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Introduction  

Resilience continues to be high on the agenda of water companies as they face into 
multiple future challenges including an unsettled economic environment post Brexit 
and Covid, the cost of living crisis, increasing customer expectations, climate change 
and the drive to deliver a more efficient service. 

At Yorkshire Water, we recognise the importance of financial resilience to our 
customers, equity and debt investors, making this a subject of regular internal 
scrutiny.  We believe fundamentally that a water company should be able to remain 
financially resilient in the long-term and be able to adapt to deal with challenges in 
the intervening period.   

This submission to the Future Ideas Lab provides a financial resilience assessment 
framework covering a full range of factors relevant to a company’s financial 
resilience, which can be considered both objectively and subjectively.  Detail is set 
out in the attached discussion paper, with further points of discussions outlined 
below.   

In undertaking this work, we have sought to provide a common basis of assessment 
that maintains sufficient flexibility for water companies that differ in strategic 
objectives, operational challenges, capital structures and financing arrangements.  
The framework reflects all the key aspects of financial resilience that have and will 
continue to be reviewed at Yorkshire Water by its management with its Board.   

The assessment is broad in scope and requires judgement to be applied when 
reaching conclusions on financial resilience status, as would be done by any 
company for such an assessment. Also, this addresses a concern we perceive across 
the sector that a narrow focus and binary assessment around selected credit ratings 
and gearing (as a percentage of Regulatory Capital Value and not enterprise value) 
can result in companies taking financing decisions that are not necessarily in their 
long-term interests nor those of their customers. 

We believe the key to assessing and responding to financial resilience is through 
greater transparency and an ongoing dialogue rather than introducing further 
measures or protections targeted at selected aspects of financial resilience, which 
could be construed as intervention in the financing decisions taken by companies.  
Ultimately, this should result in a more credible presentation of the resilience related 
decisions, taken by water companies and Ofwat, to all external stakeholders and 
benefit customers in the long-term. 
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Defining financial resilience 

The general definition of resilience appears well established for water companies as: 

“….the ability to cope with, and recover from, disruption and anticipate 
trends and variability in order to maintain services for people and 
protect the natural environment now and in the future” 1 

This was described as an “in the round” approach combining corporate, financial, 
and operational resilience.  Resilience was a key theme of PR19 and clearly continues 
to be for PR24, expressed as these three interdependent resiliencies being 
maintained in the long-term.  

Financial resilience was defined as the extent to which financial arrangements 
enable an organisation to avoid, cope with and recover from disruption.  Within this 
context, there has been reference to Long Term Viability (‘LTV’) statements and 
financeability assessments of business plans.2 

We believe the above definitions hold true but their application or justification for 
further regulatory protection could be set out more clearly and take account of the 
differing profiles of water companies and their financing arrangements. 

Also, when defining financial resilience, it is necessary to be clear on its form as there 
is often reference to companies maintaining a strong ‘equity buffer’. Robust balance 
sheets are important but alone do not translate into increased financial resilience 
when considering the possible impact on interest costs or the ability to access 
liquidity during a period of stress.  At Yorkshire Water, we hold the firm view that the 
prime focus of financial resilience should be on the strength of cashflow generation 
and its strong link to the ability to secure access to short- and long-term liquidity 
when needed by a company. 

Finally, the timeframe for assessing financial resilience requires careful consideration 
as a lot of information published for the sector is solely historical and/or looks 
forward for a limited period.  Water companies are truly long-cycle businesses where 
management decisions and external events can each have impacts well into the 
future.   

Therefore, it is important to look both backwards and forwards for a suitable period 
to be able to properly evaluate financial resilience. It appears wholly reasonable that 

 
1 ‘Resilience in the round’, Ofwat (Sep 2017) 
2 ‘Delivering Water 2020’, Ofwat (Dec 2017) 
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consideration has to be given to periods longer than the five years covered by a price 
review, which is usually the longest period for projections published by credit ratings 
agencies.  

 

A full assessment framework 

During the past year, Yorkshire Water has worked with Interpath Advisory (‘Interpath’) 
on an assessment of its financial resilience for AMP7, which has been shared and 
discussed with Ofwat as part of the company’s ongoing engagement with its 
economic regulator.  This has evolved into a fuller framework and been updated to 
include current projections for AMP8 that have been used in the assessment of LTV.  

