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1 BACKGROUND

Ofwat’s final methodology for the 2019 price review
specifies that all water companies should produce

a bid assessment framework to support the bidding
market for water resources, demand management
and leakage services. In a bidding market, third
parties submit options to an incumbent water
company to provide solutions to help the incumbent
meet its future water needs. Third parties can be
independent entities or other incumbents from
outside the incumbent’s area.

Anglian Water is wholly committed to furthering
the water resources market in the interests of

its customers and other stakeholders, whilst
maintaining the required levels of service to

its customers and protecting the environment,
principles which are at the heart of the water
resources management planning process. Our bid
assessment process aims to provide third parties
with confidence and clarity about the integrity of
the bid assessment process and mitigate the risk of
actual or perceived bias towards delivering it’s own
in-house solutions. It is written with the objective
of meeting our obligations under water resources
planning requirements, procurement rules and
competition obligations - with a focus on ensuring
consistency and transparency.

This bid assessment framework sets out the
structured process for the assessment of options or
schemes proposed by third parties. This document
should be read in conjunction with Anglian Water’s
Draft (and when published, final) 2019 Water
Resources Management Plan.

2 OVERVIEW

This bid assessment framework draws on and
reinforces the key principles derived from
procurement law and competition law. It also takes
into account the requirement for Anglian Water to
follow the existing requirements of water resources
planning.

Relevant obligations and rules include:

* the Water Resources Management Plan (WRMP)
process;

* competition law;
e procurement rules;
e the current and future regulatory framework; and

* trading and procurement codes.

2.1 The WRMP process

All incumbents have a statutory obligation to
prepare WRMPs every five years to cover a planning
period of at least 25 years. The WRMP:

* shows how the incumbent plans to maintain
the supply-demand balance for water over the
planning period; and

* highlights any options (both supply and demand)
necessary to meet changes in the balance and
provide sufficient resilience.

Through WRMPs, water resources are managed, and
new investment planned by the incumbents. For
WRMP19, the water resources planning guidance
makes it clear that incumbents should engage with
third parties who could provide solutions at a lower
cost, or who offer better value, than their own in-
house solutions.

Water resources planning guidance sets out a
process for appraising all the options (including

our own in-house solution). The procedure involves
developing an unconstrained list of options;
identifying the feasible options from that list; and
making a decision as to the preferred option(s).
Incumbents are required to provide evidence in their
plans that:

* third parties have been able to propose options
for appraisal,;

* third party options have been appraised;

« consistent screening/evaluation criteria have been
applied at each stage of the process.




The bid assessment framework aims to complement
the WRMP process by clearly specifying, from the
outset, the need and evaluation criteria that will be
used to appraise third party options, increasing the
transparency of the appraisal process. Moreover, it
intends to reinforce the aim of appraising third party
options fairly and transparently against in-house
solutions at each stage of the WRMP process.

Anglian Water’s preferred and feasible options
are now published in detail in a set of Market
Information Tables on the Anglian Water website,
to accompany the draft and final Water Resource
Management Plans. These tables also provide

information on the timing, magnitude and planning
conditions of forecast future supply-demand deficits,
and the nature of the existing water resources in
each water resource zone. Potential third-party
applicants should consult these tables and use them
as a basis for designing their options, as well as the
water resource management plan documentation.

Figure 2.1 shows a map of Anglian Water’s Water
Resource Zones defined at WRMP19, each of which
has its own Market Information Table. A shapefile
is also published for each WRZ online, showing the
precise WRZ boundary.

Figure 2.1: Map of Anglian Water’s Water Resource Zones
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2.2 Competition law compliance

Companies are obliged to comply with competition
law. In procuring third-party water resource options,
we will ensure that we do not:

« artificially narrow competition (where the design
of the procurement is made with the intention
of unduly favouring or disadvantaging certain
parties);

e distort competition in the market by abusing a
dominant position

e facilitate collusion between third parties.

2.3 Procurement rules

The legal framework that governs the procurement
process is dependent on the nature and value of the
contract. The Utilities Contracts Regulations 2016
(UCR16) set rules about the procurement of goods
and services by water companies, but the rules do
not apply in all cases. The application of the UCR16
will be case-specific, and as such we note that third
parties will not always have a right of action under
this legislation, if they consider they have been
treated unfairly during the bid assessment process.

