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Overview 

This appendix sets out the details of the final determination of price controls that are specific to 

United Utilities. As set out in the ‘Policy chapter A1 – Introduction’ (‘policy chapter A1’), the final 

determination protects customers in accordance with our statutory duties and ‘Setting price 

controls for 2015-20 – final methodology and expectations for companies’ business plans’ (our 

‘final methodology statement’). We have also had regard to relevant guidance from the UK 

Government and the principles of best regulatory practice to be transparent, accountable, 

proportionate, consistent and targeted. 

We published ‘Draft price control determination notice: company-specific appendix – United 

Utilities’ (the 'draft determination’ for United Utilities) on 29 August. United Utilities is a non-

enhanced company. United Utilities has been treated in the same way as the other non-

enhanced companies.   

The customer challenge group (CCG) played an important role in both the development of the 

company’s original plan and the company’s revised proposals in response to our challenges 

and published guidance. 

Since the first submission of its business plan in December 2013, United Utilities’ proposals 

have also continued to evolve to take into account ‘Setting price controls for 2015-20 – risk and 

reward guidance’ (our ‘risk and reward guidance’), the outcome of our risk-based review (RBR), 

our draft determination and other relevant policy consultations.  

The revised business plan submitted by United Utilities in June 2014 sought to close the gaps 

we identified during the RBR. In particular, the company identified over £200 million of 

wholesale cost savings and proposed to accelerate the delivery of the Thirlmere Link scheme 

into the 2015-20 period. The company also removed the majority of its proposed uncertainty 

mechanisms and strengthened its package of outcome delivery incentives (ODIs) by tightening 

and removing deadbands and introducing rewards where previously there were only penalties. 

However, our assessment of the company’s plan found very material differences between the 

company’s re-submitted plans and our wholesale cost assessment. Most significantly, the 

company’s proposed wastewater totex was £773 million (29%) above our draft determination 

cost threshold. Due to the scale of the difference between the company’s view and our view, we 

published the outcome of our assessment of the company’s wholesale wastewater cost claims 

on the 6 August, along with two other companies (for individual controls for those companies), in 

order to give the company more time to reconsider its proposals or to supply us with further 

evidence. 

http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212intro.pdf
http://www.ofwat.gov.uk/pricereview/pr14/prs_web201307finalapproach
http://www.ofwat.gov.uk/pricereview/pr14/prs_web201307finalapproach
http://www.ofwat.gov.uk/pricereview/pr14/det_pr1408nwtdraft.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr1408nwtdraft.pdf
http://www.ofwat.gov.uk/pricereview/pr14/gud_tec20140127riskreward.pdf
http://www.ofwat.gov.uk/pricereview/pr14/gud_tec20140127riskreward.pdf
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In the draft determination, we highlighted that we continued to have material concerns regarding 

United Utilities’ wastewater wholesale costs and made significant interventions to the company’s 

revised business plan. We also made some targeted interventions in relation to the retail 

control, 2010-15 performance and outcomes in order to safeguard customers’ interests.  

In its representations on the draft determination United Utilities further reduced its proposed 

wholesale costs from the June business plan by £376 million as a consequence of efficiency 

challenges and scope reductions, and provided additional evidence and assurance to support 

its remaining special cost factor claims. The company also submitted some additional claims for 

adjustments to retail costs and revised its pay as you go (PAYG) rate to address financeability 

concerns associated with retaining its target credit rating.  

We also received representations from the company’s CCG, the Environment Agency, the 

Consumer Council for Water (CCWater) and Natural England, which predominantly focused on 

performance commitments (PCs), delivery incentives and wholesale costs.  

In reaching the final determination, we have carefully considered representations we received 

on the draft determination (which was based upon the latest business plan submitted to us) and 

taken account of the most up-to-date information available where appropriate. As a result, this 

has led to some changes that we consider are in the interests of customers and in line with our 

other statutory duties, including the following: 

 allowing an increased water wholesale cost threshold following our acceptance of United 

Utilities’ proposals for the Thirlmere Link scheme; 

 allowing an increased wastewater wholesale cost threshold following our acceptance or 

partial acceptance of special cost factor claims relating to: 

– the National Environment Programme (NEP) phase 5 Water Framework Directive;  

– NEP 5 shellfish schemes; 

– NEP 3 and 4 Bathing water intermittent discharge projects;  

– NEP 3 and 4 Biodiversity projects; 

– Davyhulme wastewater treatment works; 

– Oldham and Royton wastewater treatment works; and  

– base total expenditure (totex)for wastewater. 

 

 partially accepting United Utilities’ changes to PAYG rates to bring revenue forward into 

the 2015-20 period; 

 in line with all non-enhanced companies, reducing the allowed return (WACC) to 3.6% for 

the wholesale business to reflect the significant movement in the cost of new debt since 

the publication of our risk and reward guidance in January 2014; and 

 adopting 2013-14 as the price base for setting the retail price controls (household and 

non-household). 
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We summarise our final determination for United Utilities in section A1: ‘Final determination – at 

a glance’. 

The remainder of this document sets out our final determination in more detail1 and is structured 

according to the binding price controls we are setting for the wholesale and retail elements of 

the appointee (the whole regulated business):  

 wholesale water; 

 wholesale wastewater; 

 household retail; and 

 non-household retail. 

As we explained in our final methodology statement, these controls are binding, confirmed 

through the modifications already made to the price setting elements of companies’ licence 

conditions. This means that the companies cannot recover more revenue than allowed under 

each specific price control and cannot transfer costs between the controls. The revenue 

allowance for each price control is determined by the costs specific to that particular price 

control. This provides the companies with more effective incentives. It also helps to avoid 

distortion to the non-household market, which will be fully open to competition from 2017, as 

provided for in the Water Act 2014.  