At the same time, we have worked with Interpath to develop a generic assessment 
framework, based on comparable reviews for other financial and regulatory bodies, 
which could be applied by any water company for the purpose of their own 
assessment.  This is presented in the attached discussion document. 

This assessment framework has a broad scope that is represented by six segments 
as follows:  

• Profit and cash generation 

• Governance and controls  

• Liquidity and debt servicing 

• Equity and investors 

• Financing profile and structures 

• Other relevant factors (e.g. pension schemes and stakeholder relationships) 

The weighting of assessment between these segments is left to be judged as 
appropriate by an individual company and its Board.  However, we believe it is widely 
acknowledged that strong financial resilience will result principally from sustainable 
profit and cash generation, coupled with the ability to access short- and long-term 
liquidity and supported by robust governance and controls.  

Each segment of the assessment is broken down into key factors. A series of key 
questions and illustrative measures have been used to determine the assessment 
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for each segment.  This rigorous approach ensures all aspects of financial resilience 
are covered in detail, which then underpins the integrity of the overall assessment 
for a company. 

As noted earlier, it is important that an assessment considers both historical and 
forecast performance to understand trends in financial resilience over an 
appropriate period and the impact of management actions. These actions may arise 
as a result of implementing plans to deliver strategic objectives or in response to 
externally driven changes (e.g. economic, regulatory, markets).   

Therefore, we believe an assessment should look far enough back to provide 
sufficient context for reviewing a forecast period to evaluate financial resilience fully. 
Our approach to date in AMP7 (2020 – 2025) has been to consider the impact of 
management actions taken in AMP6 (2015-2020), considered initially in PR19 business 
plans, and to look forward through to 2030 in line with the current duration of our 
annual LTV review.  We would expect a full update once there is greater clarity on the 
direction of PR24, which would shift focus on to the completion of AMP7 and 
preparation for AMP8 (2025-2030) as PR24 business plans are drawn up for 
submission to Ofwat in 2023. 

As can be seen from the above, the application of the assessment framework is not 
wholly prescriptive and allows a company the opportunity to determine how best the 
framework can be used to assess financial resilience.  The framework does 
incorporate hard metrics but, ultimately, it is a judgement that is reached with an 
integrity supported by the depth and period of an assessment. 

 

Conclusions 

Financial resilience is a matter of interest to all stakeholders and should be as 
complete an assessment as possible from the information available to a company, 
its performance track record and the timescale chosen for an assessment. The 
framework presented in the attached discussion document seeks to provide a 
consistent approach for water companies that could be used alongside annual 
reporting requirements as a health check and similarly for the preparation of PR24 
business plans. 

It is appreciated that forecast information is market sensitive for those companies 
with listed equity and/or debt.  At Yorkshire Water, we publish bi-annually key credit 
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metrics for an AMP 3, i.e. currently out to 2024/25.  Whilst these metrics are only one 
part of the assessment framework they are underpinned by the sustainability of profit 
and cash generation, relying on strong governance and controls.  We believe this 
level of transparency would be beneficial for companies and an incentive to 
maintain continual scrutiny of financial resilience. 

We agree with Ofwat’s objective that water companies should demonstrate that they 
are maintaining resilient capital structures and financing arrangements.  The 
assessment framework presented here has been drawn up with this in mind and 
seeks to provide a tool that can be used by both companies individually and by 
Ofwat when it considers the resilience levels across the water sector.  We will 
welcome the opportunity for further engagement on this topic and our ideas set out 
in this paper. 

 

 
3 See investor reports and covenant certificates at 
https://www.keldagroup.com/investors/document-library/yorkshire-water-investor-
report-and-compliance-certificates/  
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Introducing Interpath
Interpath Advisory (Interpath) is a financial advisory business with a 
broad range of specialisms. It was formed in May 2021 following the 
sale of the restructuring team from KPMG. With nearly 600 staff, 
Interpath is the largest independent restructuring and financial 
advisory firm in the UK.

Advising organisations and their stakeholders in matters of financial 
resilience is a core element of our work at Interpath.

We have considerable experience in working with organisations across 
a wide range of sectors including financial services, infrastructure, 
manufacturing, retail, utilities and many others. 

