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Overview 

This document sets out the details of the draft determination of price controls that are 

specific to Cholderton & District Water (Cholderton Water). Our draft determination is 

based on Cholderton Water’s business plan as submitted on 30 May 2014.  

IN 13/18: ‘2014 price review – setting price controls for Cholderton and District Water 

for 2015-20’ set out the approach that we said we would take to how we set price 

controls for Cholderton Water for the 2014 price review (PR14). Specifically, we 

confirmed that we would: 

 not set separate wholesale and retail controls and, as a result, not use the 

average cost to serve or default tariff approach that form the basis of the retail 

controls for larger companies; and 

 set a simplified control for Cholderton Water, using a process that includes a 

simpler business plan and a different approach for assessing its plan (from 

our ‘risk-based review’ of other companies). 

Our approach reflects the size of the company and our objective of applying the 

principles of best regulatory practice to be transparent, accountable, proportionate, 

consistent and targeted. This draft determination sets out the draft allowed revenues 

and K factors for Cholderton Water, along with what they mean for average customer 

bills. It also includes interventions that we have made to protect the interests of 

customers.  

Next steps 

Cholderton Water, along with other stakeholders, now have the opportunity to 

comment on this draft determination and the approach we have adopted in reaching 

our draft decision by 10.00 am on 31 October 2014. This timescale is the same 

timescale that we have allowed for representations on all other companies’ draft 

determination. We will consider carefully all of the representations ahead of making 

our final determination in December 2014. 

  

http://www.ofwat.gov.uk/pricereview/pr14/pr14publications/prs_in1318pr14chl.pdf
http://www.ofwat.gov.uk/pricereview/pr14/pr14publications/prs_in1318pr14chl.pdf
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1. Draft determination – at a glance 

In this section, we set out what the draft determination (DD) means: 

 for customers, with respect to the average bills they will pay and the 

outcomes that the company will deliver in return; and 

 for the company, with respect to the allowed revenues it may recover, the 

costs/expenditure it may incur and the interventions we have made. 

Summary of interventions 

Outcomes Costs and revenues 

We have added performance commitments to 

the company’s proposed outcomes. 

We have applied a 6% efficiency challenge to the 

cost forecasts made by Cholderton Water. This has 

resulted in a reduction in the allowed revenues over 

the period 2015-20. 

Weighted average cost of capital (WACC) 

We have applied a WACC of 3.85% against the cost of Cholderton Water’s borrowing – in this case, a 

bank overdraft.  

Table 1  Average water bills and K factors (2012-13 prices) 

K factors (%) 

  2015-16 2016-17 2017-18 2018-19 2019-20 

Company plan 3.6 -0.1 -0.1 -0.1 -0.1 

Ofwat draft determination -2.2 -0.5 -0.3 -0.3 0.02 

Average bills – company plan (£) 

Unmetered household 229 229 229 230 230 

Metered household 179 179 179 179 178 

Total average household bill 212 212 211 211 210 

Average bills – Ofwat draft determination (£) 

Unmetered household 211 209 209 208 208 

Metered household 169 169 169 168 168 

Total average household 197 195 194 193 193 
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Table 2  Revenue forecast  

Area of 

challenge 

Business 

plan 

Our 

challenge 

Draft 

determination 

Business 

plan 

Our 

challenge 

Draft 

determination 

2012-13 prices 2014-15 prices 

£ £ £ £ £ £ 

Operating 

costs – 6% 

efficiency 

challenge 

972,538 58,352 914,186 1,028,110 61,687 966,423 

Bank interest 

– 3.85% 

11,835 2,531 9,304 12,511 2,676 9,836 

Total 

challenge 

 60,883   64,362  

Revenue 

reconciliation 

(includes 

ancillary 

 

£ 

  

£ 

 

