
done by seeking to move more 
customer-facing activities into 
retail or by adjusting the balance 
between wholesale and retail 
margins as [Scottish water regu-
lator] Wics sought to do in Scot-
land. But the PR16 default tariff 
settlement means this would be 
very difficult to do until PR19, 
that is, April 2020.”

The question of if and when 
the margin will go up has domi-
nated the market ever since it 
was first planned. The regulator 
has previously insisted that the 
average 2.5 per cent margin it 
will allow companies to make 
on non-domestic retail would 
be adequate for encouraging 
competition. “In terms of the 
concern around the level of 
margin, we thought about this 
quite hard during PR14. We have 
been through a robust process,” 
said Ofwat senior director David 
Black back in 2015.

Not everyone agrees, and 
many have predicted that a low 
margin will limit the direct sav-
ings that switching can yield for 
customers, and could provide a 
barrier to entry for new retailers 
looking to come into the market. 

Ofwat has left the 
door open for the 
margin to be raised 
in the newly opened 

non-domestic retail market, 
which market observers say 
could happen after 2020.

The regulator’s chairman, 
Jonson Cox, said “careful 
thought” had gone into how the 
margins were set in 2014 and 
evidence was taken from a range 
of sectors. “To be quite honest, 
I think the market is going to 
answer it for us as to whether 
that was set correctly, and we 
will see,” he told Water.Retail at 
Water UK’s City Conference on 
9 March.

Industry observers suggest 
the upcoming price review, 
PR19, would be the opportune 
time to raise the margin. Accord-
ing to PwC water sector analyst 
Richard Laikin: “There is a 
school of thought that says that 
if the non-household market 
is not very active, and lack of 
available margins appears to be 
a concern, then Ofwat will find 
a way of increasing them at the 
next price review.

“This could be 

It’s all about the margin
Has Ofwat allowed a sufficient profit margin for an effective 
market? And will it be raised at the next price review?

WATER 
MARKET
VIEW
ELLEN 
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Congratulations to 
Northumbrian and 
Anglian Water on a 
deal that will propel 
them into the top 
three market play-
ers when the ink 
has dried. The deal, 
driven by the need for 
economies of scale, 

gives a glimpse of 
what the market could 
look like in 12 months’ 
time. In the absence 
of any action on the 
margin, it seems 
likely that an energy 
market-style “big six” 
will emerge. Or in this 
instance, perhaps a 

‘big four’, with Water 
Plus, Business Stream, 
Castle Water and now 
Wave dominating the 
market. 

There’s nothing 
wrong with 
consolidation if it 
drives value for the 
customer, but market 
opening was intended 
to do much more. 
It was supposed to 
foster innovation in 
the market, to change 

the culture, and in so 
doing, offer customers 
better service. As our 
first market survey 
shows, there has been 
little innovation on 
leakage so far – let’s 
hope that other 
service offerings see 
more variety, and 
more fresh thinking.

Meanwhile, if Ofwat 
wants to create a truly 
vibrant and innovative 
market that attracts 

exciting new entrants, 
it needs to raise the 
margin. For a free 
market to operate 
effectively, companies 
need some headroom 
on price. Withdrawing 
price regulation 
completely when the 
current controls end in 
2019 would be a step 
further – a bold move, 
but one in line with 
Ofwat’s pro-market 
approach. 

•	 	A	truly	competitive	market	
needs	a	competitive	
margin	–	Ofwat	should	look	
again at the margin when 
the	market	has	had	time	to	
mature

•	 	The	Scottish	approach	of	
allowing the margin to in-
crease	by	lowering	whole-
sale	prices	and	holding	the	
line	on	customer	charges	
could	be	useful

•	 	Any	action	on	the	margin	
would	be	likely	to	happen	
during PR19
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“There	has	been	little	innovation	
on	leakage	so	far	”
HERE	COMES	THE	BIG	FOUR

Several respondents to Ofwat’s 
consultation last year, including 
two new market entrants Clear 
Business Water and Business 
Stream, suggested 2.5 per cent 
was too low. Business Stream 
chief executive Johanna Dow has 
said in the past that the margins 
“have to be reconsidered if we’re 
going to create a successful 
dynamic market”.

The actual level of the margin 
is more complicated than it first 
appears. Gross and net margins 
vary across the market accord-
ing to region, tariff band and a 
retailer’s cost-to-serve, said Tony 
McHardy, corporate director of 
Water Plus. “Depending on these 
factors, gross margin can be 
anywhere between just above 
0 and 30 per cent, and 

retailer costs-to-serve have been 
observed at anything between 
1 and 9 per cent,” he wrote in a 
column for Water.Retail’s sister 
title Utility Week.