We work with a wide range of clients and stakeholders including 
corporates, investors, lenders, government organisations and 
regulators. For example, our long standing and extensive work with the 
Pensions Regulator over the last 10-15 years which has helped shape 
the current approach to covenant assessments. 

As we work in the world of restructuring on a day to day basis, we have 
developed a very deep, practical and commercial view of financial 
resilience.

2
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Introduction
The Water Act 2014 included a statutory duty for Ofwat to “further the resilience objective”, formalising an existing responsibility held by the 
Regulator and appointed companies. To date this has been accomplished via:

• Increased requirements on companies, such as the requirement to maintain Investment grade credit ratings with guidance suggesting this 
be at a level two notches above minimum should be targeted;

• Increased reporting requirements on companies such as the production of a long term viability (LTV) statement; and 

• Summary industry report ‘Monitoring financial resilience’ which is published annually. 

Our understanding is that a primary focus of the above is centered on the financial structure and current financing of a company in the sector. 

In 2017, this approach was challenged by Ofwat leading to the publication in 2017 of the “Resilience in the Round” report, in which a broader 
view of resilience was outlined. There continues to be a live debate between Ofwat and the water companies around financial resilience, 
recently leading to the discussion paper, “Financial Resilience in the water sector”, published by Ofwat in December 2021. 

In October 2021, Interpath was invited by Yorkshire Water Services Limited (YWS) to support the development of a framework with which 
financial resilience at YWS could be assessed. 

On completion of this work, YWS requested that we adapt the framework to produce a proposed company agnostic framework applicable to the 
wider water sector, and used by companies to help assess financial resilience as part of their broader governance arrangements. The specific 
purpose of this work is to: 

• Contribute to the current consultation between Ofwat and the water companies as to what constitutes financial resilience and how Ofwat 
can gain a consistent, yet tailored insight into the financial resilience of the water companies, individually and as a collective; 

• Demonstrate that a reliable assessment is achieved by considering the company’s financial arrangements and performance ‘in the round’; 
and

• Further the on-going discussion around financial resilience by outlining a broader view which takes into account a full range of resilience 
factors and considers relevant frameworks utilised in other sectors.

This work has been based on our definition of financial resilience as ‘a company’s ability to anticipate, withstand, adapt and recover from 
disruption, both known and unknown, in order to maintain service and continue to meet the needs of customers and other stakeholders in the 
immediate and longer term.’ 
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Our approach 
Our approach in developing the framework is grounded in our experience as restructuring industry professionals. It is shaped by our 
understanding of operators in this sector, experience of working with regulated entities and as advisors to a wide range of financial and regulatory 
stakeholders. The framework is designed to outline a holistic approach to evaluating the overall financial resilience of a company. It draws and 
builds upon existing assessments of financial resilience, such as those produced by the water companies, Ofwat, credit ratings agencies and 
others. The aim is that a broad and consistent view of financial resilience can be developed and one that provides a degree of comparability 
across the sector. The framework considers the key factors, that from our experience have a material impact on financial stability.  Depending on 
circumstances, elements of the framework may have more prominence than others – and this position may change over time.  The key elements of 
the framework are:
• Profit and cash generation;
• Liquidity and debt servicing;
• Financing;
• Equity / Investors;
• Governance and controls; and
• Other factors including stakeholder trust and confidence.
Each element evaluates the key relevant factors against questions designed to test both measurable data points and more subjective (but equally 
important) elements. Each factor is assessed in the context of the perceived risk of pressure on the company in respect of cash flow pressures (the 
most common driver of entity stress and distress and therefore a key focus area in the framework), stakeholder pressure (i.e. covenant breach) and 
balance sheet instability (usually a precursor to the above challenges as opposed to a driver in its own right). The overall assessment relies on a 
transparent, balanced view of all elements of the framework. These factors are evaluated through the lens of governance and control, including 
how stakeholder’s trust and confidence influence the present position and in the longer term.

It is important that a consistent evaluation approach is adopted throughout the framework, which has been designed in line with comparable 
reviews undertaken for other financial and regulatory bodies, for example that used to assess employer covenant strength by The Pensions 
Regulator. The framework is designed to evaluate the financial resilience of the company, so that identified risks can be managed and mitigated 
with the aim to improve financial resilience across all segments. 

