Auditor guidance 
General procedures

The Auditor shall:

1. For each table, check that the company has complied with the definitions manual or has included a commentary as to why the guidance has not been followed.
2. From discussions with [Finance/specify other] management (“management”) and sight of underlying documentation, document the company’s sign off procedures for the Business Plan (including the involvement of the Board and Non-Executive Directors). Document the nature of the underlying documentation provided by management.
3. The company will provide the auditors with a written response to queries from the regulator. The auditors will check that any figures (and explanations attributed to these figures) included within the response are consistent with the regulatory accounts and / or underlying accounting records, and will document the underlying source to which they have been agreed to.
Financial projections – Part B7
1. Check that the figures reported for 2007/08 agree to the underlying accounting records and the June Return JR08. Obtain management’s commentary on any inclusions or exclusions, assumptions or changes in assumptions that management believe will have a material impact on the financial projections. 


2. Obtain management’s commentary on the assumptions used where the balance sheet at 31 March 2008 is not consistent with the regulatory accounts. Read the company’s commentary and, where relevant, agree details set out in the commentary to the underlying accounting records or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation.
3. Read the commentary provided by the company and check, where relevant, that any statements made by the company on accounting policies are consistent with the financial projections. 
4. Obtain management’s commentary on the weighted average cost of capital (WACC) and the basis of its calculation.  Check that the basis of the calculation agrees to the component parts of the company’s WACC calculation. Check that the stated WACC has been consistently used in the financial projections and that the basis of calculation is consistent with the framework set out in ‘Setting price limits for 2010-15: Framework and approach’.   The auditor will also check that the tax charges and the capital structure are consistent.
5. Check that the financial indicators disclosed in the table or commentaries have been calculated in accordance with the definitions provided in table B7.1, lines 23 to 26. Also obtain management’s commentary on any differences in calculation. These may arise from the definition of specific loan or bond covenants in company’s debt portfolio. The auditor should check to the accounting records or other supporting documentation the company’s breakdown of the type and principle amount of each investment from which any interest receivable/received is derived and on any amount of dividend that relates to the servicing of any inter-company loans. Document the nature of the accounting records or other supporting documentation. 
6. For the following accounting based ratios 
the auditor should check that the operating profit used is equal to profit on ordinary activities, before interest. Document any difference and recalculate the financial ratios affected by this difference. 
7. Check that dividend cover in line 26, table B7.1 has been calculated using total dividends per the Business Plan. Re-perform the calculation, but substitute ‘total dividends’ for the ‘ordinary dividends’ per the Business Plan. .
8. Check that the opening regulatory capital value is the same as that notified by Ofwat  For any difference, obtain management’s commentary which explains the difference. Read the commentary and, where relevant, agree details set out in the commentary to supporting documentation. Where applicable, document the nature of the supporting documentation.
Operating expenditure

1. In tables B3.3 and B3.4 check that the total operating expenditure reported in line 1 is consistent with that reported in the June return 2008.  Document management’s explanation for any differences and where these explanations are supported by documentary evidence, describe the nature of the supporting documentation.
2. In tables B3.3 and B3.4 check that the adjustments reported in line 2 are consistent with the adjustments reported in the June return 2008 for atypical costs. Document management’s explanation for any differences and where these explanations are supported by documentary evidence, describe the nature of the supporting documentation.

3. At the earliest opportunity, auditors should discuss with the company the nature of the adjustments included in lines 4  (special operating expenditure adjustments), line 5 (adjustments associated with quality programmes), line 6 (adjustments associated with capital maintenance programmes) and line 7 (Adjusted operating expenditure projections) of table B3.3 and B3.4 to determine the appropriate division of duties between the auditor and the reporter, to make the best use of their expertise. It is proposed that the Reporter completes work on lines 5 and 6 and the Auditor on lines 4 and 7. For lines 4 and 7  the auditor will undertake the following procedures, unless it is agreed that specific areas within these lines are to be undertaken by the Reporter, in which case the Auditor should specify which areas these are:
i. Obtain management’s commentary in relation to the underlying assumptions used to determine the projections. Read the company’s commentary and, where relevant, agree details set out in the commentary to the underlying accounting records or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation. 
ii. Where historical figures are used as the basis of the calculations of future projections, check that the figures agree to the historic accounting records or other documents. Where they have been checked back to other documents, list the documents they have been agreed to.
Pensions

In 2003-04 (the base year for the 2004 final determination) companies reported their pension liabilities based on the SSAP24 accounting standard. Therefore the operating expenditure final determination assumption was set based on companies reporting pensions on a SSAP24 basis. In 2005-06, most companies changed to report their pension liabilities based on the FRS17 accounting standard. This impacted on the reported operating expenditure for some companies, as the funding for deficit recovery was no longer included in operating expenditure.

Table B2.1a assesses a company's operating expenditure outperformance against the final determination set at PR04. In order to assess a company's true level of outperformance, their actual costs need to be compared to the final determination on a consistent basis. This means that the revised actual operating expenditure needs to be comparable with FD04 which was reported on a SSAP24 basis. In lines 9 (water) and 25 (sewerage), the company must report the adjustment to its actual costs needed to make its total operating expenditure consistent with FD. 