To support these binding controls, throughout this document we also provide details on: 

 the responses that we have received to our draft determination and any consequential 

adjustments that we have made;  

 the outcomes for the company to deliver and associated ODI; 

 the efficient costs that we consider the company can achieve; 

 the adjustments we are making to the wholesale water and wastewater price controls to 

reflect the company’s performance in 2010-15; 

 the allowed return for the wholesale water and wastewater controls, and the retail 

household and non-household net margins; 

 the return on regulatory equity (RoRE) range; 

 the financial ratios under the notional capital structure;  

 the uncertainty mechanisms that form part of each price control; and  

 where appropriate, the assumptions we have made to arrive at the allowed revenue for 

each price control. 

                                            

1
 Figures stated in this document (including wholesale costs and bill information) are in 2012-13 prices; retail data 

is stated in nominal prices. This is consistent throughout this final determination unless otherwise stated. 
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Implementing these price limits 

United Utilities must deliver its obligations as required by the Water Industry Act 1991, other 

relevant legislation and its Instrument of Appointment (“licence”). This price control 

determination has been made under the terms of United Utilities’ licence and the Water Industry 

Act 1991. We consider that United Utilities must act in an economic and efficient manner in 

delivering all of its obligations. 

Policy chapter A1 sets out the milestones leading up to 1 April 2015 that will ensure effective 

business plan delivery. These cover menu choices, charges approval, reporting and assurance 

requirements during 2015-20, and the 2014 price review (PR14) reconciliation. 

In IN 14/15: ‘2014 price review – timetable for setting charges for 2015-16 and making menu 

choices’ we set out the requirement for companies to notify us of their menu choices by 16 

January 2015. We will make any adjustment to the company’s allowed revenues that result from 

its menu choice as part of the price review in 2019 (PR19). A company’s menu choice will be 

influenced by our decisions in this final determination. We confirm in annex 4 of this document a 

commitment that the ODIs will be recalibrated in the true up calculations, based on a sharing 

rate that is consistent with the company’s menu choice. To facilitate this, we expect the 

company to publish its ODIs with the cost-sharing rate that is implied by its menu choice on 16 

January 2015. This will allow inclusion of the recalibrated ODIs within the framework for 

reporting and assurance from 1 April 2015, which we will publish on 9 February 2015. We 

require companies’ Boards to provide assurance that the recalibrated ODIs conform with the 

final determination and are consistent with their menu choice. Any modifications should be 

confined to correctly adjusting the incentive rates for the difference between the final 

determination assumption on the cost-sharing rate and the rate associated with their final menu 

choice. 

This price determination sets out the allowed revenues that United Utilities can recover from its 

customers in the period 2015-20. United Utilities is responsible for converting the allowed 

revenues into charges. In IN 14/17: ‘Approval of charges 2015-16 – our approach, process and 

information requirements for large and small companies’ and the accompanying policy 

document, we set out the timeline and process for charging approval. Companies are required 

to provide us with their charges schemes, associated assurances, and the other information 

requirements, and to provide any new appointees in their area with their charges schemes by 

16 January 2015. By 2 February 2015, each company is required to publish its charges scheme. 

http://www.ofwat.gov.uk/pricereview/pr14/prs_in1415pr14charges.pdf
http://www.ofwat.gov.uk/pricereview/pr14/prs_in1415pr14charges.pdf
http://www.ofwat.gov.uk/regulating/charges/prs_in1417approvalprocess.pdf
http://www.ofwat.gov.uk/regulating/charges/prs_in1417approvalprocess.pdf
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A1 Final determination – at a glance 

This chapter provides a summary of the final determination for United Utilities. It summarises 

what the final determination will mean for customers, with respect to the average bills they will 

pay and the outcomes that the company will deliver in return. For the company, it covers its 

allowed costs and revenues, return on regulated equity and financeability ratios. We also 

summarise the interventions we have made to the company’s revised plan in order to protect 

the interests of customers. 

Combined average household bill (£) 

The chart below shows the average bills proposed in the company’s December plan, the 

average bills in our final determination and the level of current bills (2014-15). All bills are shown 

without the impact of inflation and are indicative, as final bills will depend on the growth in the 

number of customers, changes in their usage and the specific charges that the company sets 

each year within the overall price controls that we have determined. 

Our final determination means that average bills in 2019-20 will be £379, which is 2% lower than 

current average bill levels (of £388). 

The difference between the company’s December plan and our final determination is the result 

of the company’s acceptance of our risk and reward guidance, other revisions to its plan and the 

interventions we have made in its plan. This represents a cumulative saving of £54 for the 

average customer over the 2015-20 period. 

Note: The comparative ‘bills from company December plan’ is based on the data submitted by the company in its business plan 
but projected using our financial model, thereby ensuring consistency with the final determination projection. So the company’s 
proposed bills illustrated above may not necessarily be the same as those described in the revised business plan. 
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The outcomes committed to by United Utilities 

United Utilities has committed to delivering outcomes that reflect its customers’ views. These 

are supported by 26 associated PCs that identify the company’s committed level of performance 

under each outcome. For 20 of these PCs the company is subject to associated financial ODIs 

whereby it will incur a penalty for performance worse than its commitments, but for some can 

earn a reward for performance better than its commitments during the period from 2015 to 2020.  

The table below sets out United Utilities’ outcomes. These outcomes reflect the priorities of 

customers set out in research and engagement with the CCG. We have undertaken a 

comparative assessment of outcomes where it was possible to draw comparisons across the 

sector and, where necessary, we have intervened to challenge companies to deliver an upper 

quartile level of performance. Details of the types of incentives and level of PCs associated with 

these outcomes are set out in annex 4. 