Market participants can take 
heart from the Scottish example, 
where regulator Wics allowed 
the default retail margin to 
increase from around 10 per cent 
initially to around 26 per cent 
by reducing wholesale charges 
and capping the rates charged to 
customers. In a report prepared 
for Ofwat for the previous price 
review, PwC suggested that the 
only purely non-household 
regulatory comparator is Wics’ 
determination for Business 
Stream activities, averaging at 
3.2 per cent. PwC warned that 
working capital requirements 
for water companies in England 
were likely to be more favour-
able, which “indicates the net 
retail margin for non-household 
customers should be below the 
3.2 per cent figure”.

Similarly, other markets 
created from former monopolies 
have experienced margin rises 

in the years after opening. The 
electricity and gas markets are 
cases in point.

If ministers want an active 
non-domestic water market  
to help make the case for 
 domestic competition, a higher 
margin may come sooner rather 
than later. Dow told Water. 
Retail: “For the new market to be 
truly successful, customers of all 
sizes should be able to benefit, 
not just the biggest ones. The 
current margins limit the op-
portunity for retailers to create 
and deliver benefits that meet 
the expectations of those smaller 
customers who make up 80 per 
cent of the market.”

BEHIND 
THE 
HEADLINES

WE  
SAY



Retailers in the non-household 
water market all claim to offer a 
“bespoke” service on leakage, 
but the first of an exclusive se-
ries of market surveys by Water.

Retail has raised questions about the level of 
innovation in the new market.

Water.Retail spoke to 11 retailers, all of 
which detailed their offerings, including leak 
detection – both onsite and off-site, leakage 
reports and bespoke repair packages. As 
shown by our matrix below, all retailers offer 
the same services. 

Independent expert David Lloyd Owen, 
managing director of water management 
consultancy Envisager, says that, so far, 
“there does not appear to be a great deal 
that differentiates the various offerings”. 
“There is an open door here for innovat-
ing thinking, especially in developing an 
integrated approach towards supply and 
efficiency,” he adds.

Ofwat insists retailers should offer 
bespoke value-added services in the new 
competitive market, for example, automated 
meter reading, site visits, leakage reports 
and repairs – all of which appear in our 
matrix below. Ofwat chief executive Cathryn 
Ross tells Water.Retail: “A new market for 

water retail services means customers will 
demand more bespoke and specialised 
services and technology, and retailers will 
need to respond to that. In a 
competitive market, we would 
expect to see more value-add-
ed services being offered based 
on what customers want.”

As the business retail 
market beds in, responsibility 
for any leaks on the distribu-
tion network remain with the 
wholesalers. For leaks on the 
property of a customer, respon-
sibility rests with retailers. All 
retailers are doing what Ross 
has asked of them and offering 
the minimum value-added 
service. However, as yet, none 
have come forward with a truly 
innovative offering.

The wholesale companies 
have individual targets for leakage but 
retailers don’t, because they do not own the 
pipes – the customer or wholesaler does. For 
retailers, it all about customer service. 

Affinity for Business managing director 
Helen Gillett argues that “by far the best 
way” to save money is to use less water. 

No	innovative	offerings	to	tackle	leakage

DEEP
DIVE

“People have no idea how money is literally 
pouring down the drain,” she says, adding 
that leakage reduction is an opportunity that 

presents itself “irrespective of 
retail market opening”, but that 
competition is “bringing some 
of these conversations to the 
front of peoples’ minds”.

Water2business head of 
account management Kim 
Trowbridge goes further, argu-
ing that it is a retailer’s duty to 
convey the message that water 
is a finite resource which needs 
managing. “If at the end of that 
you save some pound notes as 
well, brilliant.”

Water Plus, the largest re-
tailer in the business market, is 
one of many saying it offers be-
spoke leak detection and repair. 
The retailer says its customers 

have told it such a service is “critical” in 
order for them to maintain business as usual. 
Value-added services operations manager 
Jodi Robinson says if the retailer did not pro-
vide a leakage detection and repair service, 
customers would have to source their own 
contractor to attend the site for them.

“Our approach is about being the cus-
tomer’s first point of contact and we want to 
make sure we have all of the services avail-
able to help and support our customers,” 
she says. “It is about making it straightfor-
ward for our customers.”