1. Obtain management’s commentary on the derivation of numbers that are included in lines 9 and 25. Check that these amounts can be agreed back to the underlying accounting records or other supporting documentation. Document the nature of the underlying accounting records or other supporting documentation..
Income

1. Check that the revenues submitted in tables C7.1 and C7.2 for the base year 2007-08 agree to the 2007-08 Regulatory accounts. 

2. Obtain management’s commentary on an explanation of differences between the 2008/09 revenues and the revenues included in the 2008/09 Principal Statement submitted in January 2008. Where relevant, check that differences can be agreed back to the underlying accounting records or other supporting documentation. Document the nature of the underlying accounting records or other supporting documentation.
3. Obtain management explanations for revenue balancing amounts (included in lines 6 to 9 in table C7.4) that report atypical revenue in the base year which is not included in the company's revenue forecasts. Read the Company’s explanation for revenue balancing amounts and check details set out in the commentary to the underlying accounting records or other supporting documentation. Document the nature of the underlying accounting records or other supporting documentation. 
4. Check that the revenue for measured non-households in tables C7.2, C7.3, C7.5 and C7.6 agree back to the billing system or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation.
5. Obtain management’s commentary on the cost of finding and billing properties reported in lines 21 to 23 in table C7.1 and lines 12 to 14 in table C7.4. Read the Company’s explanation and agree details set out in the commentary and table C7.1 and lines 12 to 14 in table C7.4 to the underlying accounting records relating to the billing systems or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation. 
Taxation

1. Obtain management’s commentary on the assumptions used by the Company to prepare the taxation projections and to satisfy the requirements as set out in the guidance in table B7.12. Read the Company’s commentary and, where relevant, agree details set out in the commentary to the underlying accounting records or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation.
2. 
3. Check that the tax assumptions included in the table and the commentary are consistent with the underlying projections submitted in table B7.12. 
4. Provide details of any inconsistencies and quantify the impact on the tax charge.
5. Check that the effective tax rate is consistent with B7.12 and the proposed expenditure programmes set out elsewhere in the submission.  If there is a difference, obtain tax management’s explanation for the difference.
6. Check that the company’s tax information has been correctly extracted from the underlying records. Document the nature of the underlying accounting records or other supporting documentation. Read the Company’s commentary on any notional items included. Where relevant, check such items to supporting documentation. Document the nature of the supporting documentation. 
7. Where agreements with the HMRC are disclosed by the Company for the treatment of projected expenditure for tax purposes, agree the nature of these agreements to supporting documentation. Document the nature of the other supporting documentation. 
8. Check that the figures in table B7.12 agree to relevant figures in parts B1 to B6 of the company's submission and document what each figure included in table B7.12 has been checked to in parts B1 to B6..
9. Check that lines 2 to 12 in block A agree with the total capital programme including IRE and net of grants set out elsewhere in the Company’s submission. In addition, check that the company’s explanation of the types of expenditure included in each line is also consistent with the capital expenditure programme.
10. Check that block D(other deductions and adjustments made in calculating taxable profits) can be agreed to underlying accounting records or other supporting documentation. Document the nature of the underlying accounting records or other supporting documentation. Also obtain the company’s explanation of the items included and, where relevant, agree details set out in the commentary to the underlying accounting records or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation..
11. Check that the average asset lives reported in lines 18 and 19 are the same as those used for depreciation purposes elsewhere in the submission.
12. If the company has included details of the potential movements due to the impact of FRED 29 (Reporting property, plant and equipment borrowing costs) in their commentary, re-perform any calculations and agree to supporting documentation. Document the nature of the supporting documentation.
13. Check that the figures used in the company’s calculation of losses brought forward in the base year has been correctly extracted from the underlying records. Obtain management’s commentary of losses that have been surrendered as group relief from the appointed business in 2005/06, 2006/07 and 2007/08 and a schedule setting out whether the company receives payment for losses surrendered to group companies and, if so, the rate at which payment is made. Read the Company’s commentary and check details set out in the commentary to the underlying accounting records or other supporting documentation. Document the nature of the underlying accounting records or other supporting documentation.
 Accounting charges

Tables B7.3 to B7.11

The auditor should:
1. Obtain management’s commentary on the company’s accounting rules used for depreciation purposes. Check that the company's accounting rules used for depreciation on additions and WIP in the tables and commentary are with the same as those used within the 2007/08 regulatory accounts (with the exception of the use of CCD as opposed to HCD).
2. Obtain management’s commentary on asset lives. Check that the asset lives stated in the tables and commentary agree to those stated within the 2007/08 regulatory accounts. 
3. Obtain management’s commentary on the consistency of historic cost depreciation profile on existing assets. Check the consistency of the historic cost depreciation profile on existing assets and that projected for current cost purposes. 
4. Check that the accrual and prepayments reported in line 16 of B3.5 and line 17 of B3.7 for 2007/08 agree to the amount reported in the 2007/08 regulatory accounts.
MEA revaluation 
Tables B7.13 and B7.14
The auditor should:

1. 
2. Obtain management’s commentary of the results of the MEA valuation that are relevant to the historical cost projections and the specific impact on the HCD projections. Check that each of these impacts can be agreed to the underlying accounting records or other supporting documentation. Where applicable, document the nature of the underlying accounting records or other supporting documentation.
�OFWAT to specify which accounting based ratios are required. in e made] :ditor, ����������������������������������������������������������������������������������������


�It may not be possible for companies to report costs under a SSAP 24 basis as this information is no longer available. We have suggested that using cash information may be more comparable.
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