Where procurement rules (such as the UCR16) apply,

companies are obliged to adhere to key principles,
which include obligations to ensure transparency,
equal treatment/non-discrimination for all third
parties and proportionality.

We will apply these principles to our bid
assessment framework for water resources, demand
management and leakage services, and aim to
adhere to these when assessing third-party options,
not only those falling under the UCRI16.

Procurement law will, where relevant, take
precedence over our bid assessment framework.
We will update our bid assessment framework when
necessary to reflect developments in the law.

2.4 Trading and procurement codes

At PR14, water trading incentives were introduced
to help realise the potential economic and other
benefits of water companies sharing resources with
each other or with third parties. An incumbent can
obtain these incentives for new water trades agreed
during 2015-20, subject to a cap on the size of the
incentive and a requirement for trades to comply
with an Ofwat-approved trading and procurement
code.

Our trading and procurement code sets out the
principles that we will follow when assessing
proposed water trades with other appointed
companies or third parties. The trading and
procurement code provides assurance that any
incentive payment we receive delivers net benefits
to customers and the environment.

In contrast, the purpose of this bid assessment
framework is to give third party applicants more
clarity and confidence in the bid assessment
process, and to formally set out the assessment
criteria.

Anglian Water’s trading and procurement code for
PR19 will be published alongside this framework at
submission of the PR19 business plan.




3 BID ASSESSMENT PROCESS

3.1 Overview of the Bid Assessment
Process

Anglian Water shall appraise third party options
following its internal option screening methodology
(as set out in this section) to ensure that all

options are evaluated on a transparent and non-
discriminatory basis and with all third parties being
treated equally. All third parties are required to
bear their own costs associated with submitting
options for assessment in accordance with this Bid
Assessment Framework.

Third party options / proposals shall be subject to a
staged screening process, which will be undertaken
in a number of stages:

(a) Pre-Qualification Stage - where the option is
tested for failure against a pre-determined list of
basic requirements, as presented in Figure 3.

(b) Fine Screening Stage - options which pass the
Pre-Qualification Stage will then be subject to
further feasibility testing to ensure all screening
criteria are passed.

(c) Full Evaluation Stage - options which pass
the Fine Screening Stage will be tested using
Anglian Water economic modelling software and
“Best Value” assessment process.

All Anglian Water’s screening criteria are assigned
equal weighting in water resources option
development and appraisal.

Applicants should be aware of Anglian Water’s
water resource position and the scale of its planning
challenges across different Water Resource Zones
(WRZs) and consider how their proposed option
contributes to the overall supply demand balance
of a water resource zone. Applicants’ options are
more likely to be feasible where they contribute a
significant proportion of the Water Available for
Use (WAFU) benefit/demand saving of a preferred
WRMP option used to mitigate a forecast deficit.

Where applicants provide further or additional
information during the screening stages that conflict
with information given in an earlier stage of the
process, Anglian Water reserves the right to review
the evaluation of any of the previous stages, and
following clarification, revise the outcome of any
screening criteria decision.

Figure 2.3 summarises the bid assessment process in
a flow diagram.

Appendix D presents examples of how two types
of a third-party supply option evaluation might
progress according to our framework. Appendix
E presents an example of a demand management
option. Applicants should take Anglian Water’s
preferred demand management strategy into
account when proposing demand options.



Figure 2.3: Bid Assessment Flow Diagram Key
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*If an option is rejected and the bidder is not satisfied with this outcome and the explanation provided
by Anglian Water, there is an appeals process which applies - see Section 3.9 for further details.




3.2 Avoiding Conflicts of Interest

In order (i) to prevent, identify and remedy any
conflicts of interest arising from the bid assessment
process, (ii) to avoid distortion of competition and
(iii) to ensure equal treatment of all applicants, we
will establish an independent Water Resources Bid
Assessment Team (WRBAT) to carry out the option
screening, development and appraisal process.

This team will have autonomy and independence
within Anglian Water and will be subject to strict
confidentiality and non-disclosure obligations. All
decisions relating to any actions set out in this
section will ultimately be taken by the WRBAT.

The WRBAT may call on experts either from (i) other
teams within Anglian Water or (ii) independent
external organisations, as necessary and appropriate
to answer specific questions or obtain evaluation

of specific aspects of a third party’s option. Where
such third parties from outside the WRBAT are
asked to assist, they will be required to agree
suitable confidentiality obligations to ensure that the
details of the option remain confidential.