All retailers are promising an awful lot 
at the dawn of this new market. Inprova En-
ergy water services manager Mike Lee says it 
will be a case of “sorting the wheat from the 
chaff in terms of which ones really deliver”. 
As a broker, Inprova will be running tenders 
on behalf of customers, and will be looking 
for retailers to deal “efficiently and effective-
ly” with problems, particularly in the early 
days of the market.

COMPANY 
MARKET 
SHARES

CUSTOMERS
31.03.2017EYES	PEELED

Announcement:  
TPI code of  

conduct
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The chart gives a 
snapshot of the English 
water companies’ market 
share at market opening 
on 3 April. All figures are 
approximate.

It does not show the 
split between water-only 
and water and sewerage 
customers, which means 
that in an area where 
there is crossover of ser-
vices, some customers 
will have been counted 
twice. Additionally, as 
some customers use site 

Matrix – comparison between 13 retailers’ offerings

 Smart AMR Leak Desktop Site Leakage Leakage 24/7 emergency
 metering  detection review visit report repair number
Castle Water ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Water Choice  ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Water2business ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

SES Business Water ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Business Stream ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

NWG Business ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Veolia ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Waterscan ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Water Plus ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

Affinity for Business ✔ ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

The Water Retail Company ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔	 ✔

names rather than 
company names, or 
retailers have different 
spellings or formats 
on different accounts, 
numbers will not be 
exact.

N.B. Market shares will 
change almost immedi-
ately. Customers from 
SSWB will be automatically 
transferred to Source for 
Business from 3 April. 
And, subject to regulatory 
approval, NWG Business 
and Anglian Water Business 
are set to join forces.

Anglian Water 
Business 8%

Water Plus 25%

Source for 
Business 4%

SSWB 2%

Yorkshire 
Water 9%

Water2Business 
6 %

NWG Business 8%

SES Business Water 1%

South East Water Choice 4%

Affinity for Business 5%

Business Stream 7%

Castle Water 21%

•		Is	this	the	best	the	
market	can	do?	Surely	
there is room for in-
novation	on	leakage

•		Any	retailer	that	
develops	a	unique	
offering	will	enjoy	a	
competitive	advan-
tage

•		With	apparently	little	
room	for	differen-
tiation	in	services	
coupled	with	a	low	
margin,	how	can	
retailers	compete	for	
business?

WE  
SAY



– that is, receiving a bill from the 
acquiring retailer of an exiting 
company then switching to the 
retailer that they have chosen a 
few days later and receiving a bill 
from them.

The Open Water programme partners 
made the decision late last year to allow for 
such transfers to happen between six and 20 
business days ahead of day one – hence the 
6 March to 23 March window. Jeffs says: “The 
requirement was that if a retailer signed 
a customer up before 23 March, that they 
submitted them into the market.”

He says: “Pre-switching was the first time 
that we have actually switched customers 
using market-quality data. So it is the first 
time these processes have been used in the 
shadow market with market participants’ 
own data. The experience has been much 
better than we expected. It has all gone very 
much as planned.”

Data quality has been a recurrent con-
cern among market participants, and Jeffs 
says switching will crystallise such issues. 
“At the moment, [customers have] only been 
switched in the central market systems.”

These switches are effective at 1 April, 
and the billing cycle for new retailers should 
kick-in in the first few weeks. That, says 
Jeffs, is “the point at which we see how the 
customer perceives the switch to have gone”.

There is now a requirement on retailers to 
get a closing meter read for the old retailer 
and an opening read for the new retailer. 
Jeffs says there is no reason to expect that 
this will not go as smoothly as the rest of the 
process. “It has been quite an achievement 
from everybody to get to this point, and it 
will be really interesting to see what comes 
next,” he says. 

Getting	ready	for	 
day-one	transfers

Don	Maher	 
Head of wholesale 
market services

WHOLESALER
PROFILE
ANGLIAN 
WATER

Market	opening	–	
challenge	or	oppor-
tunity?
Opportunity!
Competition isn’t 
new to Anglian Water. 
We’ve had the NAV 
[new appointments 
and variations] market, 
the water supply 
licensing regime, and 
we’ve been using our 
experience with this to 
develop our approach. 
From the initial, specu-
lative conversations 
about market opening 
to making it a reality 
now, Anglian Water 
has viewed competi-
tion as an opportunity.

We’ve set out to 
develop the best tools 
to support retailers 
from the off. Some of 

those opportunities 
are now being realised 
in the spillover ben-
efits for the domestic 
customer too.

It’s been evolution 
rather than revolution 
to get to where we are 
today, and we’re look-
ing to continue that 
evolution. We’ve had 
great engagement 
from retailers to help 
shape our approach.

