 
disconnection and debt sale
Data is typically shared with DCAs

There is the threat of prosecution through 
criminal channels but is not widely used 
Instead the use of bailiffs and Civil 
litigation channels is preferred 
Good use of AOE and AOB taking 
advantage of the prioritisation of tax debts

Data validation 
and customer 
acquisition

Identity of customers generally validated on 
move in

Generally validate/credit check on 
opening account; usually ID would be 
required

Customer data is routinely validated 
through periodical customer declarations 

What are leading practices in other sectors?
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What are the potential improvement opportunities within the 
water sector?
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The leading practices across energy, telco and local authorities as outlined previously are, on the whole, transferable across 
industries. The majority of potential improvements are within the control of management although consultation with Ofwat 
and/or CC water is likely to be required. In addition, the implementation of a number of these would need meticulous planning to 
ensure they're implemented in a way that maximises benefit and minimises negative customer experience.

As seen in the benchmarking section of the report; the water sector has a varied level of performance. Therefore any potential 
improvement opportunities will have a varied impact depending on the maturity of the existing debt management practices. 

Area Potential improvement opportunities

Customer 
Acquisition 
(MIMO)

Identify incoming customer/validate outgoing customer on move in.
Request ID for sign up and require proof of occupancy/ownership for new supply, Use external data to validate 

identity.

Affordability Identified proactively using D&A insight/external data; use of marketing and BE to achieve a better cross subsidy 
outcome; establish self funded tariffs;

Proactively move customers onto schemes based on this data

Billing Billing strategies tailored to different customer segments; Bill standing charges (and potentially consumption) in 
advance; Bill customers more frequently; Increase smart metering 

Payments Treat Direct Debit as default payment option; Move to assumed instalment plans; Use Continuous Authority 
(recurring credit card); consider how payment cards/books can be replaced by other more reliable (and lower 

cost) methods of payment

Routine 
collections

Collection strategies tailored to different customer segments; use CRA full data sharing to encourage prompt 
payment; offer prompt payment discounts

Late stage 
recovery

Recovery strategies tailored to different customer segments; 

1

2

3

4

5

6
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Principle within guidelines Recommendation

1 Companies should be proactive in attempting to contact customers 
who fall into debt as early as possible and at all stages of the debt 
management process. 

Differentiate between customers on agreed instalment plans, those paying in full 
and those that have not indicated an intention to pay. For some customers on 
instalments a gentle reminder on or before the due date is entirely appropriate 
and helpful to the customer.
Emphasise the need for collection and recovery paths tailored to different 
customer circumstances and use a wide range of communication channels.

2 Companies should provide a reasonable range of payment frequencies 
and methods for all customers. The entire range of options should be 
properly and widely advertised to ensure that customers can select 
the arrangement which best suits their circumstances. 

Payment cards are outdated and costly to administer. They also make it easier for 
customers to forget to pay and to fall into arrears.
The emphasis should be on making it easy for customers to pay in a timely 
manner. Emphasising automated payments such as direct debit or Continuous 
Authority (recurring credit card payments) and instalment frequency.

3 All correspondence sent to customers should be written in plain 
language, be courteous and non-threatening but should clearly set out 
the action which the water company will take if the customer fails to 
make payment or contact the company, along with the possible 
consequences for the customer. 

For a collection approach to be effective there will need to be an element of 
consequence which naturally implies an element of threat. However, because 
there is minimal segmentation we see that companies are threatening 
inappropriate consequences such as litigation for customers with neither 
employment or assets.

4 When agreeing payment arrangements with customers, the 
customer’s circumstance should be taken into account where 
possible. 

Too many plans are agreed that don’t cover consumption, so customers are 
getting more into debt. There should be greater emphasis on helping customers 
out of debt. Therefore, if the customer truly can’t afford to pay the instalment 
amount, an affordability scheme should bridge the gap.

5 Customers whose accounts are managed by debt recovery agents or 
some other form of billing agent should where practicable receive the 
same level of service and care as those whose accounts remain with 
the water company. The potential consequences of having their debt 
managed by a third party should be no more severe than if the service 
was provided directly by the company.

These are important considerations and the latest FCA requirements should offer 
enhanced protection for customers. However, we think the emphasis here needs 
to be around the appropriateness of all late stage recovery actions including the 
use of door step visits, litigation, DCA and debt sale.

We have reviewed the Ofwat guidelines for dealing with customers in debt, and provided recommendations against each of the 5 principles. 

3

4

5

6

4

6

2

2

4

6

The current principles are generally good but ‘expectations’ could be 
better articulated to reflect the needs of good collections practice
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Please refer to page 48 for further details on how these principles and recommendations relate to areas of potential improvement.
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The current principles don’t set an expectation around billing and 
data quality which are key drivers of debt performance
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In addition to the existing principles we would propose adding in one further principle.

“The water company is expected to proactively identify and validate occupancy to ensure that, to the best of their abilities, all households that 
are consuming water are billed accordingly”, the expectations should include the following points:

1. Where water is being consumed the water company must make every reasonable effort to validate the identity of the customer so that 
a Bill can be issued.

2. All new connections should be validated using a variety of data sources (including CRA data) to confirm the identity of the customer.

3. Any existing connected properties that are not engaging should be periodically investigated to determine that the correct customer is 
being billed.

By getting the bill right first time it will improve not only the customer experience but will also improve collection rates. Although not a 
separate principle as part of this, we would encourage an increased focus on tailored billing. By leveraging customer segmentation as part of 
a wider tailored collections approach, companies can improve collection rates by improving billing practices.

AssessmentApproach Benchmark ConsiderationsExecutive Summary
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Purpose of the approach 
The approach enables an assessment of each company’s approach to managing bad debt but ultimately must be about encouraging the right 
behaviours within water companies. Whilst we are focussed on reducing the amount of debt that a company writes off, this has to be within the 
context of maximising cash collections. 

Our considerations are grounded in the following design principles:
● It should be objective, specific & measurable;
● It considers the end to end process from customer set-up to cash collection, across which there are many levers that impact collection rates;
● It contains relevant quantitative measures of performance for debt management, balanced against qualitative measures; and 
● The approach should also consider how to treat any change initiatives companies have underway that will influence future debt 

management performance.