3.3 Pre-Qualification Stage

To ensure a third party does not commit excessive
resources to producing a detailed specification of a
water resources option if it will be rejected for some
fundamental reason, we will start by subjecting all
third-party proposals to high-level coarse screening

All third-party options / proposals will be screened
against the same criteria that are used to assess any
in house options that are developed. The screening
main criteria and sub-criteria are presented in Figure
3.3 below.

The pre-qualification stage is carried out using a
pro-forma, which would be completed by the third
party (as presented in Appendix A). This pro-forma
collects key information about the third-party
option(s).

Third parties should complete Appendix A and
submit the completed form in PDF format to
WRBAT@anglianwater.co.uk.

It should be noted that pre-qualification is
conducted on a pass/fail basis. If an option fails

on any one criteria, then it is rejected overall. The
WRBAT may request further information from the
third party during pre-qualification to enable the
WRBAT to accurately assess whether the option will
pass a given criteria.

There may be instances where there is not sufficient
information available to complete all the criteria in
the Pre-Qualification Stage. Criteria may therefore

be specified as “TBC”, with an explanatory comment
as to why the information is not available and when
it may become available. The WRBAT will assess
whether information relating to any TBC criteria is
required before the option can progress beyond the
Pre-Qualification Stage, or whether such information
can be subsequently provided as part of the Fine
Screening Stage, and the third party shall be notified
accordingly.

Where the WRBAT concludes that sufficient
information has been provided and an option passes
all of the screening criteria, the third-party will be
invited to proceed to the next stage.

Where the WRBAT concludes that an option fails
one or more screening criteria at pre-qualification
or further information (i.e. TBC criteria) is required,
the third party will be notified and provided with an
explanation as to why the option cannot proceed
to the next step. At this stage, the third party may
either (i) accept the decision and withdraw the
application, (ii) gather further information and
resubmit its application, or (iii) appeal the decision
(see Section 3.9 for more information).

Anglian Water will not consider or assess any
options proposed by any of its associated group
companies, but this will not preclude any in house
schemes being developed and assessed using the
same criteria against which all other third-party
options / proposals are considered.

Third party applicants can refer to the Anglian
Water WRMP technical appendices on the company
website for more detail on the screening of options
and how it is applied, in the WRMP process.



Figure 3.3: Anglian Water Pre-Qualification Screening Criteria

Main screening criteria

Sub-criteria
category

Sub-criteria description

Source: Anglian Water WRMP 2019




3.4 Fine Screening Stage

For any options passing Pre-Qualification Stage,
the applicant will be invited to submit a detailed
specification for their option, as part of the Fine
Screening Stage. There are several purposes for this
specification:

1. To carry out further investigations / testing
against all criteria which were specified “TBC”
at the pre-qualification stage (where there was
previously insufficient information to make a pass/
fail decision).

2. To provide Anglian Water with sufficient
information to model the costs of any option
components which would be delivered by Anglian
Water in order for the option to deliver its WAFU
benefit.

3. To enable economic, resilience and environmental
appraisal of feasible third-party options, providing
a fair and consistent comparison with in-house
feasible options.

If invited to provide a detailed specification,

the third-party applicant should complete the
specification form provided in Appendix C as far as
possible with the information available. Assumptions
and references to supporting documents should be
provided, along with maps, schematic diagrams and
treatment process diagrams where applicable.

During this stage, we recommend that applicants
should start by addressing any “TBC” screening
criteria remaining from the Pre-Qualification Stage,
before moving on to any more detailed costing.
The screening criteria likely to present the greatest
challenges to third parties are those relating to risks
associated with:

* water quality (minimising risks of failure for both
the environment and drinking water standards/
wholesomeness);

e resilience to drought and other external risks;
e environmental sustainability; and
e regulatory and customer acceptability.

For options which fail on any screening criteria in
the Fine Screening Stage, Anglian Water will inform
the applicant of the reason for failure and the
option will be classified as rejected. The applicant
then has the same response options as for pre-
qualification failure. For an option which passes all
screening criteria at this stage, the option is defined
as “Feasible”, and will be taken forward for detailed
cost and value evaluation, as described below.

3.4.1 Third-party independent options

For options where all capital investment is to be
delivered by the third-party applicant independently
of Anglian Water, the benefit of the option would

be provided to Anglian Water based on annual
payments/fees which may comprise fixed and
volumetric-dependent cost components. Anglian
Water does not need to evaluate capital costs of

the option in this case, and no specific detail of the
capital investment or breakdown of third party costs
is required. Instead, the fixed/variable operational
costs will be used for economic evaluation as
described in Section 3.5.