Wholesale water Wholesale wastewater 

Your drinking water is safe and clean Your wastewater is removed and treated without you 

ever noticing 

You have a reliable supply of water now and in the 

future 

The risk of sewer flooding for homes and businesses is 

reduced 

The natural environment is protected and improved in 

the way we deliver our services 

The North West's bathing and shellfish waters are 

cleaner though our work and that of others 

You’re highly satisfied with our service and find it easy 

to do business with us 

The natural environment is protected and improved in 

the way we deliver our services 

Bills for you and future customers are fair  

Retail 

You're highly satisfied with our service and find it easy to do business with us 

Bills for you and future customers are fair 

Allowed costs and revenue for United Utilities 

The table below shows the wholesale totex we have allowed over the period from 2015 to 2020. 

This has changed substantially from the draft determination as a consequence of revisions to 

the company’s own plan and our acceptance of special cost factor claims. The final 

determination allows United Utilities to receive revenues of £7,902 million. This combines 

allowed revenues for the wholesale and household retail controls. For non-household retail, we 

have also set average revenue controls per customer for each of the customer types proposed 

by the company. The £185.8 million non-household revenue shown in the table below is 

indicative, as it does not assume any gains or losses from competition or the company charging 

customers at levels different to the relevant default tariffs.  
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Wholesale Water Wastewater 

Totex 2015-20 total (£m) 2,356.3 2,940.1 

Allowed return (%) 3.60% 3.60% 

Allowed wholesale revenue 2015-20 (£m) 3,330.9 3,954.4 

Retail Household Non-

household 

Cost allowance – 2015-20 total (£m) 553.2   

Margin (%) 1.00% 2.50% 

Retail allowed revenue (£m) 616.3 185.8 

Note: Wholesale figures in 2012-13 prices as revenue will be affected by inflation and retail figures in nominal prices as revenue 
will not be affected by inflation. This is consistent throughout this final determination unless otherwise stated. 

RoRE ranges – appointee 

United Utilities has estimated the range of returns on regulatory equity (RoRE) that it could earn 

dependent on its performance and external risk factors over the price control period. The RoRE 

range reflects the company’s views and is based on an efficient company with the notional2 

capital structure. We have identified the RoRE impact separately for ODIs, totex performance, 

financing and the service incentive mechanism (SIM). We note that United Utilities’ actual 

returns may differ from notional returns due to differences between notional and actual capital 

structure and notional and actual cost of debt and level of cost efficiency compared to allowed 

totex and household retail average cost to serve (ACTS). 

                                            

2
 Notional refers to the capital structure that reflects Ofwat’s assumption of an appropriate level of gearing to use in 

determining the allowed return 
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Source: Our calculations based on information from United Utilities. 
Note: Numbers presented based on calibration of the ODIs against an assumed menu choice of a 50% sharing factor.  

Our calculation of notional financeability ratios 

Ofwat has a statutory duty to secure that a company is able to finance the proper carrying out of 

its functions. We interpret this financing duty as requiring that we ensure that an efficient 

company with a notional capital structure is able to finance its functions. A company’s actual 

capital structure is a choice for the company and it bears the risk associated with its choices. An 

efficient company is assumed to be able to deliver its plans based on the expenditure allowance 

in our final determination.  

United Utilities provided assurance that its plan was financeable on the basis of a notional and 

its actual structure. The notional financial ratios on which this final determination is based, which 

take account of our interventions, are set out in section A6 and summarised on a 5-year 

average basis below. We have assessed this final determination for United Utilities to be 

financeable on a notional basis. 

Financial ratios for notional company Ofwat calculation (average 2015-20) 

Cash interest cover (ICR) 3.28 

Adjusted cash interest cover ratio (ACICR) 1.65 

Funds from operations(FFO)/debt 10.25% 

Retained cash flow/debt 7.53% 

0.4%

1.3%

0.5%
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Financial ratios for notional company Ofwat calculation (average 2015-20) 

Gearing 59.83% 

Dividend cover (profit after tax/dividends paid) 1.39 

Regulatory equity/regulated earnings for the regulated company 18.06 

Regulatory capital value (RCV)/earnings before interest, taxes, 

depreciation and amortisation (EBITDA) 
10.68 

Note: Final determination ratios reflect 100% of IRE expensed in the income statement.  

Summary of interventions 

In reaching our final determination we have intervened in the company’s business plan, where 

necessary, to safeguard the interests of customers. In doing so, we have listened carefully to 

representations we have received on the draft determination and taken account of the most up-

to-date information available where appropriate. We summarise the most significant 

interventions in the table below. 

Outcomes Wholesale costs 

 Cap: We have imposed an overall cap and collar on 

ODIs of +/- 2% of RoRE, although we have 

excluded two PCs from the cap 

 Comparative assessment: We have updated our 

comparative assessment and interventions on PCs, 

deadbands, collars and caps that are applied 

consistently for all non-enhanced companies. 

 Company-specific assessment: We have made 

interventions to ensure that United Utilities is 

subject to effective incentives that protect 

customers in areas that are not comparable across 

companies. Importantly this includes a PC and ODI 

relating to the Thirlmere Link scheme. 

 The company proposed wholesale water totex of 

£2,404 million in its plan, which is £9 million (0.4%) 

above our final determination threshold of £2,395 

million.  

 The company proposed wholesale wastewater totex 

of £3,112 million in its plan, which is £179 million 

(6%) above our final determination threshold of 

£2,933 million.  

Retail Reconciling 2010-15 performance 

 We have not accepted the company’s new 

proposed uplift to the bad debt ACTS adjustment to 

take account of indexation 

 We are using 2013-14 as the price base for setting 

the retail price controls (household and non-

household). 

 We have changed the company’s proposed revenue 

adjustments by £3 million (in customer’s favour) and 

its proposed RCV adjustment by £50 million (in 

company’s favour). 