Objective, specific and measureable:
By constructing an approach that is objective, specific and measurable, a company could self-assess and provide evidence for their assessment. 

In the short term, Ofwat may decide to set performance standards against these measures to help determine how well a company is performing. 
However over time, these standards will need to be refined to reflect the transition of water companies through an evolutionary process. That is to 
say, as they get better over time, the standards that represent best practice should naturally become higher and higher.

Approach
The following page contains a set of Debt Levers that enable an objective assessment of a company's level of maturity in debt management. In 
addition, the below key metrics (used in this report) would give a good understanding of performance across the end to end process. We would 
suggest that a balance score card is created against these various measures and inputs to produce an overall single measure of maturity and 
therefore management effectiveness.

Any data or analysis provided against this assessment approach must clearly distinguish between Household and non-Household customers. In 
addition we would recommend that OFWAT define clear definitions and data sources/criteria for each measure that they gather to ensure that 
benchmarking is fair and comparable

We have provided considerations for an approach to assess 
company capability that is highly flexible across sectors
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● Days sales outstanding
● Doubtful Debt
● Bad debt charge

● Unbilled debt
● Customer prepayments
● Voids

Appendices
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An assessment approach needs to challenge how well companies 
address the key levers of debt
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Debt lever Example metrics

1 The extent to which customer data is proactively captured & validated to enable accurate billing % of customers with validated data

2 The approach adopted by companies to minimise void properties No. of Void properties
No. void visits/assessments 

3 The extent to which companies can demonstrate they tailor billing strategies to optimise cash 
collection and minimise bad debt

Wip days

4 The extent to which companies are successful at helping Affordability customers No.customers on tariffs
No. on other schemes

5 How effective the company is at encouraging customers onto instalment plans (budget plans rather 
than debt repayment plans)

No. & £ of customers on inst.plans

6 The level of debt/revenue that is suppressed for collection contact meaning that no collection 
contact occurs (known as a dunning lock) and cannot be collected

No. & £ of suppressed bills
No. & £ of bills on dunning lock

7 The extent to which customers are using automated payment methods (DD,SO, Continuous 
authority)

No. & £ of  customers on auto pay 
No. & £ cust. on pay cards/books

8 The approach used to maximise the effectiveness of dunning (debt collections) £/% of debts > 90 days old

9 The effectiveness of the company’s approach to late stage recovery £/% of debt > 91 days (delinquent)
£/% of delinquent debt by status

10 The extent to which companies are delivering consequences for non payments. What measures are 
used and how effective they are.

No & £ of debt in Legal
No & £ of debt in default

11 The extent to which overdue customers are engaging with companies No & £ of debt on repayment plans
No & value on ‘low value plans’*
Avg repayment period

Note*: Low value plans are below the value required to cover future billings meaning the customer is likely to continue to build arrears

Appendices
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There is a clear difference in performance between Water Only Companies (WOCs) and Water and Sewerage Companies (W&SCs), with 
WOCS generally outperforming W&SCs. Deprivation is clearly a factor with WOCs generally having far lower levels of deprivation. In addition, 
the data suggests that where WOCs undertake joint billing arrangements for the W&SC, this has an impact on bad debts; those billing only for 
water have a far lower level of bad debt. We believe that this is probably because:

1. Water only bills are broadly speaking 40-50% of the cost of the overall water and sewerage charges for a property. This reduced bill 
value is more affordable and is therefore more likely to be successfully collected as a result

2. These water only bills tend to be received by the customer a few days earlier than the sewerage component billed by the W&SC. This 
earlier billing combined with the lower billing value gives the WOC an advantage over the WASC

Whilst management practices may also be a factor, we conclude that some WOCs have an inherent advantage over W&SCs and are therefore 
likely to achieve lower levels of bad debt. 
Finally, as we’ve mentioned earlier, another key factor to consider alongside bad debt is the level of void properties. The above charts clearly 
show there is a wide variance in voids and some of the better performing W&SCs have some of the highest levels of voids. It is also interesting 
to note that WOCs tend to have fewer void properties than W&SCs.

Frontier performance in the sector is 0.6%, however 
there is significant variance between WOCs and W&SCs
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Example of Joint Billing: Bristol Water, which has a joint billing relationship with 
Wessex. Has comparatively high levels of bad debt for a WOC

Companies only billed for water 
supply during analysis period

Companies billed for 
water & sewerage*

Note: Bad debt numbers are 2017 Voids are avg voids 
2012-15 Deprivation is from 2015 (2001 for Wales)
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3. Customer Service Costs
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Section Content

Approach ● Methodology for quantitative and qualitative approach
● Data limitations and extrapolation
● Metrics and correlation

Benchmark ● Salary costs
● Spans of Control
● Attrition
● Absenteeism
● Abandonment Rate
● Speed to Answer
● First Call Resolution
● Agent utilisation

● Wrap-Time
● Average Handling Time
● Transfer Rate
● Channel Distribution
● Inbound Automation
● Non-call handling time
● Non-call speed to answer

Assessment ● Skills & Complexity
● Salary levers
● Opening Hours
● Interaction Volume

● Interaction Complexity
● Economies of Scale
● Sector Innovation
● Customer Adoption

Considerations ● Benchmark lessons
● Next Steps
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To understand the customer service cost levels within the water 
sector it is essential to review underlying customer service metrics

Customer service costs are a considerable driver for broader cost-to-serve, which is a measure widely used across utilities and wider 
sectors to understand the relative cost efficiency in acquiring and servicing the customer base. However, there are no publicly 
available cross-industry measures available specific to customer services for either cost-to-serve or total costs. The most applicable 
customer service measure that allows cross-sector comparison is cost-per-contact, which is a key focus for this analysis. Both overall 
customer service costs and cost-per-contact are driven by the quantitative elements of people management, customer service, 
operational efficiency and channel distribution. Below is a summary of the supporting metrics that have been analysed in detail to 
provide a view of the relative cost efficiency of customer service within the water sector:

Channel PerformancePeople Management Customer Experience Operational Efficiency
Abandonment Rate