Business 

plan 

 1,020,576   1,078,893  

Challenge  60,883   64,362  

Draft 

determination 

allowed 

revenue 

 959,693   1,014,531  

Table 3  Capital expenditure 

 2015-16 2016-17 2017-18 2018-19 2019-20 Total  
2015-20 

Company view 31,046 17,141 14,804 2,384 14,397 79,772 

Ofwat DD 29,183 16,112 13,916 2,241 13,533 74,985 

Table 4  Operating expenditure 

 2015-16 2016-17 2017-18 2018-19 2019-20 Total  
2015-20 

Company view 191,513 192,500 193,378 199,704 195,442 972,538 

Ofwat DD 180,023 180,950 181,775 187,722 183,716 914,186 
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Table 5  Outcomes, performance measures and performance commitments 

Outcome Performance 

measure 

Reference year 

2014-15 

Performance 

commitment 

Performance  

level 2019-20 

Maintaining water 

quality 

Mean zonal 

compliance 

100% 100% 100% 

Leakage 

reduction 

Leakage in Ml/d 0.24 0.22 0.17 

Implementation of 

water efficiency 

measures 

Meter penetration  31.9% 37.2% 49.5% 

Household per 

capita 

consumption in 

l/head/day 

172 171 165 

Limited 

infrastructure 

improvements 

Number of supply 

interruptions 

0 0 0 

Number of pump 

breakdowns 

0 0 0 
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2. Assessment of Cholderton Water’s business plan 

2.1 Costs and expenditure 

In this section, we set out our assessment of the proposed costs and expenditure 

included within Cholderton Water’s business plan. 

2.1.1 Capital expenditure 

In line with our commitment to setting a simplified control for Cholderton Water, we 

have not utilised the cost models used for other companies to determine its cost 

threshold. Instead, we have assessed the extent to which the company’s plan 

provides a clear justification for the most material items of capital expenditure and 

areas of significant variance compared with the 2010-15 period. We have used a 

common set of criteria to assess the quality of the evidence provided, which is 

described in ‘Setting price controls for 2015-20 – policy and information update’.  

Overall, we are satisfied that the company has clearly explained the basis of its 

capital expenditure forecasts and note that, overall, it is forecasting a reduction 

compared with its expenditure in 2010-15.  

A key factor in the company’s plan is a solution to address the rising levels of nitrates 

within its water supply. If the nitrates issue is not addressed, the water quality from 

Cholderton Water’s boreholes could, in time, potentially breach drinking water 

standards. The company has considered potential solutions to address this issue, 

including importing bulk supplies from neighbouring companies and using alternative 

boreholes. These alternative solutions have proven to be unsuccessful and so the 

company has instead chosen to install a small-scale nitrate removal plant, which it 

will lease for the period 2015-20 and until such time that longer-term solutions take 

effect. 

The company considers that a catchment management programme, whereby focus 

is placed on a 10% capture zone and a reduction in the nitrate loading of the 

discharge from the sewage treatment works at Tidworth and Shipton Bellinger, is the 

best long-term option. However, due to the uncertainty of a satisfactory and timely 

outcome to the change of discharge consents at the sewage treatment works, there 

remains a potential risk to drinking water quality at Cholderton Water. Therefore, the 

company has decided that it would be irresponsible to rely on just this option until at 

least 2020. 

http://www.ofwat.gov.uk/pricereview/pr14/pap_pos140404pr14policy.pdf
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This requirement for a nitrate removal plant constitutes the most material and 

atypical area of investment during 2015-20. Therefore, we have carried out a more 

detailed review of the quality of evidence provided for this investment, but 

considered the proportionality of Cholderton Water in this, which we have 

summarised below.  

 The company has demonstrated a clear need, which is supplemented by a 

statutory notice from the Drinking Water Inspectorate (DWI) and confirmation 

from the company’s customers that they agree that action is required to 

address the nitrate levels in the short term, until the catchment management 

solution delivers the equivalent benefits. 

 The company has carried out a satisfactory options appraisal and it has 

clearly set out the reasons for the chosen option, which appear reasonable. 

 The company has provided evidence to support the cost estimate, which 

appears robust and we also note that it is only recovering a proportion of the 

cost through customers’ bills, with the remainder to be financed through third 

party contributions.   

2.1.2 Operating expenditure 

We have considered all of the company’s projections for base operating expenditure 

submitted in its financial forecast for 2015-20. The RPI +/- K framework ensures that 

the company’s revenues will compensate for general changes in costs incurred by 

the economy as a whole.   