 Further to the interventions on the revenue 

correction mechanism (RCM) and opex incentive 

allowance (OIA) made at draft determination, we 

have made a minor change to the capital 

expenditure incentive scheme (CIS) adjustment  

Risk and reward Financeability and affordability 

 Based on the latest market evidence for the cost of 

new debt we have reduced the company's allowed 

return from 3.7% to 3.6%. 

 The PAYG rate for the final determination has 

increased as we have allowed for some of the 

increase proposed by United Utilities to assist with 

financeability through maintaining a target credit 

rating for the notional capital structure.  
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A2 Wholesale water 

A2.1 Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our price control methodology or company-specific interventions. 

Our general policies relevant to the wholesale water control are set out in the 

following policy chapters that accompany our final determination. These include our 

responses to representations on sector-wide issues. 

 ‘Policy chapter A2 – outcomes’ (‘policy chapter A2’). 

 ‘Policy chapter A3 – wholesale water and wastewater costs and revenues’ 

(‘policy chapter A3’).  

 ‘Policy chapter A4 – reconciling performance for 2010-15’ (‘policy chapter 

A4’). 

 ‘Policy chapter A7 – risk and reward’ (‘policy chapter A7’). 

 ‘Policy chapter A8 – financeability and affordability’ (‘policy chapter A8’). 

Table A2.1 lists the representations we have received that are specific to United 

Utilities' wholesale water control and sets out where to find more information on our 

responses to company-specific issues in this document. 

Table A2.1  Representations specific to the wholesale water control of United Utilities 

Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Outcomes, PCs and 

incentives 

United Utilities 

Environment Agency 

CCWater 

CCG  

Annex 4 

Outcome delivery and 

reporting 

None Annex 4 

http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212outcomes.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212wholesale.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212legacy.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212riskreward.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212financeability.pdf
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Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Calculating allowed 

wholesale water expenditure 

United Utilities 

Environment Agency 

Natural England 

CCG 

Section A2.3.1 and Annex 1 

Calculation of revenues: 

PAYG and RCV run-off 

United Utilities 

CCWater 

Section A2.3.2 and A5.5 

Return on RCV United Utilities Section A2.3.3 

Reconciling 2010-15 

performance 

United Utilities Section A2.3.4 and Annex 3 

Uncertainty mechanisms None Section A2.4 

A2.2 Company outcomes, performance commitments and 

delivery incentives 

A2.2.1 Outcomes, performance commitments and incentives 

In policy chapter A2, we discuss our approach to outcomes for the wholesale and 

retail controls. United Utilities has developed and committed to delivering outcomes 

that reflect its customers’ views. These are supported by specific PCs and 

associated incentives (ODIs) whereby the company can be rewarded or penalised 

for its performance during the period from 2015 to 2020.  

The company's outcomes have been developed with input from its CCG. The CCG’s 

role was to challenge how well the company’s outcomes, PCs and delivery 

incentives reflect the views and priorities of customers, both now and in the future, 

as well as environmental priorities.  

Consistent with the draft determination, our assessment of the specific PCs 

proposed by each company for wholesale water has focused on: 

 comparative assessments where it was possible to compare PCs and 

incentives across the sector and so challenge companies to deliver an upper 

quartile level of performance so that companies are focused on delivering 

benefits for customers and the environment; and 
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 company-specific assessments to ensure that the PCs proposed by each 

company are challenging, appropriately incentivised and supported by 

customer engagement. 

We summarise the outcomes, PCs and ODIs for the wholesale water control for 

United Utilities in Table A2.2 below. Where we have intervened, we have done so to 

ensure that companies are subject to effective incentives that protect customers 

against under-delivery and where merited, reward companies for outperformance. 

We summarise our interventions in Table A2.2 and set out whether they are the 

result of our comparative assessment or company-specific assessment. Full detail of 

the wholesale water outcomes, PCs and incentives, and our consideration of 

relevant responses, is provided in annex 4.  

Consistent with the draft determination, we are intervening to impose an overall cap 

and collar on ODIs for the 2015-20 period, thereby limiting total rewards and 

penalties. The cap and collar will apply in line with the approach set out in the Policy 

chapter A2. The only wholesale water performance commitment that is excluded 

from the cap and collar is:  

 Thirlmere transfer into West Cumbria
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Table A2.2  Wholesale water outcomes, performance commitments and incentives 

Company proposal Intervention 

Outcome Performance commitment Incentive type 

Your drinking water is safe and 

clean 

Drinking Water Safety Plan risk 

score 

Non-financial incentive No intervention 

Water quality events DWI 

category three or above 

Financial – reward and penalty Company-specific assessment 

– We have maintained our draft 

determination intervention to 

remove the reward. 

Water Quality Service Index Financial – reward and penalty Comparative assessment – We 

have made the PC level more 

demanding, and have adopted 

the company’s proposed reward 

and penalty ranges. We lowered 

the penalty range for the mean 

zonal compliance sub-measure 

by 0.01 percentage points. 
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Company proposal Intervention 

Outcome Performance commitment Incentive type 

You have a reliable supply of 

water now and in the future 

Average minutes supply lost per 

property (a year) 

Financial – reward and penalty Comparative assessment – We 

have maintained our draft 

determination intervention to 

adjust the PC to reflect upper 

quartile performance, but we have 

revised upper quartile 

performance up from 10 minutes 

to 12 minutes at final 

determination. 

Reliable water service index Financial – reward and penalty No intervention 

Security of Supply Index Financial – penalty only No intervention 

Total leakage at or below target Financial – reward and penalty No intervention 

Resilience of impounding 

reservoirs 

Financial – penalty only No intervention 
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Company proposal Intervention 

Outcome Performance commitment Incentive type 

Thirlmere transfer into West 

Cumbria 

Financial – reward and penalty Company-specific assessment 

– We have reinstated the PC and 

ODI for the Thirlmere transfer into 

West Cumbria, and have adjusted 

the company’s proposed penalty 

rate to reflect the revised costs of 

the project and customer benefits. 