However, in these instances Anglian Water would
apply the same principles used in their Direct
Procurement for Customers (DPC) assessment for
PR19. Specifically, the process developed to assess
the “discreteness” of an option and how it interfaces
with existing assets would be applied.

3.4.2 Shared Investment Options

For any options requiring elements of capital
investment by Anglian Water, these components

of the option must be clearly specified, in order

for Anglian Water to determine the associated
capex and opex using its in-house cost models. The
third-party components of the option would then
be provided either at a specified level of service

in return for annual payments/fees, which may
comprise fixed and volumetric-dependent cost
components, or a one-off payment to transfer rights
of access to the relevant component(s).

* The third party must provide the following, with all
related costs to be covered by itself:

* A high-level option specification, describing
the source of water, sufficient for making
reasonable estimates of costs of Anglian Water
option components;

¢ An estimate of costs for all such components of
the option;

* The third-party applicant may commission Anglian
Water to undertake this specification and cost
estimation. Anglian Water will endeavour to meet
the requests where possible, either internally or
through its third-party supply chain, subject to
resource availability, and at a cost in line with
contract rates agreed with its supplier base.

All such costs will be borne by the third-party
applicant.



3.5 Full Evaluation Stage

If the option passes the pre-qualification and fine
screening stages, a full evaluation of the option is
undertaken. This process consists of two stages;
an economic evaluation of the option and a “best-
value” assessment.

3.5.1 Economic evaluation

In the first stage of the economic evaluation,
Anglian Water will undertake a high-level estimate
of the option’s cost and supply demand benefit.
Third-party options will be rejected on grounds of
excessive cost and/or failure to provide sufficient
supply/demand benefit:

For options passing the initial high-level assessment,
Anglian Water will undertake a full economic
appraisal of the option by applying the industry
standard Economics of Balancing Supply Demand
(EBSD) approach. Anglian Water will do this by
running their bespoke in-house EBSD model under
the relevant planning conditions with the third-
party option included alongside all in-house feasible
WRMP options and any other feasible third-party
options. This process will determine whether the
third party option represents the “least cost”.

3.5.2 Best-value assessment

If the option is proven to represent the “least-cost”
as part of the economic evaluation, the final stage of
the process assesses whether the option represents
“best-value” for customers and the environment.
This assessment considers the option within the
context of the overall Anglian Water WRMP strategy
to assess:

* Adaptability and flexibility - is the option flexible
enough to cope with uncertain future needs? Does
it include potentially ‘high regret’ options, or limit
future choices?

¢ Alignment to WRE - how well does the option
align to the Water Resources East regional
strategy?

¢ Risk and resilience - how resilient is the option
to more extreme drought scenarios and other
hazards, and what are the residual risks associated
with each?

e Customer preferences - how well does the option
align with customer preferences?

* Environmental and social impacts - what are the
environmental and social impacts associated with
the option?

For further information on what represents a
best-value option, please refer to Anglian Water’s
WRMP and technical supporting documents on the
company’s website.

3.6 Communication of Decision

Third party options which are considered to
represent best-value within the context of the

wider WRMP strategy, will progress to the contract
negotiation stage. For options which do not meet
the best-value criteria, the option will not progress
beyond this stage. Anglian Water will inform the
third-party applicant and the option will be classified
as rejected for inclusion in the current WRMP
strategy.

For options which do not meet the best-value
criteria, Anglian Water will provide an explanation
to the third party with sufficient detail to enable the
third party to revise its option for re-submission if
feasible and appropriate, taking into account the
timescales for delivery of the company’s WRMP
commitments. Subject to the foregoing, the third
party may: accept the decision and withdraw

the proposal; accept the decision and submit a
revised offer (timescales permitting); or appeal

the decision. In the case of submission of a revised
option, it will be reassessed in accordance with this
bid assessment process but only re-evaluating any
elements which have changed.

At the end of the appraisal of any option, Anglian
Water will prepare an audit report of compliance
with this bid assessment framework, to be made
available to the third party and Ofwat as required.
The appraisal form (Appendix B) will be provided
to the third-party applicant and published (with any
commercially-sensitive information redacted), in
order to help other potential third-party applicants
to understand why other options have failed, or how
they have successfully passed, and to encourage
more third parties to enter the market.