What	is	your	prom-
ise	to	retailers?	
First and foremost, a 
level playing field, trans-
parency, confidentiality 
and assurance that we 
meet our contractual 
commitments. It’s also 
a promise of first class 
service.

To understand 
how to make it great 
to do business with 
us, we’ve held senior 
one-to-one meetings 
with retailers over the 
past two years. This 
has helped us get a 
real understanding 
of their businesses, 
what they might need 
from us and vice versa. 
We’ve also made the 
most of the learnings 
in the Scottish water 
market.

Our service prom-
ise includes providing 
a dedicated point of 
contact through our 
wholesale service 
centre, and providing 
clear and efficient 
services that enables 
our wholesale custom-

ers to provide a high 
standard of services 
to their end-user 
customers.

What	incentive	do	
wholesalers	have	
to	perform	above	
and	beyond	what	
is	required	in	the	
market	codes?	
If we were looking to 
simply do the bare 
minimum we wouldn’t 
have much to talk 
about here.

It’s clear that the 
codes are seen as the 
minimum service level, 
not a target. We know 
that it’s important to 
our retail customers 
that we exceed service 
levels, not simply do 
the bare minimum 

to meet codes and 
processes.

Meeting the code 
obligations is not 
a measure of how 
easy you are to do 
business with or how 
happy your customers 
are – and that is the 
ultimate incentive. 
We understand that 
non-household com-
petition also drives 
wholesalers to push 
the boundaries in their 
operational field too.

At Anglian Water, 
we believe our NAV 
and WSL customers 
are getting a good ser-
vice from us, as well as 
benefitting from our 
operational expertise, 
such as industry-lead-
ing leakage levels.

MARKETPLACE  
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Ofwat publishes forward 
 programme and 

business plan

The pre-switching window 
seems to have gone as 
planned. Between 6 and 
23 March, MOSL processed 

10,969 switchers. This refers to water sup-
ply points or sewerage supply points, and 
equates to approximately 7,500 customers.

MOSL chief executive Ben Jeffs is confi-
dent the retail market is in good shape for 
opening after a successful pre-switching 
period. One retailer flagged up an issue with 
the central market operator system (CMOS), 
in which it was not immediately obvious 
that customer transfers had gone through. 
However, for the most part, retailers speak-
ing to Water.Retail are happy.

Castle Water chief executive John Reyn-
olds says: “We’ve had a number of major 
groups transferring in the pre-switching win-
dow – for example, one large industrial site 
across multiple regions and a large public 
sector body, both of which have switched 
without any problems. From our perspective, 
it has worked very well, as expected.”

After much discussion at the end of 
last year, pre-switching was brought in to 
deal with the potentially large number of 
switches at the start of the market. These 
discussions were in relation to customers 
actively choosing an alternative retailer, as 
opposed to being automatically switched 
from an exiting to an acquiring retailer.

The idea behind the process was that 
customers would not experience “double-
switching” in the early days of the market 

water.Retail
utility-week.co.uk/retail
/ UtilityWeek Intelligence

Nine water 
retailers are 
set to share 
in a £960 
million gov-
ernment 
bonanza, 
as the 

Crown Commercial Service (CCS) 
awards places on the water ser-
vices framework for the public 
sector.
u	The companies that will be 
able to provide water supply and 
sewerage services to the public 
estate are Affinity Water, Anglian 
Water, Business Stream, Castle 
Water, Pennon Water, Three 
Sixty, Water Plus, and ADSM.
u	Successful providers to gain a 
place on the “one stop shop” – 
to provide both water and sewer-
age and water ancillary services 
– are: Affinity Water, Anglian 
Water, Business Stream, Castle 
Water, Pennon Water, Northum-
brian Water, Three Sixty, Water 
Plus, and ADSM.
u	Contracts to provide just wa-
ter ancillary services – including 
the management, conservation, 
reduction and data management 
of water consumption – have 
been awarded to: Advanced 
Demand Side Management; Af-
finity for Business; Anglian Water 
Business; Cadantis Associates; 
Pennon Water Services; Business 
Stream; Smith Bellerby: Three 
Sixty; Water Plus; Waterscan; and 
Zeco Energy.