Speed to Answer

First Call Resolution 

Agent Utilisation

Wrap-Time

Average Handling Time

Channel Distribution

Inbound Automation 

Non-call handling time

Non-call Speed to Answer

Salary costs

Spans of control

Attrition

Absenteeism

Cost-per-contact

To complete this analysis, we have primarily used benchmark data from ContactBabel (The UK Contact Centre HR & Operational 
Benchmarking Report 2016-17) and Dimension Data (2017 Global Customer Experience Benchmarking Report), who both publish 
data for the utilities sector. When assessing cost efficiency, there are also qualitative elements of customer service that are essential 
to understand before drawing cross-sector viewpoints, which we have also provided analysis on:

Transfer Rate

Channel PerformancePeople Management Operational Efficiency
Opening Hours Interaction Volume

Interaction Complexity

Sector Innovation

Customer Adoption

Skills & Complexity

Salary levers

Economies of Scale

Customer service costs
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Customer Experience
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Customer Service
Benchmark
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Utilities cost-per-contact exceeds comparable sectors, driven by high 
staffing costs, lower productivity and lower digital adoption

*Combined value (total cost-per-contact) calculated using 2014-16 cost-per-contact data and 2016 inbound contact channel distribution

Customer service costs
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Cost-per-contact by channel* 

o.

Agent productivity is impacted by longer wrap time and idle 
time and cost-per-call  is compounded by longer average 
handling time than other similar sectors

Utilities customer experience indicators are inline with 
comparable sectors, indicating that service levels neither 
negatively or positively impacts customer service costs

Reduction in costs through increased telephony self-service has been 
tempered by a continued reliance on emails and letters 

By matching comparable sectors, water providers could indicatively 
save £0.59 (Public Sector) to £1.17 (Telecoms & Tech) per contact 
saving 16% - 32%, assuming similar performance to wider utilities 
sector

Missing data points exist for autonomous digital transactions, a 
service that impacts  the complexity and volumes of transactions 
cascaded to other channels, especially if mature

Higher staffing costs than other similar sectors are driven by high 
management salaries and low spans of control

Despite short handling times, digital channels have long response 
times and low levels of automation compared to other sectors

Key observations against other sectors

Appendices
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A combination of higher staff pay and lower spans of control 
increase the utilities sector’s staffing costs against other sectors

.

Observations - People Management

• High staffing costs, a key driver for overall customer service 
costs are driven by relatively high manager and team leader 
salaries in Utilities, £0.6k and 3.3k above cross-sector average 
respectively.

• Spans of control between Team Leaders and Agents are 
significantly below other sectors (11.8 vs 14.3).

• While attrition and absence rates appear on par with other 
sectors, they are higher than most sectors with cheaper 
cost-per-contact.

Customer service costs

AssessmentApproach Benchmark ConsiderationsExecutive Summary

Debt management

AssessmentBenchmark ConsiderationsApproach

60
September 2017

 

Average spans of control

Average salaries by grade* 

Agent absence & attrition*

So, what does this tell us?

Figures show an opportunity for water providers to align their cost base with other sectors, in particular at management levels.

Appendices
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Service levels are largely inline with industry averages indicating 
that this does not significantly affect customer service costs

Observations - Customer Experience

• Abandonment rates and speed to answer levels are either in line 
with or slightly below sector averages. High service levels 
typically drive up customer service costs, which might explain 
B&CM’s high call cost-per-contact.

• First Call Resolution (FCR) is slightly above sector averages and 
available data indicates levels are even higher in the water 
sector. Improved FCR supports a better customer experience 
and reduced cost base through lower contact volumes and 
therefore headcount. However, it can have limited effect on 
cost-per-contact metrics as changes in performance affects 
volumes and required headcount proportionally. 

Customer service costs
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So, what does this tell us?

Water providers should maintain high service levels whilst matching performance of other sectors in call metrics.

Call abandonment rate*

Average speed to answer (S2A) for calls* First contact resolution (FCR) for calls*

Appendices
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Utilities spend less time engaging with customers, instead spending 
more time waiting idle for the next contact and in wrap-up

Observations - Operational Efficiency

• Overall agents in Utilities spend 5% less time engaging directly 
with customers, 2% more sat waiting for the next contact and 
3% wrapping up calls - all contributing to considerably less time 
spent on valuable customer service activity. 

• Improving agent utilisation / productivity is one of the main 
levers for customer service costs reductions and can be achieved 
through a variety of ways, including more effective planning 
and scheduling, greater process automation, agent 
multi-skilling and sophisticated workforce management.

Customer service costs
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So, what does this tell us?

Agent productivity is an essential efficiency lever and should be optimised to align with broader sector best practice where possible.

Proportion of agent time spent in contact wrap-up* 

Proportion of agent time in non-contact activities* Proportion of agent time that is customer facing*  

Appendices
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Lower agent productivity is also impacted by long wrap-up time 
and high average handling time

Observations - Operational Efficiency

• Efficiency of the phone channel for utilities is consistently lower 
than other sectors with the following performance variance to 
comparable sectors:

○ 60% longer wrap time 
○ 10% longer average handling time (AHT) 
○ 4% higher call transfer rate

• This performance drives utilities’ cost-per-call of £4.33. 
Available water provider metrics indicate that performance is 
below the wider utilities sector, though lengthy call times when 
a homeowner moves are a significant driver of this. 

Customer service costs
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So, what does this tell us?

Water providers should optimise call performance by driving greater process efficiency and agent productivity

Average handling time (AHT) for calls [secs]* 

Average Wrap-up time for calls [secs]*Call transfer rate*  
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Despite high telephony self-service, utilities providers still rely on 
letter and emails, with little penetration for other digital channels

Observations - Channel Performance

• Whilst Utilities have proportionally low levels of contact across telephone (live agent) and email, these two channels represent 73% of 
contact and are the most expensive cost-per-contact channels, as seen in the cost-per-contact chart on p62.

• Low cost digital channels, such as web chat, social media and SMS, have had limited penetration into the Utilities sector. Other sectors, 
with the exception of T&T, are in a similar position.  

• Although Utilities have significant levels of telephony self-service against other sectors, benchmark data does not provide information on 
the proportional levels of digital self-service. Without this, assumptions on the impact of telephony self-service on customer service costs 
should be avoided.

Cost to Serve
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So, what does this tell us?

Water providers should pursue opportunities to further increase channel shift contact towards lower cost channels. 