We have added a condition that if 

the statutory driver for the 

Thirlmere transfer is removed the 

company will be required to repay 

the funding for the scheme. 

The natural environment is 

protected and improved in the 

way we deliver our services 

Contribution to rivers improved 

(water programme) 

Financial – reward and penalty No intervention 

You're highly satisfied with our 

service and find it easy to do 

business with us 

Delivering our commitments to 

developers, local authorities and 

highway authorities 

Non-financial incentive No intervention 

Bills for you and future customers 

are fair 

Number of free water meters 

installed 

Non-financial incentive No intervention 
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A2.2.2 Outcome delivery and reporting 

United Utilities’ proposed approach to the measurement, reporting and governance 

of outcomes and our assessment of this approach is summarised in annex 4. 

A2.3 Calculating the wholesale water price control 

A2.3.1 Calculating allowed wholesale water expenditure  

The cost of delivering wholesale water and wastewater services is a major driver of 

customer bills, comprising more than 90% of the value chain. In order to protect the 

interests of customers, we have determined the efficient level of costs for the 

company to deliver the outcomes that matter to customers both today and tomorrow 

and to allow it to meet its statutory obligations. 

Our approach to determining efficient wholesale expenditure is set out in policy 

chapter A3.  

Following representations, the company’s proposed wholesale water totex is £2,404 

million over 2015-20 (versus £2,379 million in its December plan). This is 0.4% 

above the final determination threshold (post additions) of £2,395 million. Table A2.3 

below notes the representations that we have received that are specific to this 

aspect of the wholesale water control of United Utilities and sets out our response.  
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Table A2.3 Representations specific to the wholesale water totex for United Utilities 

Respondent Summary of comment Ofwat response 

United 

Utilities 

In its representations, United Utilities 

reduced water totex from its revised 

business plan by £74 million as a 

consequence of efficiency 

challenges, and provided additional 

evidence to support the Thirlmere 

Link special cost factor claim. 

We are making an allowance of £102 

million for the Thirlmere Link scheme 

as the company has provided 

appropriate supporting information in 

its representations and subsequent 

query responses. We have modified 

the company’s proposed implicit 

allowance to account for non-supply 

demand drivers for the scheme.  

Our assessment of the gates is: 

Need – Pass 

Cost-benefit analysis – Pass 

Robustness of estimate – Pass 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

Environment 

Agency 

The Environment Agency stated that 

the Thirlmere Link scheme 

represents the best option to meet 

the supply-demand deficit in West 

Cumbria, and it expects the company 

to be able to continue to fully fund 

delivery of the Thirlmere transfer 

scheme along with any other 

measures that might be required in 

order to allow it to meet its 

obligations under the Habitats 

Regulations. 

An allowance has been made for the 

Thirlmere link as set out above. 

Natural 

England 

Natural England stated that the 

Thirlmere Link scheme represents 

the best option to meet the supply-

demand deficit in West Cumbria, and 

raised a concern that the draft 

determination weakened the financial 

viability of the Thirlmere Link 

solution. 

An allowance has been made for the 

Thirlmere link as set out above. 
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Respondent Summary of comment Ofwat response 

CCG The CCG expressed support for the 

company’s revised wholesale 

programme, including the Thirlmere 

Link scheme.  

An allowance has been made for the 

Thirlmere link as set out above. 

United 

Utilities 

United Utilities made representations 

on the impact of an accounting error 

the company made at PR09 in 

relation to the capitalisation of a 

proportion of its pension deficit 

recovery costs. 

United Utilities provided sufficient 

evidence to demonstrate that it made 

an error at PR09 by incorrectly 

capitalising a proportion of its 

pension deficit recovery costs. The 

company has demonstrated that it 

has managed its pension costs 

efficiently and it is bearing the cost of 

the impact of this error for 2010-11 to 

2014-15. We have therefore made a 

full allowance in respect of the 

correction for costs in 2015-2020. 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

United 

Utilities 

United Utilities stated that its 

impounding reservoir safety 

programme should be considered as 

enhancement rather than base 

expenditure. 

We have accepted the company’s 

representation because the 

impounding reservoir safety 

programme relates to resilience 

expenditure driven by health and 

safety obligations. As a 

consequence, the -£11 million 

adjustment for unmodelled costs 

made at draft determination has 

been removed. 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 
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Respondent Summary of comment Ofwat response 

United 

Utilities 

United Utilities made a 

representation on the totex models 

stating that there is inadequate 

recognition of geographical factors. 

The company claims it has distinct 

urban and rural sub regions that add 

to its costs. 

We have not accepted the 

company’s representation because 

our models are based on company 

panel data, not sub areas within a 

company’s region. Modelling at the 

company level ensures that we 

capture economies of scale and 

scope at the company level.  

Our assessment of the gates is: 

Need – Fail 

Cost-benefit analysis – n/a 

Robustness of estimate – n/a 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

The wholesale water allowed expenditure for United Utilities is detailed in Table A2.4 

below. We provide a further breakdown of some of the calculations in annex 1. 

Further information about our assessment of each claim is set out in the populated 

version of the final determination cost threshold models.  