It is also informative to consider trends in financial resilience over time – both historical and projected. This assessment is enabled by the 
consistency provided by this framework.  We trust that this discussion paper contributes constructively to the on-going debate around financial 
resilience.



© 2022 Interpath Ltd. All rights reserved.

Document Classification: Confidential
5

Financial resilience framework
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Profit and cash generation
Sustainable profit and cash generation is the cornerstone of financial 
resilience and is therefore the recommended starting point for 
assessing financial resilience. 
Overall profitability levels, the conversion of that profit into cash and 
trends over time provide strong indicators of resilience, now and into 
the future. As such, they also act as useful leading indicators. The 
achievement, stability and predictability of revenues and costs identified 
via trend analysis, are key factors to consider. 
The more stable and predictable cash flows are, the greater the ability 
to accurately forecast future performance. In turn, these factors enhance 
the ability to anticipate and manage the financial position going 
forward.
Robust forecasting, together with sophisticated sensitivity analysis also 
enhance the ability to anticipate, avoid or adapt to emerging challenges.
ODIs, other penalties and exceptional events can have a material impact 
on profitability and cash generation. These costs may not be included in 
the forecast and are not as predictable as general operating costs. 
Exposure to these events is typically assessed via sensitivity analysis 
based on historic trends and other relevant information.
Comparable performance across the sector and trends over time will 
also provide useful insight into this segment. 

Key factors

Revenue

Cost (Operational & Capital)

EBITDA

ODIs / Penalties

Exceptional items

Cash generation

Key questions
What is the overall level of 

profitability and cash generation?

How strongly does operating profit 
convert into cash flow?

How strong is the ability to forecast 
performance accurately?

To what extent do ODIs, exceptional 
items and penalties impact cash and 

profit?

How well understood and quantified 
are sensitivities?

How does the business compare to 
its peers?

What are the trends over time?

What is the long term exposure to 
the key factors?

Segment rationale
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Liquidity and debt servicing
Businesses fail when they run out of cash. Therefore, cash and readily 
accessible sources of liquidity are critical elements of financial 
resilience, enabling an organisation to absorb short-term fluctuations in 
performance or unexpected cash requirements.
The ability to service debt (interest, capital and other obligations) and 
meet financial covenants are important elements of financial resilience 
as failure to do so would lead to financial stress and instability. 
Debt servicing costs can be a considerable burden on cash flows and 
therefore ensuring long-term affordability (also assessed in other 
framework segments) is a key element of financial resilience.
The regulatory mechanism offers in-built support and mitigation to 
protect the operating company in a potential default scenario – not 
many sectors enjoy this protection. However, whilst supporting financial 
resilience in the short term, the very need to utilise this protection is 
likely to create significant stakeholder concern and potential financial 
stress in the wider group.
Derivatives are a standard form of financial risk management and are 
extensively utilised in the water sector. However, in some cases these 
have proven to result in material and long-term out-of-the money 
positions due to external macro-economic impacts outside of a 
company’s control. These positions need careful management and can 
introduce additional debt servicing costs. 

Key factors

Cash reserves & liquidity

Debt servicing

Covenant compliance

Derivative use and exposure

Key questions
Are there strong controls and cash 
management processes in place?

Is there sufficient cash, committed debt 
facilities and headroom to meet 

upcoming financial commitments?

Do covenants exist and are they 
appropriate for the business / type

of lending?

Is there sufficient covenant
headroom over the period – after 

trading sensitivities?

What would be the impact of a
covenant trigger or breach?

Is there an exposure to financial 
derivatives and how is this managed?

Has a default scenario been considered? 
What is the potential impact?

What is the long term exposure
to the key factors?

Segment rationale
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Financing
In the water sector, the ability to raise funds to invest in long term 
capital projects and to refinance maturing debt is an important 
corporate activity, and key to medium to long-term financial resilience. 
Therefore, upcoming financing requirements form part of the resilience 
assessment.
Gearing must be kept at a level sustainable for the operating company 
to ensure that existing debt can be serviced, new debt can be accessed 
and stakeholder confidence and trust is maintained.
Factors that influence a company’s ability to raise funds include:
• Market appetite – a strong market appetite for a particular sector, or 

company is an external indicator of financial resilience. Market 
appetite is a leading barometer to the external assessment as to the 
company’s default risk reflected in debt raise uptake and pricing. 