3.7 Contract Negotiation

For options which are to be included in the best-
value WRMP strategy, Anglian Water will classify
the option as preferred, and arrange for a detailed
delivery contract to be negotiated with the third
party, dependent on required delivery date of the
option.

To enable flexibility in the WRMP planning

process appropriate to the uncertainty involved

in forecasting numerous variables into the future,
options will only be considered, and where relevant,
contracts will only be agreed at a time necessary

to enable procurement and delivery of capital
investment to meet the timing of the relevant deficit.
For further details on time limits, see Section 3.8.




3.8 Time limits and Option clarification

The assessment of third-party options is constrained
by:

the determination of supply demand balances and
in-house WRMP options, before which third party
applicants will have insufficient information upon
which to design options; and

the decision milestones of investment planning,
at which point contracts are awarded to delivery
partners and changes in plan are no longer
possible.

3.8.1 WRMP19 time limits

We therefore propose to specify a submission
window for third party applicants to submit their
detailed specification options for each WRMP round.

The time limits for WRMP19 and WRMP24 are
described below. However, these are subject to
change if there are significant changes between
draft and final WRMPs. If we carry out further
consultation due to such changes, then these
timescales will be amended and republished.

3.8.2 WRMP24 time limits

Applicants may submit Pre-Qualification forms

for options at any time, in order to determine the
feasibility of their option, but Anglian Water will
not be in a position to assess options beyond
Pre-Qualification Stage until the draft WRMP and
accompanying market information tables have been
finalised, and window for the Fine Screening Stage
opens. Options will not be progressed, through
the bid assessment process, where the option
addresses deficits where a scheme is already in
delivery. For example, once the final WRMP19 is

published, options will not be evaluated for deficits
which occur in 2020-2025, as the options to address
these deficits will have already progressed into the
delivery phase.

Subject to the above, Anglian Water’s WRBAT will
aim to progress and respond to a third party’s Pre-
Qualification application within 90 days of receipt
and confirm the outcome of the first stage of the bid
assessment process. The timescales for stage 2 of
the process (fine screening) will depend significantly



on the investigations required and complexity of
the option and are therefore not subject to a time
limit. However, the WRBAT will progress all options
as quickly as possible, subject to operational
constraints, legal requirements and the response
time of the applicant!

3.9 Governance and Appeals

In order to prevent, identify and remedy any
conflicts of interest arising from the bid assessment
process, to avoid distortion of competition and
ensure equal treatment of all applicants, we will
establish an independent Water Resources Bid
Assessment Team (WRBAT) as described in Section
3.2 above.

If an applicant considers that their option has not
be evaluated in accordance with this bid assessment
framework, they should contact Anglian Water’s
WRBAT in the first instance, to discuss the decision
in light of the evidence provided. The WRBAT wiill
provide further explanation as far as possible.

If the applicant still believes a decision has not be
evaluated in accordance with this bid assessment
framework, they may make a formal request for
the decision to be reviewed by Anglian Water’s
internal escalation team, who are independent

of the WRBAT, and who will review the decision.
The escalation team will provide a response to the
applicant within 30 days of making an appeal.

If the escalation team upholds the WRBAT decision,
the applicant may submit a formal appeal to the
Water Regulator, Ofwat. Ofwat will attempt to work
with the applicant and Anglian Water to resolve

the dispute. If resolution is not possible, Ofwat

have ultimate powers to provide funding for Water
Resource options.

If a third-party applicant is not satisfied with the
decision of Ofwat, they may appeal to the Secretary
of State for Environment, Food and Rural Affairs.

" Third party applicants should be aware that review of options will require the input of a number of technical specialists, whose
resources and availability are limited and constrained by operational requirements to maintain the security of public water supplies

The interests of Anglian Water’s customers will take priority at all times.
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A. PRE-QUALTIFICATION FORMS

Table 2: Supply-Side Option PQ Proforma

Data Required Applicant Response




Data Required Applicant Response




Data Required Applicant Response




Table 3: Demand-side Option PQ Proforma

Data Required Applicant Response




Data Required Applicant Response




B. OPTION SCREENING FORM

Table 4: Option Screening (for information): to be completed by
Anglian Water’s Water Resources Bid Assessment Team

Screening Criteria Applicant Response




Screening Criteria

Applicant Response




C. OPTION SPECIFICATION

The purpose of this specification is:

¢ to enable a screening decision to be made against
any screening criteria specified as “TBC” at the
outcome of pre-qualification

* to enable Anglian Water to cost any option
components to be delivered in-house rather than
by the applicant

Table 5: Supply-Side Option Specification

Data Required

* to enable Anglian Water to carry out economic,
societal and environmental appraisal of the option
against the relevant alternatives through EBSD
modelling and social/environmental assessment
(where an option passes all screening criteria and
satisfies the capacity/cost requirements specified
in Section 3)

Applicant Response




Data Required Applicant Response




Data Required Applicant Response




Table 6: Demand-Side Option Specification

Data Required Applicant Response




Data Required Applicant Response




D. EXAMPLE SUPPLY OPTION

A third party with abstraction licence from a

river with Q90 Hands-Off-Flow proposes to build
sufficient storage and treatment to deliver 1 Ml/d
potable water for blending into the network at
location X, with a resource reliability of 99.5% (1-in-
200-year failure). The third party estimates the
capex to build the necessary assets and bases its

Option A

The applicant proposes to build all necessary
storage and treatment assets itself and estimates
its capital costs of doing so at £4m, with annual
opex of £100k (varying only slightly between
years). The applicant proposes a fixed annual
charge to Anglian Water of £500k per annum,
equivalent to approx. £10m NPV per Ml/d WAFU,
with no variable charge per m3. This potentially
saves Anglian Water £10m totex and provides a
return to the third party’s investors of 10% per
annum. The option fulfils 100% of the alternative
option capacity and is 50% lower AIC, so meeting
the AIC/capacity thresholds for Anglian Water to
fund further investigations.

The option passes most screening criteria, but
water quality and resilience are specified “TBC”.
It is therefore defined as a constrained option,
but not yet feasible. As the applicant takes all
responsibility for maintaining the required level
of service and water quality, Anglian Water

does not need to know the detailed financial
costs of building the necessary assets, but does
need evidence that the option is capable of
delivering the necessary resilience and water
quality standards. The applicant asks Anglian
Water what studies would be required to do this,
and Anglian Water specifies stochastic climate
reservoir modelling to determine 1in 200-year
option DO, and a water quality assessment for
treatment process design. The applicant accepts
these studies are required and asks Anglian Water
to quote for their provision. Anglian Water does
so with an estimate of £100k to complete the
necessary investigations. Because the costs are
<5% of the potential benefit to Anglian Water
customers (E£10m), Anglian Water will pay for
them to be carried out on the condition that

a conditional contract is drawn up between
applicant and Anglian Water in advance. The

offer price per annum on its estimate of capital/
operational costs and the marginal option costs of
Anglian Water’s most expensive preferred option.
In this case, the incumbent is proposing to build
effluent reuse with AIC of £3/m3 or £20m net
present value (NPV) per MIl/d WAFU.

applicant also wishes to secure this contract to
ensure that Anglian Water does not try to take the
option concept from the applicant and build its
own storage/treatment and then force a licence
purchase on the applicant at a substantially lower
price. Both parties sign a conditional contract to
the effect that if the feasibility investigations are
successful, the applicant will proceed to develop
the necessary assets to supply Anglian Water with
water but with costs to be proposed on the basis
of the investigations, and that Anglian Water will
accept this water at the offered price as long as

it represents good value to customers. Anglian
Water carries out the drought yield/storage and
water quality investigations accordingly at its own
expense.

The studies are used to confirm the storage
capacity and treatment processes necessary to
meet the screening criteria. The applicant now
takes these constraints and updates their cost
estimates accordingly. They revise their estimates
up slightly, and also wish to make use of Anglian
Water’s cost models to provide an independent
check on costs. Anglian Water assesses the cost of
running the models at £10k and therefore carries
out this cost modelling for the applicant. The
results are provided confidentially to the applicant
who confirms he is happy to proceed according to
the conditional contract specified, but at a price
of £550k per annum. Anglian Water runs this cost
through its EBSD model and confirms that the
option remains preferred on least-cost grounds.

It then undertakes social and environmental
assessment and confirms the option forms part

of a best value plan. Anglian Water therefore
accepts the applicant’s offer. With the contract

as collateral, the applicant seeks financing for the
option on the open market and puts the storage,
intake and treatment contracts out to tender.




Option B

In an alternative case, the applicant does not

wish to take on responsibility for delivering any
new assets other than the storage reservoir. The
applicant states the licence HOF to be at Q90
flows and provides a high-level specification

of required storage, pipeline and treatment.