Distribution of inbound contact by channel, excluding Web*
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Despite low adoption, digital channels have short handling times but 
suffer from low levels of automation and high response times

Observations  - Channel Performance

• Levels of automation for inbound contact are considerably 
below sectors averages across all interaction types.

• Despite low automation levels, handling times are below sector 
averages, with the exception of email. Whilst this may indicate 
efficient processes, it may also be driven by low level of 
interaction complexity.

• Service levels for digital channels are considerably lower in 
utilities, with email response times 3x the average. T&T on the 
other hand has the lowest response times and greatest 
distribution towards digital channels.

Customer service costs
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So, what does this tell us?
Whilst automation and greater digital channel adoption offer cost saving opportunities, customer experience should not suffer and may 
improve for some segments.

Degree of automation across inbound contact types* 

Average response time [mins] for non-call channels* Average handling time for non-call channels [mins]*
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Customer Service
Assessment
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Public Sector is the most comparable sector to water but with a 
substantially lower cost-per-contact

Key Qualitative characteristics where the sector is 
very similar to water

Qualitative characteristics where the sector is similar 
to water with some differences

Qualitative characteristics where the sector 
is notably different to water

Overall
Comparability Wider Utilities B&CM Insurance Public Sector T&T

Channel 
Performance

Sector Innovation Sector Innovation Sector Innovation Sector Innovation Sector Innovation

Customer Adoption Customer Adoption Customer Adoption Customer Adoption Customer Adoption

Customer 
Experience Opening hours Opening hours Opening hours Opening hours Opening hours

Operational 
Efficiency

Interaction Volume Interaction Volume Interaction Volume Interaction Volume Interaction Volume

Interaction 
Complexity

Interaction 
Complexity

Interaction 
Complexity

Interaction 
Complexity

Interaction 
Complexity

Economies of Scale Economies of Scale Economies of Scale Economies of Scale Economies of Scale

People 
Management

Salary Levers Salary Levers Salary Levers Salary Levers Salary Levers

Skills & Complexity Skills & Complexity Skills & Complexity Skills & Complexity Skills & Complexity

Customer service costs
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So, what does this tell us?
Qualitative factors impact a sector’s ability to reduce Customer service costs and should be factored in when cost efficiency targets are set.
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Customer Service
Considerations
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Based on the findings, the following steps are recommended to 
support the upcoming PR19 process

Customer service costs
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Due to lack of publicly available data specific to the water sector, the majority of observations are 
based on overall utilities performance. In this regard, benchmarkable metrics indicate that customer 
service costs across utilities are higher than comparable sectors. Furthermore, the available data 
points for water providers indicate that specific sector performance is typically in line or worse than 
the broader utilities sector. 

As a result, the primary recommendation to support PR19 is to collect data from water providers 
across a targeted set of metrics that will allow for robust benchmarking of customer service functions' 
cost efficiency against industry-wide best practice. The following metrics are proposed for collection: 

Channel PerformancePeople Management Customer Experience Operational Efficiency

Call abandonment rate 
(%) Agent utilisation (%) Inbound channel 

distribution (%)

Digital self-service 
volumes (#)

Average salary costs 
across grades (£)

Cost-per-contact across 
each inbound channel

(£)
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4. Appendices
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Appendix 1
Water Company Acronyms
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Acronyms
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Reference Water Company Reference Water Company

AFW AFFINITY WATER LIMITED* SEW SOUTH EAST WATER

ANH ANGLIAN WATER SERVICES LIMITED SRN SOUTHERN WATER SERVICES LIMITED

BRL BRISTOL WATER PLC SSC SOUTH STAFFORDSHIRE WATER PLC

DVW DEE VALLEY WATER PLC SVT SEVERN TRENT WATER LIMITED

NES NORTHUMBRIAN WATER LIMITED SWT SOUTH WEST WATER LIMITED

NWT UNITED UTILITIES WATER LIMITED TMS THAMES WATER UTILITIES LIMITED

PRT PORTSMOUTH WATER LIMITED WSH DWR CYMRU CYFYNGEDIG

SBW BOURNEMOUTH WATER LIMITED WSX WESSEX WATER SERVICES LIMITED

SES SUTTON AND EAST SURREY WATER PLC YKY YORKSHIRE WATER SERVICES LIMITED
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Appendix 2
Glossary
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Glossary - Debt Management
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Term Definition

CAIS Credit Account Information Sharing; a data sharing arrangement with Experian.

CCE Cash Conversion Efficiency; a measure of cash flow performance which compares operating cash flow to operating profit.  This is calculated as a 
percentage of operating cash flow divided by operating profit.

DD Direct Debit

DSO Days Sales Outstanding; a measure of debtor management performance which expresses how many days of revenue is held as trade debtors.

Dunning activities The methodical and progressive series of activities aimed at communicating the need for payment on outstanding debts to customers.

DWP Department of Work and Pensions

KPI Key Performance Indicator; a metric used to described a significant process of measure of performance.

LA Schemes Arrangements where local authorities take responsibility for collecting water debts from council tenants; also incorporates Housing Associations.

Nudge Subtle messages designed to change behaviour

Ofwat P&E Ofwat Principles and Expectations on debt management

PR14 & PR19 Price Review period commencing FY 2014 & FY 2019

SO Standing Order

Telcos Telecommunications companies, including fixed and mobile telephone and broadband providers.

Wip Work in progress; this represents services provided but which are not yet complete or billed.
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Glossary - Customer service costs

Term Definition

Abandonment 
Rates The abandonment rate is the percentage of customers who have ended a contact before an agent answered it.

Absence Absence is the proportion of staff who, at any one point, are not in the contact centre when they are supposed to be. This does not cover approved leave 
but includes illness, truancy etc.

Admin General administration and keyboard- or paper-driven work which may be for internal purposes only (e.g. timesheets) or for external work as well (e.g. 
sending faxes).

AHT Average Handling Time (AHT) is a measurement of the total amount of time spent on a complete interaction. It includes everything from the first ‘Hello’ 
to the agent finishing after call wrap and getting ready for their next call.

Attrition Attrition is the rate at which members of staff voluntarily leave the workforce over a given period of time. It is also known as ‘staff turnover’, or ‘staff 
churn’, although in the contact centre industry ‘churn’ tends to refer to the flow of customers rather than staff.