Table A2.4  Wholesale water allowed expenditure (£ million) 

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

2015-20 

Final determination 

cost threshold 
          2,394.6 

Costs excluded from 

menu 
9.6 9.6 10.8 10.6 8.9 49.6 

Menu cost baseline1 447.5 469.1 470.1 499.1 459.2 2,345.1 

Company’s view of 

menu costs2 
          2,356.2 

Implied menu choice           100.5 

Allowed expenditure 

from menu 
448.1 469.7 470.6 499.7 459.7 2,347.8 

http://www.ofwat.gov.uk/pricereview/pr14/prs_web201405popfinancialmodel
http://www.ofwat.gov.uk/pricereview/pr14/prs_web201405popfinancialmodel
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 2015-16 2016-17 2017-18 2018-19 2019-20 Total 

2015-20 

Costs excluded from 

menu 
9.6 9.6 10.8 10.6 8.9 49.6 

Total allowed 

expenditure3 
457.6 479.3 481.5 510.3 468.7 2,397.4 

Less pension deficit 

repair allowance 
8.2 8.2 8.2 8.2 8.2 41.1 

Totex for input to 

PAYG 
449.4 471.1 473.2 502.1 460.4 2,356.3 

Notes:  
1.  Menu baseline is equal to the final determination threshold less pension deficit recovery costs, third party 
costs and market opening costs related to 2014-15 (see annex 1).  
2.  Based on company plan totex (reflecting its representation on its draft determination) minus costs for items 
excluded from the menu. The company will make a final menu choice by 16 January 2016 and any difference 
between this and the implied menu choice will be reconciled as part of PR19. 
3.  Includes pension deficit recovery costs. 

A2.3.2 Calculation of revenues: PAYG and RCV run-off 

In section A6.5, we discuss financeability at an appointee (whole regulated 

company) level. 

Table A2.5 shows the PAYG rates and amount of totex recovered for wholesale 

water, which we have used as the basis for this final determination. The 'Resulting 

PAYG (£m)’ is the amount of money recovered from customers in the short term. 

This reflects our intervention on PAYG rates as described in section A6.5 on 

financeability. 

Table A2.6 shows the RCV run-off amounts included within the wholesale water 

charge. This is the amount of money recovered in the long term through the 

company's RCV.  

Table A2.5  United Utilities’ wholesale water PAYG rates  

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

Totex (£m) 449.4 471.1 473.2 502.1 460.4 2,356.3 

PAYG (%) 67.2% 65.6% 65.0% 62.1% 70.3% 66.0% 

Resulting PAYG (£m) 301.9 309.0 307.5 311.8 323.9 1,554.1 
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Note: The figures in this table reflect our change in PAYG rates as described in section A6.5 on financeability. 

Table A2.6  United Utilities’ wholesale water RCV run-off (£ million) 

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

Run-off of 2015 RCV 165.5 157.7 150.2 143.1 136.4 753.0 

RCV run-off of totex 

additions 
4.5 13.9 23.9 34.8 44.7 121.9 

Total RCV run-off 170.0 171.6 174.2 177.9 181.1 874.8 

Note: The figures in this table reflect a run-off rate of 4.72% for the RCV as at 31 March 2015 and 16 years for 
the totex additions to the RCV over 2015-20. 

A2.3.3 Return on the RCV 

As stated in policy chapter A3, the return on the RCV is a key component of allowed 

wholesale revenues. The return on the RCV is the wholesale WACC applied to the 

RCV during the 2015-20 period. The RCV is calculated as the RCV at the start of the 

period plus totex that is not funded on a PAYG basis minus RCV run-off (or 

regulatory depreciation). 

In our risk and reward guidance, we set out a single industry cost of capital for both 

wholesale water and wastewater services based on market evidence, which at the 

time was 3.7%. The company accepted this guidance in its revised business plan. As 

set out in policy chapter A7, based on the latest market evidence for the cost of new 

debt we have set the wholesale allowed return at 3.6%. This results in a return on 

capital of £625.4 million over 2015-20. 

Table A2.7 shows our calculation of the opening RCV at 1 April 2015 taking account 

of the adjustments for 2010-15 performance discussed in section A2.3.4 below. The 

average RCV, set out in Table A2.8 for each year, takes into account the proportion 

of totex additions to the RCV determined by the PAYG rate and RCV run-off as set 

out in Table A2.5 and Table A2.6 above. 

Table A2.7  United Utilities’ wholesale water opening RCV (£ million) 

  2015-16 

Closing RCV 31 March 2015 3,623.6 

Land sales1 -1.8 

Adjustment for actual expenditure 2009-102 22.4 
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  2015-16 

Adjustment for actual expenditure 2010-153 -128.5 

Net adjustment from logging up and logging down3,4 0.0 

Adjustment for shortfalls3,4 -9.5 

Adjustment for serviceability shortfalls5 0.0 

Other adjustments6 0.0 

Opening RCV 1 April 2015 3,506.2 

Notes: 
1.  Land sales adjustment is set out in table AA3.23. 
2.  2009-10 actual expenditure adjustment is set out in table AA3.23. 
3.  A component of the CIS adjustment as set out in table AA3.19. 
4.  The net adjustment from the change protocol is set out in table AA3.8. 
5.  The serviceability shortfall adjustment is set out in table AA3.12. 
6.  Other RCV adjustments are set out in table AA3.23. 

Table A2.8  United Utilities’ wholesale water return on RCV (£ million) 

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

Opening RCV 3,506.2 3,483.7 3,474.1 3,465.7 3,478.2 

RCV additions (from 

totex) 
147.5 162.0 165.8 190.4 136.5 

Less RCV run-off 170.0 171.6 174.2 177.9 181.1 

Closing RCV 3,483.7 3,474.1 3,465.7 3,478.2 3,433.6 

Average RCV (year 

average) 
3,495.0 3,478.9 3,469.9 3,472.0 3,455.9 

Return on capital 125.8 125.2 124.9 125.0 124.4 

A2.3.4 Reconciling 2010-15 performance 

When we last set price controls at PR09, we included a number of incentive 

mechanisms designed to encourage companies to improve and deliver services 

more efficiently, and, to manage uncertainty. Consistent with the broad approach set 

out at the time of the final determinations in 2009 we have made adjustments at this 

price review (PR14) to 2015 to 2020 revenues to take account of company 

performance in the 2010 to 2015 period. 