• Credit ratings – this could have a direct impact on the ability to raise 
new finance and cost of debt. Credit ratings are also incorporated 
into the financing and covenant structures and therefore play a 
significant role in financial resilience.

• Financing structures – (e.g. a WBS) together with a clear treasury 
policy and financial strategy will support a company’s ability to raise 
finance swiftly and cost efficiently. The existence of these policies, 
and adherence to them demonstrates robust governance which is 
necessary for strong financial resilience. 

Key factors

Debt maturity profile

Gearing levels

Market appetite

Credit rating

Financing structures

Key questions
Is there a sufficient spread of the 

maturity profile of debt both internally 
and compared to the wider sector?

Is the Company able to refinance or 
repay maturing debt?

Is there sufficient market appetite
for water sector debt?

What are the current and future 
positions of the rating agencies?

What is the risk and impact of the 
agency ratings on the ability to raise 
finance and licence requirements?

How does the finance structure
impact financial resilience?

What is the long term exposure
to the key factors?

Segment rationale
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Equity/Investors
Equity investors can play an important role in the financial resilience of 
a business. If required, they can be called upon to support the operating 
company to resolve issues in a stressed or distressed scenario, or can 
be used to fund long-term strategic projects.

In such circumstances, the ability and willingness of equity investors to 
meet funding requirements or strengthen the balance sheet is an 
important consideration.

Dividend policy and practice is also a key factor to be considered. 
Dividends from the operating companies may be issued either as part of 
an “internal”, intra-group funding arrangement or as “external” returns 
to investors. Either type represents a cash outflow from the operating 
company and therefore consideration must be given to their 
affordability and impact on overall financial resilience. 

The expectations of equity investors and intra-group funding 
requirements, together with the dividend policy and related governance, 
should be understood and considered as part of the overall financial 
resilience assessment. 

Key factors

Strength and appetite to support

Dividend requirements and 
expectations

Dividend policy and governance 
controls

Key questions
What is the financial position of 

the investors?

Is there a willingness from investors to 
support the company? 

Is there a dividend policy and does
it consider financial resilience?

Is there a requirement to pay dividends 
internally in order to service debt?

Is the dividend policy sustainable?

Does track record and decisions
made align to the dividend policy?

What is the shareholder risk appetite –
how does this impact other factors in 
the financial resilience framework?

Segment rationale
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Governance and control
Robust governance and control processes are vital in maintaining strong 
financial resilience in a business.

Compared with other sectors, the water industry has a high degree of 
regulatory oversight that brings significant levels of governance, control 
and a significant degree of transparency.

The regulatory framework is applied on a consistent basis across the 
sector and elements can contribute directly towards financial resilience. 
We note particularly the in-built protections of the operating companies 
and also the re-engagement between key parties on financial resilience. 

It is also important to consider the extent to which the external 
regulatory governance is matched and enhanced by internal governance 
arrangements. 

This segment includes the evaluation of the strength and robustness of 
financial controls, long term viability assessments and the application of 
polices around financing and dividends. Weakness in these areas is 
likely to be a risk to financial resilience. 

While identified as distinct in the framework, each segment of the 
framework should consider the governance and control environment 
relevant to the key factors in the assessment of financial resilience. 

Key factors

Regulatory framework and its 
application

In-built protections of the OpCo

Internal governance and control

Adherence to Ofwat and internal 
policies

Key questions
Are there robust governance and

control policies and procedures in 
place? How are they enacted

in practice?

How does the regulatory oversight
and scrutiny impact
financial resilience?

To what extent does best practice
in the company align to Ofwat

policies and recommendations?

Is there a robust financial resilience 
policy?

How does the regulatory ringfence
protect the OpCo?

Segment rationale
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Other considerations
Other factors that may impact financial resilience include:

• Defined benefit pension scheme 

A defined benefit pension scheme increases the company’s exposure to 
future liabilities which could impact financial resilience, especially if the 
scheme is in a deficit position. The scheme may require a significant 
amount of funding and lead to a financial strain on the business for a 
number of years. 