Average Refers to the average value across selected group of comparable sectors (Banking & Capital Markets,Telcos and Technology, Insurance, Public Sector & 
Utilities).

B&CM Banking, capital markets and investment companies

Customer Service Refers to metrics such as abandonment rate, FCR and hold time, which, in improving, improves the customer experience but not the contact centre’s 
efficiency.

Digital The routing of transactions or interactions through IT based services.

Idle time spent not taking calls or doing other work, usually waiting for the next call.

FCR First Call Resolution (FCR) is the proportion of contacts that are resolved in the first instance, without a customer having to require further or follow-up.

Global Refers to the average value for all sampled companies within the benchmark report.

Handle Times Handle time is the time taken processing a contact by an agent.
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Glossary - Customer service costs

Term Definition

Other Anything not covered by the previous activities, including lunch and breaks.

P.S. Public sector

Productivity Also referred to as occupancy, this is usually the non-idle time of an agent on a typical day.

Response Times Response time is the time taken between the initial customer contact and its resolution.

Self-service The ability of a company to process transactions using autonomous systems, such as settling a bill online.

Spans of control The number of people a manager level is responsible for.

T&T Telcos and technology

Talk time Average Talk Time (ATT) is the amount of time an agent spends talking to customers.

Training Desk-based or lecture-type training

Utilities / Wider 
Utilities Gas, water, electricity companies

Wrap time After-call data input and actions driven specifically by that call.
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Appendix 3
Debt Management Methodology
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We have undertaken a qualitative and quantitative review to 
compare, interpret and assess performance

Our assessment of domestic retail costs associated with bad debt in 
comparison to other sectors, has two components:

1. Quantitative assessment benchmarking debt management 
performance using publically available information; and

2. Qualitative assessment where we draw upon our experience 
and knowledge of debt management practices within each of 
the compared sectors.

We have benchmarked the water sector against energy, telcos and local 
authorities (council tax).  Local authorities provide a comparison of 
captive-market organisations; energy of a common operating model; 
and telcos as another high volume environment that exhibits good 
practice in terms of billing and collections.

In order to develop a comprehensive view of performance across the 
sectors we have used the the following 6 metrics: 

1. DSO (Days sales outstanding) 
2. Doubtful debt
3. Bad debt charge
4. Unbilled debt
5. Void properties
6. Prepayments

Our analysis was limited to these metrics due to limitation with the 
availability of data.

In order to understand what influences lie behind the water sector’s 
performance we have modelled data against key drivers such as: 

● Level of deprivation across a company’s main customer base
● Number of total household connections
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Our qualitative assessment considered:

● The extent to which debt levels are due to factors that 
water companies can influence;

● Current water sector management practices, including 
variation across water companies, and how practice 
compares to other sectors;

● Consideration of how effective current management 
practices are in dealing with the causes of bad debt;

● What an efficient level of debt could be in the sector;
● What are the leading practices which would be relevant to 

water, and what more can water companies do to 
improve their practices; and 

● Any updates to Ofwat’s guidelines on dealing with 
customers in debt.

Based on our quantitative and qualitative findings we have 
provided considerations for a framework which could be used to 
assess company capability, and which is highly flexible across 
sectors. 

In considering the potential for improving bad debt performance 
it is important to be aware of the impact on debt management 
costs. However, in our experience any increase in operational cost 
will be small compared to the reductions in bad debt costs that 
can be achieved.  Wider consideration should be given to Ofwat’s 
recommended assessment principles when evaluating bad debt 
management.  Good process control and data validation at key 
points in the customer cycle can significantly mitigate the risk of 
incurring high levels of unrecoverable costs. Beyond this 
observation, we have made no assessment of how delivering 
improved bad debt performance is likely to impact debt 
management costs.
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We have used data extrapolation techniques, where appropriate, 
to address the inconsistencies found in published data
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We have focused our analysis on UK performance across the last 5 years (2011/12 onwards), using the most up to date published 
information; predominantly Financial Statements and Annual Regulatory Performance Reports. For further details on the data which has 
been collected, please see the table provided on page 84.

Sample sizes vary depending on the number of organisations within the sector and data available across all industries.  Not all organisations 
publish a comprehensive data set for all metrics, and therefore the sample on which calculations are based varies between metrics.

Notes on water sector information

Changes in the regulatory reporting requirements, mean that water companies were no longer required to disclose the same level of 
household and non-household data for revenue and debtors in 2015/16.  Therefore, to produce a consistent projection for 2015/16, the 
following assumptions were made:

● Household % of revenue is deemed to remain the same as the household % of revenue from 2014/15; and
● Household % of debtors is deemed to remain the same as the household % of debtors from 2014/15.

Also, the bad debt provision is not published in the Regulatory Accounts. We have therefore used statutory accounts as the data source for 
this metric. Given that the regulated income is by far the largest income stream within a statutory water entity and would typically represent 
the greatest risk of bad debt, we don’t expect there to be a huge variance between the bad debt provision for the statutory entity and the 
regulated component of that entity.

Notes on non-water sector information

Not every company provided the full range of data required by this review, for every year covered.  For example, some companies outside of 
the water sector only published a Statement of Cash Flow in four of the five sampled years. Therefore, to produce a consistent projection for 
these missing years the following approach has been followed:

● Where missing data is for the start or end of the period, the nearest available year has been extrapolated forwards / backwards; and
● For missing data in the middle of two periods, an average of the nearest periods has been used to interpolate results.

The exception to this is for 2015/2016 where financial statements were not found - predominantly affecting the Energy sector.  This is 
because these companies typically report as at 31 December and are not required to publish their 2016 accounts until end of September 2017.  
We have not used projections, as forecasts across all metrics would be speculative.

There are also some sets of data which are not available due to the nature of the industry.  This particularly affects local authorities data, and 
is explained in further detail on page 11.
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The table below illustrates which data has been collected on an industry basis for each period surveyed, and across the main five metrics used 
to compare industries.  The main points to note regarding data availability are:

● Energy data is not available for 2015/16 for any of the principle five metrics used, as the vast majority of the energy companies 
sampled have not published 2016 financial statements at the time of the benchmark.