Our approach to reconciling 2010-15 performance is set out in policy chapter A4. 
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The company proposed adjustments to the opening RCV and allowed revenue for 

the wholesale water services to reconcile performance in 2010-15. We have 

intervened and, as a result, the revenue adjustments for wholesale water have 

changed from £67.1 million to £77.8 million. We summarise these interventions in 

Table A2.9 below. The impact on the opening RCV of 2010-15 adjustments is shown 

in Table A2.7 above and we discuss our interventions in this area further in annex 3. 

The very minor changes we have made in the final determination in reconciling the 

company’s 2010-15 performance result from the change in the allowed return and 

other changes set out below.  

When making these final determinations we do not have the full information on 

companies’ performance in 2014-15. We set out in ‘Setting price controls for 2015-20 

– further information on reconciling 2010-15 performance’ that we would reconcile for 

the RCM, change protocol and serviceability in 2015, and in 2016 for the capital 

expenditure incentive scheme, when we have the company’s actual performance for 

2014-15. In carrying out this reconciliation, we will take a proportionate approach 

(e.g. applying materiality thresholds where appropriate) to making adjustments for 

company’s actual performance and implement these changes at the next wholesale 

price control review in 2019.

http://www.ofwat.gov.uk/pricereview/pr14/gud_pro140404pr14legacy.pdf
http://www.ofwat.gov.uk/pricereview/pr14/gud_pro140404pr14legacy.pdf


Final price control determination notice: company-specific appendix – United Utilities 

25 

Table A2.9  United Utilities’ wholesale water revenue adjustments to reflect 2010-15 performance (£ million) 

Area of 

intervention 

Intervention  Total adjustment 2010-15  

(post interventions) 

  Company 

view 

Draft 

determination 

Final 

determination 

SIM There are no interventions in this area. 0.0 0.0 0.0 

RCM We have intervened in the following areas: 

 Back-billing 

 Final determination 2009 (FD09) assumptions 

Combined these interventions increased revenue by £9.8 million 

compared with the company’s revised business plan. This is offset by 

our intervention on ‘Other adjustments’ of £-12.8m for water. 

United Utilities had included amounts in the ‘back-billing’ input line of the 

RCM model to include its proposed adjustments to its calculated RCM. 

It included amounts to reduce its calculated RCM to reflect its decision 

not to increase the RCM over 2015-20 as a result of a data cleanse 

activity. It also included amounts to increase its calculated RCM to take 

account of an under-accrual from the period 2005-10 that resulted in 

over-stated revenue in the previous price control period, 2010-15. We 

have intervened on ‘back-billing’ because we do not consider that those 

proposed adjustments to the calculated RCM are compliant with the 

reporting guidelines for ‘back-billing’. Instead, we have considered them 

separately in the ‘Other adjustments’ section below.  

We have reallocated United Utilities’ proposed revenue reduction away 

31.4 41.2 41.1 
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Area of 

intervention 

Intervention  Total adjustment 2010-15  

(post interventions) 

  Company 

view 

Draft 

determination 

Final 

determination 

from the RCM into ‘Other adjustments’ of -£12.8m for water which is set 

out below. However, we did not allow for United Utilities' 2005-10 under-

accrual adjustment for the draft or final determination. 

OIA We amended the company’s tax rate from 25.13% to 0%. 

We included £0.134m of opex (post efficiency) associated with shortfall 

adjustments for four delayed Habitats Directive schemes. 

Combined these interventions increased revenue by £17.0 million 

compared with the company’s revised business plan. 

50.7 67.7 67.7 

CIS We have used the post-tax basis of the PR09 cost of capital for the 

discount rate when calculating the future value of the revenue 

adjustment in the 2010-15 period. 

In carrying out our assessment, we have included our view of the 

applicable change protocol amounts for water and wastewater. We have 

used the correct signage for the input PR09 bid grants and 

contributions. We have used our assumption of the cost of capital as the 

discount rate when profiling the revenue adjustment in 2015-20. 

Combined, these interventions reduced revenue by £3.3 million 

compared with the company’s revised business plan. 

As explained in policy chapter A4, we have changed the methodology in 

the CIS model to use the PR09 post-tax cost of capital as the discount 

-14.9 -18.3 -18.2 
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Area of 

intervention 

Intervention  Total adjustment 2010-15  

(post interventions) 

  Company 

view 

Draft 

determination 

Final 

determination 

rate. This applies to all companies. 

The company has input the PR09 bid grants and contribution values 

with negative signage. The model requires these to be input as 

positives. This signage error affects the RCV adjustment and revenue 

adjustment. The company used its view of the discount rate (3.36%) 

when profiling the revenue adjustment over 2015-20. 

Other 

adjustments 

United Utilities included negative amounts in its ‘back-billing line’ in  

2012-15 to reduce its calculated RCM to reflect its decision not to 

increase the RCM over 2015-20 as a result of a data cleanse activity. 

For our assumptions at the draft determination, we calculated the 

company’s proposed reductions and included it as an ‘other adjustment’ 

and had adjusted the company’s view of its RCM. We agree with United 

Utilities’ decision not to increase the RCM over 2015-20 as a result of a 

data cleanse activity and so we have included an ‘other adjustment’ of -

£12.8 million for water for both the draft and final determination. 