The applicant believes treatment will cost £5m,
the pipeline £5m and estimates the cost of its
reservoir to be £2m. It therefore assesses the value
of the “raw water plus storage” components to
Anglian Water as £5 million NPV and proposes a
fixed opex charge to Anglian Water of £250k per
annum, again with no variable charge. In this case,
Anglian Water’s initial estimates of treatment and
pipeline are similar to the applicant’s, such that the
potential benefit to Anglian Water customers is
estimated at £3 million, i.e. only 15% of the existing
preferred option costs. The option meets 100%

of capacity requirements but does not meet the
threshold of 20% AIC benefit, so Anglian Water
returns to the applicant and proposes a reduced
annual opex fee of £200k per annum for access
to the storage and licence, in return for funding
the necessary £100k of investigations (for water
quality and drought resilience evaluation as in
Option A) and £10k for component costing.

The applicant accepts this conditional contract,
and the investigations confirm the volume of
storage and treatment processes required, and all
the necessary costs of installation. The reservoir
storage costs are provided to the applicant

in confidence, whilst the treatment/pipeline

costs are provided only to the Anglian Water

bid assessment team. The reservoir costs are
marginally higher than originally estimated, but
the costs of treatment are in fact marginally lower.

The applicant proposes a revised annual fee

for access to the licence and storage of £220k.
Anglian Water runs this opex, along with the
treatment and pipeline capex and opex through
its EBSD optimisation models and the option is
selected as a least-cost option. The applicant is
notified, and Anglian Water carries out a Strategic
Environmental Assessment and a Habitat Risk
Assessment on the option at its own expense. The
option is confirmed as best value, so long as the
applicant installs some favourable wildlife habitats
around the reservoir and supports some river
restoration works at a cost of £200k.

The applicant proposes a final £225k per annum
fixed fee, to help fund the environmental assets,
Anglian Water performs one final EBSD run to
confirm the costs are acceptable and a final
contract is drawn up. The applicant uses the
contract to obtain finance for the reservoir on the
open market and puts the design/build contract
out to tender, while Anglian Water commences
enabling works for the treatment and pipeline.



E. EXAMPLE DEMAND OPTION

A third-party has developed a community incentive
system to reward communities who significantly
reduce their water demand, through contribution
to local charitable causes, based on a certain £ per
m3 saved; and highlighting best performance in the
community, via monthly emails and leaflets, as well
as occasional prizes.

The applicant has conducted a small trial in a village
with “artificial rewards”, where they were able to
achieve 20% reduced demand in 30% of households,
equivalent to a saving of 100 m3/d. The third party
proposes to target a WRZ with a preferred WRMP
option 5 Ml/d in size, with AISC £3 per m3, and to
charge Anglian Water a volumetric charge of £2

per m3 saved, with no fixed charge. They aim to
target 1,000 households per year, each using 500 I/
day, selected according to demographic analysis to
maximise savings. The third party therefore aims to
achieve a 0.5 MI/d saving by 2025, at an annual fee
to Anglian Water of [2x500x365] = £365k per year
by 2025.

As well as the potential financial benefits, the third
party presents the potential customer engagement
benefits and significant social benefits through
contributing to valuable charitable causes.

The primary risks to Anglian Water here relate to the
scalability and longevity of the option, the risk that
some demand savings would have been achieved
anyway through Anglian Water’s WRMP preferred
strategy for savings, and the fact that a number of
the preferred option costs are fixed capital costs
which only vary slightly with capacity. Therefore, the
benefits of moving from a 5 Ml/d to 4.5 MI/d option
are not equivalent to £3/m3 but are notably less
valuable. However, these risks are offset by the fact
the option has minimal upfront costs or fixed annual
costs and by the considerable non-financial benefits.

Anglian Water therefore has no need to carry

out any detailed cost assessment, or EBSD
modelling. Instead it proposes a precautionary
twin-track approach where the preferred in-house
option is developed as planned, with the demand
management option developed in tandem. Anglian
Water also specifies a baseline demand-reduction
pathway, which the third party must beat to achieve
genuinely additional savings (that have not already
been incorporated into the final preferred WRMP
forecasts). It accepts the fee of £2 per m3 on this
basis, and to review results each year of delivery, in
order to adjust the required capacity of its preferred
supply option if necessary.