• Other group activities, and structure of the wider group 

This could draw management time and focus away from its core 
operations. If the other activities are not performing well they could 
require financial support from the core business (risk of leakage). Other 
activities may also have a different risk profile to the core business 
which should also be considered in this assessment.

• Stakeholder relationships 

The support of key stakeholders is critical to financial resilience. 
Therefore maintaining a healthy relationship and regular dialogue is key 
to securing stakeholder support and maintaining trust and confidence. 

There may be other key factors specific to a company, that may vary 
across the sector. This segment enables the inclusion of these factors to 
ensure a holistic assessment of financial resilience is undertaken. 

Segment rationale Key factors

Pension scheme

Other group activities

Stakeholder relationships

Key questions
Does the company have a defined 

benefit pension scheme?

Could the pension scheme represent a 
significant financial burden on the 

business?

What is the long term exposure to 
financial resilience in relation to the 

pension scheme?

Could other group activities adversely 
impact financial resilience?

Do other group activities draw 
Management time and focus?

Is there any exposure to non-regulated 
or business activities with different risk 

profiles?

Does the company have a strong 
relationship with its key stakeholders?



Illustrative measures
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Illustrative measures to assess financial resilience
We have considered a range of illustrative measures for each of the key factors outlined in the framework. These are outlined in the 
following pages. Further consultations with the water sector will be required to agree a consistent set of defined measures and 
parameters, however we trust that these illustrative measures help to advance the on-going debate.
Each measure is evaluated in terms of its impact on financial resilience, illustrated as: 

Strong – net contributor to the company’s financial resilience. 
Neutral – does not contribute to nor detract from financial resilience. 
Challenging – a factor that detracts from financial resilience. 

Each segment is provided with an overall, balanced assessment, considering all of the key factors of the segment at the time of the 
assessment. 
Where appropriate, we have considered objective measures such as revenue volatility; cash conversion ratio or gearing. Other 
measures are qualitative in nature, both types of measure require a degree of subjectivity in assessment. Individually each 
measure, particularly quantitative measures, require context which is tailored to the individual company. Both quantitative and 
qualitative are considered equally as important to the assessment.
The use of consistent measures and assessment basis such as this framework will enable a high level benchmarking against other 
companies in the sector. 
The weighting applied to each illustrative measure may vary depending on the company being assessed. Therefore, a subjective 
view is required to conclude on each segment and the overall assessment of financial resilience. 
The assessment framework becomes powerful when the consistent methodology is applied over time – considering trends in 
individual factors (both historical and future) and also how resilience changes from one assessment to another. This approach has 
been successfully developed in other regulatory environments and has been instrumental in shaping corporate and regulatory 
responses to emerging issues.
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Profit and cash generation
Segment Key factor Illustrative measure Illustrative assessment

Profit and cash 
generation

Revenue
I. Revenue trend and volatility (historic & 

forecast) 
II. Forecast accuracy

Cost (Operational & Capital) I. Cost trend and volatility (historic & forecast) 
II. Forecast accuracy

Operating profit Operating profit % of Revenue

ODIs / penalties I. Scale
II. Exposure – Sensitivity analysis

Exceptional items I. Scale
II. Exposure – Sensitivity analysis

Cash generation Cash conversion EBITDA ratio 
(before dividends and debt service costs)

Long term outlook Forecast trends in factors above

Overall assessment Strong / Neutral / Challenging

% % %

0.4 0.7 1
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Liquidity & debt servicing
Segment Key factor Illustrative measure Illustrative assessment

Debt servicing and 
liquidity

Cash and liquidity I. Liquidity headroom
II. Cash commitment cover (period in months)

Covenant compliance I. Existence and compliance
II. Covenant headroom

Debt servicing Cash cover for interest payments (debt 
repayment covered in financing)

Derivatives

I. Existence
II. Current position
III. Mandatory break exposure
IV. Management track record

Overall assessment Strong / Neutral / Challenging

£ £ £
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Financing
Segment Key factor Illustrative measure Illustrative assessment

Financing

Debt maturity profile I. Spread of debt maturity profile
II. Liquidity available to repay maturing debt