● Local authority data is not available for doubtful debt provisions or cash conversion rates.  The principle source of data used for local 
authorities is government reporting on in-year collection rates and associated debt write-offs.  Doubtful debt provisions, and 
council-tax specific operating profits and operating cash-flows  are not included as part of this data.

● There is no concept of unbilled debt for council tax is it billed annually in advance.  This metric is therefore not relevant for local 
authorities.

● Unbilled debt in water relates only to measured income as the vast majority of unmeasured income is billed in annually in advance 
and as such the concept of unbilled debt does not exist.

There is a good set of data across sectors but some data points are 
not available for all
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Industry
DSO Bad Debt Charge Doubtful Debt Unbilled Debt

Cash Conversion 
Rates

12 13 14 15 16 12 13 14 15 16 12 13 14 15 16 12 13 14 15 16 12 13 14 15 16

Energy ✓ ✓ ✓ ✓ X ✓ ✓ ✓ ✓ X ✓ ✓ ✓ ✓ X ✓ ✓ ✓ ✓ X ✓ ✓ ✓ ✓ X

Local 
Authorities

✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ X X X X X NA NA NA NA NA X X X X X

Telco ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ X ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓

Water ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓
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Appendix 4
Household versus Total Company 
Performance for the Water Sector
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The data used in our benchmark for the water sector is household 
specific
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We have focused our analysis on UK performance across the last 5 years (2011/12 onwards), using the most up to date published 
information; predominantly Financial Statements and Annual Regulatory Performance Reports. For further details on the data which has 
been collected, please see the table provided on page 84.

For the water sector household specific data has been used wherever possible, in line with Ofwat’s intention to focus on domestic bad debt 
performance.  This level of data has not been used for other sectors which will result in an artificially improved performance of other sectors 
when compared to water; non-household channels are known from experience to have a better bad debt management performance than 
household channels.

To ensure that our findings are consistent in using household specific values for water in comparison to combined household and 
non-household values for other sectors, an analysis has been performed to understand the differences that would be caused if total values 
were used for water.  From the analysis performed, as represented by the graphs noted below, these differences would not have caused a 
material difference to the findings.
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Metric Data Used Median

Days Sales 
Outstanding

Total 40

Household 
only

39

Bad Debt 
Expense as 
% of 
Revenue

Total 2.3%

Household 
only

3.2%
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Appendix 5
Debt Management Practices by Customer 
Journey Section
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Activity Are there opportunities to use this more widely in the water sector

Credit 
checking

Gathering data at customer take on and throughout the lifecycle of an an account enables not only the validation  
of customer data but also could form a major component of behavioural scoring (propensity to pay).

Pre-payment Whilst customers can’t be disconnected if they do not pay, switching payment terms to pre-payment (either 
through assumed instalment plans or advance billing)  would help companies identify issues of underpayment at 
an earlier stage.

Controlled 
spend/credit 
limits

Not used for household customers as this could constitute disconnection if enforced. However, if combined with 
usage alerts could enable earlier interventions such as proactive contact to manage bill shock and alert customers 
of high useage.

Usage alerts At billing, unexpectedly high bills are investigated before being issued. As AMR is rolled out the ability of water 
companies to monitor usage and detect possible leaks or unusually high consumption becomes a realistic 
consideration. This would enable the water company to manage bill shock better and address leakage sooner, 
reducing the level of associated debt as well as the level of Leak allowance offered.

Security 
deposits

Not used for household customer as this would constitute disconnection if they were enforced.

Stopping 
supply

Not legally permissible to stop supply. However where a void property has been disconnected as a leak prevention 
measure (for example) or a new property requires connection, the water company can demand evidence that the 
requester is either an owner or occupier of the property before reconnecting the supply.
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Opportunity to improve

Improvement possible but more difficult

No improvement possible

 

Risk mitigation can be improved by 
validating data and leveraging AMR
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Activity Are there opportunities to use this more widely in the water sector

Low income tariffs Widespread use of tariffs. There  is a need to negotiate better cross subsidies, and adopt self funded 
tariffs to help more customers. Engagement and retention strategies need to become more proactive.

Water Direct direct 
payments

Widespread use although improved data quality, better working relationships with DWP and dynamic 
strategies to deal with constantly changing customer circumstances are required to maximise benefits.

Bursary schemes to help 
clear arrears

Limited use of charitable trusts. This seems to be phasing out with companies preferring arrears 
matching schemes.

NA

Arrears matching 
schemes

Widely used although qualification criteria and extent of match vary widely. Some schemes need 
improvement to ensure they drive the right behaviours and successfully rehabilitate customers.

Continuous authority Widely used in Financial Services but seldom seen in water; attracted some bad press in the past but 
may be better for customers on a low income as penalties for missed payment are far less than for a 
failed DD. Customer retains the ability to cancel arrangements if they find it's not working for them.

Proactively identify 
vulnerability/affordabilit
y

Companies need to be more proactive to  catch customers before customer arrears grow to 
unsustainable levels that they may struggle to clear. Improving data quality will be a key enabler here.

Field engagement 
campaigns

Greater use of field agents for customer engagement rather than collection campaigns could be used by 
more companies as part of a tailored collection strategy. These have proved effective for some at 
engaging customers who might otherwise avoid debt collection contact.

Engage with third 
parties such as Money 
Advice Service and CAB

This is becoming more widespread but DPA and data quality considerations present challenges with 
engagement. However, these are not unsurmountable. Greater investment of time and resources in this 
area is likely to realise greater benefits. 

Affordability is an area where several
opportunities for improvement are available
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Opportunity to improve

Improvement possible but difficult

No improvement possible
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Opportunity to improve

Improvement possible but difficult

No improvement possible

Routine Collections in the water sector 
could be improved across all key activities
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Activity Are there opportunities to use this more widely in the water sector

Tailored collections Behavioural segmentation and collection strategies tailored to different customer segments creates a 
more effective and and lower cost collection process. Incorporating behavioural economics into 
customer communications has been shown to make a tangible impact.

 

Outbound dialler Most use an outbound dialler although aligning to tailored collection strategies would improve 
efficiency and effectiveness of the dialler by improving right party contact and successful outcomes.