WATER 
RETAILERS 
SCOOP £960M 
GOVERNMENT 
CONTRACTS

MARKET 
BRIEFING



BRIAN	EBDON,	SME	
DIRECTOR
It’s our people, their attitude 
and their energy. We have a very 
dynamic mix of people in the 
business. Industry experts who 
have moved from Severn Trent 
Water or United Utilities; expe-
rienced individuals from related 
industries such as energy, where 
the market has been competitive 
for over a decade, and customer 
service experts from a range 
of backgrounds. Everyone is 
motivated by the opportunity to 
personalise, mod-
ernise and improve 
the water market 
for customers, 
colleagues and 
partners.

SOPHIE	EVANS,	BUSINESS	
CUSTOMER	CONTACT	
CENTRE
Since I started working for Water 
Plus, there has been one very 
clear focus: customer service is 
a priority for all of us. There is 
great attention on the customer 
journey and listening to what 
the customers are telling us, so 
we can help them. It is great to 
see how far we have come in 
such a short space of time. From 
a new building to a thriving con-
tact centre with such a strong 
and knowledge-
able team who are 
ready for the open 
market.

TONY	MCHARDY,	
CORPORATE	DIRECTOR
For me, it’s the whole value 
package that’s on offer from Wa-
ter Plus. Our customer-centric, 
proactive and personal approach 
includes providing our corporate 
customers with a dedicated, 
knowledgeable key account 
manager who understands the 
challenges associated with their 
particular sectors. Our dedicated 
key account services case man-
agers drive quick resolutions to 
any administrative or wholesaler 
issues customers 
may have, and 
deliver a single 
consolidated in-
voice to make their 
lives easier.

STUART	HOWELL,	CHIEF	
FINANCIAL	OFFICER
What has been achieved in the 
past 12 months is incredible. 
New systems, new processes, 
data migrations, recruitment 
and training of new teams, new 
digital capability. Our knowl-
edgeable teams of people have 
got us to market opening in the 
best possible state. Commercial-
ly we are ready for competition 
in the market and the scale of 
our business puts us in a strong 
position. Customers know they 
can trust us and I 
believe that will be 
invaluable.

What	is	your	promise	to	customers?	
Our promise to customers is to place them 
at the centre of what we do and make their 
lives easier – providing a personal, refresh-
ing approach to business water with easily 
accessible information, available online, 
and lots of innovative services. We’ve been 
built around business customers and as we 
are a joint venture between Severn Trent 
and United Utilities, we have water experts 
with the knowledge and the understanding 
gained from years in the water sector.

Who	are	your	top	three	competitors?	
All entrants to the water retail market are 
our competitors. There are retailers of vary-
ing sizes across the market, some very small 
and some much larger. Those who are larger 
could have higher profiles than other retail-
ers, but customers could choose any retailer. 
The competition will mean customers have 
a range of benefits on offer – improved ser-
vices, more choice and new innovative ways 
of doing business.

On	what	basis	should	customers	choose	
their	retailer?
It’s important they carry out due diligence to 
ensure the potential supplier has the finan-
cial standing, expertise and service offering 
for them. Retailers come in different shapes 
and sizes, so it is important a business un-
derstands what is important to them.

Businesses should also ask suppliers to 

quote on a standardised basis, for example 
unit rates, so they can compare offers. In our 
experience, savings can be made across all 
businesses and public sector organisations.

If	you	were	CEO	of	Ofwat	for	a	day,	what	
would	you	do?	
If I were CEO for a day I would choose 1 April 
and I would celebrate the achievement of 
creating the new market! Ofwat has done a 
great thing for the market and UK business-
es by bringing in competition, which creates 
choice, challenges costs, raises the bar for 
service and drives innovation

What	is	the	most	significant	threat	to	a	
successful	retail	market?	
The shadow market has worked effectively 
and seamlessly and has shown what the 
industry can do. The most significant threat 
is losing the trust of businesses of all sizes.

All retailers, brokers and TPIs have a 
part to play to ensure we keep the trust of 
customers and build that trust. There will 
also be some disruptive behaviour – some 
deliberate and some not. You may, for exam-
ple, see some disruptive pricing that is not 
sustainable in the long term.

A measure of success in the new market 
shouldn’t just be about discounts or level 
of customer switching. Customer satisfac-
tion levels, consumption savings and new 
 product innovation are all a measure of 
success.

MARKET 
PROFILE

Water	Plus
Sue	Amies-King,	CEO
•	 366,000	customers
•	 Estimated	sales:	£940.2m*
•	 Estimated	gross	assets:	£200m*	
•	 	Estimated	profit	before	tax:	
£9.7m*

(*Based on Severn Trent and United Utilities 
accounts for financial year 2014/15)

USP we ask four key individuals within the company what makes their business stand out from its competitors
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