In its projections, the company forecast that a number of costs will increase above 

RPI over the 2015-20 period. As set out above, our PR14 approach to Cholderton 

Water has not included the use of cost models to determine cost thresholds. 

However, on average, these cost models suggest an efficiency challenge of 6%. 

Therefore, in line with our approach to other companies we have applied this level of 

efficiency challenge to our draft determination. This reduces the operating cost 

allowance by £58,352 to £914,186. 

2.2 Outcomes and performance commitments 

Cholderton Water proposed four key outcomes to its customer challenge group 

(CCG) for the 2015-20 period. The company provided sufficient evidence, given its 

scale, in its business plan that it engaged effectively with its customers and that its 
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proposals received a high degree of customer acceptance. In its report, the CCG 

expressed its support for Cholderton Water’s business plan and acknowledged that 

the company had taken into account the views of its customers in its development. 

The company’s outcomes, performance measures and performance commitments 

are shown in table 5 above. Performance levels have been taken from information 

stated in the company’s draft water resources management plan or business plan, 

and the company has also confirmed them.  

Although the number of performance measures is limited, they are well focused in 

that they cover the areas of high priority for the company’s customers. It includes 

interruptions, leakage, unplanned breakdowns and water quality, which provides a 

good coverage of asset health and thus provides assurance that assets are being 

maintained, which also coincide with the measures most used by other companies1. 

The company’s performance in these areas shall be monitored alongside the 

reputational service incentive implemented for small companies2, allowing it to 

monitor and review its performance in five years’ time. 

The company has not proposed any outcome delivery incentives and this is 

consistent with IN 13/18. 

2.3 Reconciling 2010-15 performance 

In ‘Setting price controls for 2015-20 – final methodology and expectations for 

companies’ business plans’ (our ‘final methodology statement’), we confirmed that 

we would make appropriate adjustments to allowed revenues for 2015-20, to reflect 

companies’ actual performance, costs and revenues when compared to our 2009 

price review (PR09) assumptions. Consequently, this section sets out the draft 

determination adjustments to 2015-20 price controls resulting from Cholderton 

Water’s actual performance during the 2010-15 period.  

                                            

1
 Of the ten most popular measures for wholesale water, four are applied to Cholderton Water while 

three are not applicable. 
2
 ‘Small companies’ is defined as Cholderton Water and the five new appointees – Albion Water, SSE 

Water, Peel Water Networks, Veolia Water Projects and Independent Water Networks Ltd. 

http://www.ofwat.gov.uk/pricereview/pr14/prs_web201307finalapproach
http://www.ofwat.gov.uk/pricereview/pr14/prs_web201307finalapproach
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We have concluded that the company’s actual performance was consistent with our 

PR09 assumptions and, therefore, no adjustments are necessary. 

2.4 Financial issues 

As we set out in our final methodology statement, one of our statutory duties is to 

ensure that an efficient company is able to finance its functions, in particular by 

securing reasonable returns on its capital.  

Cholderton’s business plan is not based on a regulatory capital value, it instead 

shows a profit/loss forecast and balance sheet projection using its cost projections 

and projected overdraft interest payments. We accept that the company’s close 

association with the Cholderton Estate enables the business to access finance from 

commercial banking sources, and the capital expenditure programme is expected to 

be financed by a bank overdraft.  

The business plan submitted used a forecast interest rate based on the Lloyds Bank 

base rate. We have recalculated the interest charge based on a flat rate of 3.85%. 

This is consistent with the cost of capital which we have used to calculate the return 

on capital allowed for other small companies. Overall, this results in an interest 

charge that is £2,531 lower than the business plan. 



Ofwat (The Water Services Regulation Authority) is a non-ministerial

government department. We are responsible for making sure that the water

sector in England and Wales provides customers with a good quality and

efficient service at a fair price.

www.ofwat.gov.uk 

Ofwat
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Birmingham B5 4UA

Phone: 0121 644 7500
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Website: www.ofwat.gov.uk
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