Gearing levels Gearing ratio

Market appetite for new debt

I. Uptake of recent bond issuances (company 
and wider sector)

II. Number of recent successful transactions 
in the market

III. Other external market appetite indicators

Credit rating agencies I. Credit ratings (level and trends)
II. Headroom above minimum threshold

Financing structure Extent to which financing activities are enabled 
by any financing structures

Overall assessment Strong / Neutral / Challenging

£ £ £
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Equity / Investors
Segment Key factor Illustrative measure Illustrative assessment

Equity / Investors

Strength and appetite to support I. Financial strength 
II. Willingness to support

Dividend expectations I. Dividend obligations
II. Materiality

Dividend policy and governance controls
I. Clarity of dividend policy 
II. Reflective of financial performance 
III. Track record of adherence

Overall assessment Strong / Neutral / Challenging
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Governance and control
Segment Key factor Illustrative measure Illustrative assessment

Governance and 
control

Regulatory framework and its application

I. Existence of resilience measures in the 
regulatory framework

II. Any company specific factors that impact 
on the effectiveness of the regulatory 
framework

In-built protections of the OpCo Existence and operation of any in-built 
protections

Internal governance and control
I. Existence of strength of internal 

governance and control processes
II. Track record of adherence

Adherence to Ofwat and internal policies Strength of alignment

Overall assessment Strong / Neutral / Challenging
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Other considerations
Segment Key factor Illustrative measure Illustrative assessment

Other
considerations

Pension scheme exposure & management

I. Existence of defined benefit pension 
scheme

II. Deficit value
III. Investment risk strategy

Other Group activities I. Exposure to unregulated activities 
II. Materiality

Stakeholder relationships Status per key stakeholder

Overall assessment Strong / Neutral / Challenging

£ £ £
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Conclusion & recommendations
Conclusion
• This framework seeks to provide a consistent methodology to evaluate the overall financial resilience of a company within the

water sector. It draws upon existing financial resilience assessments within and external to the sector, as well as our own 
experience as restructuring professionals. 

• The framework seeks to develop a broad and holistic assessment of financial resilience by the inclusion of subjective 
assessment alongside objective, quantitative metrics. This framework is designed to take into account both past and future 
trends throughout the assessment. The weighting applied to each segment and corresponding key factor should be tailored to 
the specific company under review to form an overall view on that company’s current financial resilience strength. 

• In order to facilitate the evaluation of financial resilience on a consistent basis and to enable a degree of comparability across 
the sector, we have included a set of Illustrative measures across each segment. However, further consultations with water 
sector stakeholders is required to ensure that the measures and parameters are appropriately defined and consistently applied. 

Recommendations
• We recommend that further consultation is undertaken with the wider water sector, including Ofwat to define and agree 

appropriate measures and parameters available for use in an assessment using this framework. This should be sufficiently 
consistent to allow assessment of financial resilience across the sector, but with flexibility to support a tailored assessment. We 
would be happy to participate in this debate.

• Due to the five year cyclical nature of the price determination period, any assessment of financial reliance is impacted by 
uncertainty beyond the existing price determination period. We would therefore, recommend that an assessment under this 
framework is undertaken at least twice during each five year cycle. 

• We would also recommend that suitably qualified professional advice is sought before undertaking an assessment of financial 
resilience under this framework. This is important for the company to obtain independent challenge and an external perspective, 
it will also support consistency of application across the sector. 
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Interpath contacts
Key contacts at Interpath advisory in connection with this discussion document are: 

Kenny McKay
Managing Director

Kenny.McKay
@interpathadvisory.com

Gareth Williams
Managing Director

Saiful Khan
Associate Director

Gareth.Williams
@interpathadvisory.com

Saiful.Khan
@interpathadvisory.com

Rebekah Ingham
Associate Director

Rebekah.Ingham
@interpathadvisory.com

Find out more information about our work at Interpath at https://www.interpathadvisory.com/ 
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The information contained herein is of a general nature and is not intended to 
address the circumstances of any particular individual or entity. Although we 
endeavour to provide accurate and timely information, there can be no guarantee 
that such information is accurate as of the date it is received or that it will 
continue to be accurate in the future. No one should act on such information 
without appropriate professional advice after a thorough examination of the 
particular situation.

© 2022 Interpath Ltd. All rights reserved.
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