 

SMS and digital contact Generally used as an SMS blast campaign and limited use of ad hoc emails. Could deliver greater 
benefits if integrated to tailored collections routines and incorporating pull payments where a 
customer is directed to a payment portal via a link. Improved quality of data is a key enabler.

 

Voice Blast Used by a few water companies but has yet to be adopted widely. Given the drive to reduce cost to 
serve, this has merit within a tailored, omni-channel dunning strategy.

 

Out of hours dialling Some companies have yet to embrace out of hours calling to the maximum extent. Evening and 
Saturday mornings are the best times to make contact with a working population. 

Speech analytics This is a new technology that is now being offered by some service providers but is not thought to be 
widely used in the water sector. 

Data sharing The use of data sharing with CRAs is increasing but some companies have been reluctant to adopt this 
due to concerns with the impact on customer experience. However, in water it is important to 
recognise that every possible resource should be exploited to encourage prompt payment and penalise 
late payment. Data share provides both a reward for prompt payment and a consequence for late 
payment.
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Activity Are there opportunities to use this more widely in the water sector

Disconnection Not legally permissible.

Litigation and default Litigation is widely used but in many cases this has been pared back significantly due to 
concerns with the negative impact threats of legal action might have on SIM score. And for 
similar reasons, some water companies have been slow to adopt data sharing arrangements with 
CRAs including the registration of defaults.

DCA DCAs are widely used but recovery rates are generally fairly poor. By adopting a tailored 
approach to collections the use of DCA’s is likely to change with lower value debts and/or lower 
propensity customers being targeted in this way. As a result the commercial relationships may 
need to be reviewed to encourage maximum customer engagement and cash collections.

Debt sale Very limited use. Use of debt sale for former debts that have moved out of area may help to limit 
costs and free up resources. 

Trace & collect Generally well used by some but could be used more consistently across the sector.

Enforcement Historically enforcement has been limited due to the low volumes of legal action but also a fear 
of incurring unrecoverable costs. Better customer profiling and pre-legal debt assessment can 
mitigate the risk of incurring unrecoverable costs as part of a tailored collection approach.

Field collections Historically this was seen as a late stage collection process, often performed by a DCA but has 
been limited by costs. Some are now using internal and external agencies to visit earlier in the 
collection cycle as part of a tailored collection approach with a view to securing engagement.

Late stage recovery is partially limited 
in the water sector by disconnection rules

87
September 2017

Opportunity to improve

Improvement possible but difficult

No improvement possible
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Data quality and validation is an area for
significant improvement
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Activity Are there opportunities to use this more widely in the water sector

Validate with external 
sources

Customer data is generally poor because of limited data validation throughout the process. More 
validation of data is required at customer take on. In addition, using external data (e.g. from CRAs) 
for customer segmentation and debt assessment purposes could significantly help to improve data 
quality. We also see opportunities to invest more time at customer move in and move out (MIMO) to 
capture more information about the current and former/future occupiers to aid data validation.

Control over new 
customer set-up

Water companies are currently not able to identify change of occupancy unless someone contacts 
them. This is because Domestic properties are always connected to the water supply. However active 
data validation helps to identify change of occupancy even if retrospectively. Also some CRAs have 
developed innovative solutions that track individual consumers through their credit records.

Proof of ID Proof of ID is not required as a failure to provide an ID would constitute disconnection if enforced. 
However requesting ID is permitted and would improve data collection. In the event of a reconnection 
or new connection the water company is entitled to demand proof of ownership or occupancy before 
reconnecting a supply.

Manage former accounts There is limited internal tracing of former debts driven by poor quality data and a lack of resource. 
However some are now seeing the value of searching the records of current customers looking for a 
match with details of a former debtor before sending out to external trace and collect.

Void management The treatment of void properties varies widely. Some companies prefer to bill a void property on the 
basis that they have a chance of collecting some cash. Therefore any suggestion of occupancy would 
generate a bill. Others are concerned about the impact on the bad debt charge and are therefore wary 
of only billing a void if they feel they have a reasonable chance of collecting the debt. In the interest of 
good commercial practice we believe that all consumption should be billed and that the water 
companies should invest in optimising data accuracy and tailored billing and collection approaches to 
ensure such customers are charged appropriately and payment enforced robustly where appropriate.

Opportunity to improve

Improvement possible but difficult

No improvement possible
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Appendix 6
Debt Management metric Definitions
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Example measures that would provide an holistic view of debt management performance

We have outlined a set of metrics that allows objective assessment 
of household billing & collections
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% of debt placed in each recovery path

Cash conversion rate

% of customer base that has been validated in the last 12 months

Former debt as a % of total debt book

Unbilled debtDSO Doubtful debtPrepayments Voids %
Avg. billing delay 

due to billing 
cycles

Days of billing 
due to billing 

exceptionIn-year collection rate (%) overall and split between measured and unmeasured

% of customer on DD, Standing Order or Continuous Authority

% of customers on a formal Instalment arrangement

% of instalments/bills paid within 30 days of instalment/bill date

% of instalments/bills paid within 60 days of instalment/bill date

% of debt reaching late stage recovery

% of customer base on cross subsidies affordability tariff

% of customers on a self funded affordability tariff

% of customer base on Water Direct

% of customers on debt matching scheme

% of customers receiving support with affordability

% of customers on a debt repayment plan

% of low value repayment plans

% of missed instalments against a debt repayment plan

Average age of debt reaching late stage recovery 

% of debt recovered after 6 and 12 months by recovery path

Write off v 
revenue %

% of wo by 
reason 

These household metrics cover a 
breadth of debt management 
levers, allowing an objective 
assessment of performance and 
thus the efficiency of management 
in this area.  This information 
would not typically be shared 
publically in other sectors due to 
the competitive nature of this 
information.

The primary metrics are those 
which are key to understanding 
bad debt performance.  Secondary 
metrics are potential indicators 
companies could look at to gain 
insights on how to be sector 
leading.  See appendices for 
definitions.

Doubtful debt as a % of gross debt book

Primary
Bad debt charge

Secondary

Approach
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Definitions for metrics used when considering bad debt 
management performance - primary metrics
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Metric Definition

Days Sales Outstanding Trade receivables owed by domestic customers divided by revenues attributable to domestic 
customers multiplied by 365.

Customer Prepayment Days The value of customer prepayments provided by domestic customers divided by revenues 
attributable to domestic customers multiplied by 365.

Doubtful Debt as a % of Net Debtors The value of the doubtful debt provision relating to household customers divided by the value of 
trade receivables attributable to household customers.

Bad Debt Charge as a % of Revenue Bad debt expense related to household customers divided by revenue attributable to household 
customers.

Voids as a % of Connected 
Households

The number of void households divided by the number of total connected households.

Unbilled Debtor Days The value of unbilled revenue attributable to domestic customers divided by total revenue 
attributable to customers multiplied by 365.

Cash Collection Rate Operating cash flow divided by operating profit multiplied by 365.

AppendicesAssessmentApproach Benchmark ConsiderationsExecutive Summary
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Definitions for metrics used when considering bad debt 
management performance - secondary metrics
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Metric Definition

% of customer base validated in last 
12 months

Number of customers who have provided confirmed ID divided by total number of customers

Former debt as a % of debt book Value of outstanding trade receivables attributable to domestic customers outstanding for one year 
or more divided by the total value of trade receivables attributable to domestic customers.

Doubtful debt provision as a % of 
gross debtors

Doubtful debt provision attributable to domestic customers divided by total gross trade receivables 
attributable to domestic customers.

In-year collection rate The value of in-year customer receipts divided by total in-year revenue due from customers.

% of customers on direct debit, 
standing order or continuous 
authority

Number of domestic customers on direct debit, standing order or continuous authority divided by 
total number of domestic customers.

% of customers on a formal 
instalment plan

Number of domestic customers on a formal instalment plan divided by total number of domestic 
customers.

% of instalments/bills paid within 30 
days of instalment bill date

Number of domestic  instalments/bills paid within 30 days of the bill date, divided by the total 
number of domestic customers.

% of instalments/bills paid within 30 
days of instalment bill date

Number of domestic  instalments/bills paid within 60 days of the bill date, divided by the total 
number of domestic customers.

AppendicesAssessmentApproach Benchmark ConsiderationsExecutive Summary

Debt management Customer service costs
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Definitions for metrics used when considering bad debt 
management performance - secondary metrics
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Metric Definition

Debt written off as a % of revenue Value of household trade receivables written off in-year divided by total revenue attributable to 
household customers.

Debt written off by reason Value of household trade receivables written off in-year for each reason provided, shown as a 
percentage of the total household trade receivables written-off in-year.

% of debt reaching late stage recovery Value of household trade receivables reaching late stage recovery divided by total value of 
household trade receivables.

% of customer base on cross 
subsidies affordability tariff

Value of household customers on a cross subsidies affordability tariff divided by the total value of 
household customers.

% of customers on a self-funded 
affordability tariff

Number of household customers on a self-funded affordability tariff divided by the total number of 
household customers.

% of customers on Water Direct Number of household customers on Water Direct divided by the total number of household 
customers.

% of customers on debt matching 
scheme

Number of household customers on a debt matching scheme divided by the total number of 
household customers.

% of customers receiving support 
with affordability

Number of household customers receiving support with affordability divided by the total number of 
household customers.

AppendicesAssessmentApproach Benchmark ConsiderationsExecutive Summary
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Definitions for metrics used when considering bad debt 
management performance - secondary metrics
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Metric Definition

% of customers on a debt repayment 
plan

Number of household customers on a debt repayment plan divided by the total number of 
household customers.

% of customers on a low value 
repayment plan

Number of household customers on a low value repayment plan divided by the total number of 
household customers.

% of missed instalments against a 
debt recovery plan

Value of household related, in-year missed instalments divided by the total value of instalments 
associated with debt recovery plans.

Average age of debt reaching late 
stage recovery

The median age of household trade receivables as weighted by value of trade receivable owed.

% of debt placed in each recovery 
path

Value of household related trade receivables associated with each recovery path, divided by the 
total value of household related trade receivables.

% of debt recovered after 6 months 
and 12 months by recovery path

Value of household related trade receivables recovered after 6 months / 12 months in a given 
recovery path divided by the total value of household trade receivables associated with that 
recovery path.

Average billing delay due to billing 
cycles

Median number of days difference between service being provided and the date on which a bill is 
raised.

Days of billing delay due to billing 
exception

Median number of days difference between a bill being initially raised and the date on which a bill 
is finally issued post-amendments.

AppendicesAssessmentApproach Benchmark ConsiderationsExecutive Summary
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Benchmark Report Sources - Customer service costs

Reference Company Report Sample Date sampled

CB Contact Babel 

The UK Contact Centre HR & 
Operational Benchmarking 
Report

216 U.K. Contact Centres June-August 2016

The UK Contact Centre 
Decision-Maker's Guide 2016 216 U.K. Contact Centres June-August 2016

DD Dimension Data
2017 Global
Customer Experience
Benchmarking Report

1,351 Global Contact Centres 2017
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www.pwc.co.uk

This report has been prepared for and only for Ofwat in accordance with the terms of our Service Order dated 27 June 2017 and for no other purpose. We do not accept or 
assume any liability or duty of care for any other purpose or to any other person to whom this report is shown or into whose hands it may come save where expressly agreed by 
our prior consent in writing.

In the event that, pursuant to a request which Ofwat has received under the Freedom of Information Act 2000 or the Environmental Information Regulations 2004 (as the same 
may be amended or re-enacted from time to time) or any subordinate legislation made thereunder (collectively, the “Legislation”), Ofwat is required to disclose any information
contained in this report, it will notify PwC UK promptly and will consult with PwC UK prior to disclosing such report. Ofwat agrees to pay due regard to any representations which 
PwC UK may make in connection with such disclosure and to apply any relevant exemptions which may exist under the Legislation to such report. If, following consultation with 
PwC UK, Ofwat discloses this report or any part thereof, it shall ensure that any disclaimer which PwC UK has included or may subsequently wish to include in the information is 
reproduced in full in any copies disclosed.

© 2017 PricewaterhouseCoopers LLP. All rights reserved. In this document, "PwC" refers to the UK member firm, and may sometimes refer to the PwC network. Each member 
firm is a separate legal entity. Please see www.pwc.com/structure for further details.
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