United Utilities included an amount in its ‘back-billing line’ for 2010-11 

that represents an under-accrual from the period 2005-10 that resulted 

in over-stated revenue in the previous price control period, 2010-15. We 

did not allow for United Utilities' 2005-10 under-accrual adjustment in 

the draft determination. We reviewed the company’s representation but 

we consider that the approach we applied at the draft determination 

remains for the final determination.  

0.0 -12.8 -12.8 
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A2.3.5 Calculation of allowed revenue 

We set out the calculation of the allowed revenue for United Utilities’ wholesale water 

control in Table A2.10. 

Overall, United Utilities’ wholesale water revenue allowance will be £653.8 million in 

2015-16, increasing by 3.8% to £678.8 million in 2019-20. 

Table A2.10  United Utilities’ wholesale water allowed revenue (£ million) 

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

Totex 449.4 471.1 473.2 502.1 460.4 2,356.3 

PAYG rate (%) 67.2% 65.6% 65.0% 62.1% 70.3%   

Totex additions to 

the RCV 
147.5 162.0 165.8 190.4 136.5 802.2 

RCV (year 

average) 
3,495.0 3,478.9 3,469.9 3,472.0 3,455.9   

Wholesale allowed revenue build up: 

PAYG1 310.1 317.3 315.7 320.0 332.1 1,595.2 

Return on capital 125.8 125.2 124.9 125.0 124.4 625.4 

RCV run-off 170.0 171.6 174.2 177.9 181.1 874.8 

Tax2 21.4 21.2 28.2 29.5 31.8 132.1 

Income from other 

sources3,4 -3.2 -3.7 -5.5 -5.2 -2.7 -20.3 

Reconciling 2010-

15 performance 
21.1 19.5 19.5 15.7 2.0 77.8 

Ex ante additional 

menu income 
-0.3 -0.3 -0.3 -0.3 -0.3 -1.4 

Wholesale allowed revenue adjustments: 

Profiling 

adjustments5 

0.0 0.0 0.0 0.0 0.0 0.0 

Capital 

contributions from 

connection 

charges and 

8.8 9.1 9.2 9.9 10.3 47.3 
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 2015-16 2016-17 2017-18 2018-19 2019-20 Total 

revenue from 

infrastructure 

charges 

Final allowed 

revenues 
653.8 660.0 665.9 672.5 678.8 3,330.9 

Notes:  
1.  PAYG includes the PAYG calculated from totex and the pension deficit repair allowance.  
2.  Including tax on adjustments for reconciling 2010-15 performance and ex-ante additional menu income.  
3.  We have adjusted other income values to remove the deferred income element relating to IFRIC18, as this is 
an accounting adjustment.  
4.  Our assessment of income from other sources is discussed in section A3.5.2 in policy chapter A3.  
5.  Our bill profiling adjustments are discussed in section A6.6  

A2.4 Uncertainty mechanisms 

We have set the company’s allowed revenues for the 2015-20 period. All companies 

face uncertainty about future costs and revenues and this is reflected in the rate of 

return and the established framework in the licence.  

We outline our approach to incremental uncertainty mechanisms in policy chapter 

A7, where we set out our response to the representations made by stakeholders in 

support of sector wide uncertainty mechanisms. 

We have allowed all companies an uncertainty mechanism for business rates, as the 

revaluation of business rates in 2017 is a material risk that is largely outside the 

control of companies. 

In Table A2.11 below, we set out United Utilities’ proposed wholesale water 

uncertainty mechanisms and our final assessment of these proposals. 

Table A2.11  United Utilities’ proposals for wholesale water uncertainty mechanisms 

United Utilities’ proposals Our final assessment 

In the draft determination, we accepted 

United Utilities’ proposed uncertainty 

mechanism for water business rates with a 

sharing rate of 75% customer and 25% 

company. 

For our final determination, we confirm the 

uncertainty mechanism included in our draft 

determination. The specific text of this 

Notified Item is in the annex to the final 

determination letter. The rationale for its 

inclusion in the final determination is set out 

in policy chapter A7. 



Final price control determination notice: company-specific appendix – United Utilities 

30 

United Utilities’ proposals Our final assessment 

United Utilities did not propose any 

uncertainty mechanisms beyond those that 

will already form part of the regulatory 

framework for 2015-20. 

United Utilities has not objected to our 

approach in the draft determination. We 

respond to any representations that apply to 

all companies in policy chapter A7. We have 

not included any additional uncertainty 

mechanisms for the company. 
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A3 Wholesale wastewater  

A3.1 Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Our general policies relevant to the wholesale wastewater control are set out in the 

following policy chapters that accompany our final determination. These include our 

responses to representations on sector-wide issues. 

 Policy chapter A2.  

 Policy chapter A3. 

 Policy chapter A4.  

 Policy chapter A7. 

 Policy chapter A8.  

Table A3.1 lists the representations we have received that are specific to United 

Utilities’ wholesale wastewater control and sets out where to find more information 

on our responses to company-specific issues in this document.  

Table A3.1  Representations specific to the wholesale wastewater control of United 

Utilities 

Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Outcomes, PCs and 

incentives 

United Utilities 

Environment Agency 

CCWater 

CCG  

Annex 4 

Outcome delivery and 

reporting 

None Annex 4 

Calculating allowed 

wholesale water 

expenditure 

United Utilities 

Environment Agency 

Natural England 

CCG 

Section A3.3.1 and Annex 1 
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Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Calculation of 

revenues: PAYG and 

RCV run-off 

United Utilities 

CCWater 

Section A3.3.2 and A5.5 

Return on RCV United Utilities Section A3.3.3 

Reconciling 2010-15 

performance 

United Utilities Annex 3 

Uncertainty 

mechanisms 

None Section A3.4 

A3.2 Outcomes, performance commitments and incentives 

In Policy chapter A2, we discuss our approach to outcomes for the wholesale and 

retail controls. 

The company's outcomes have been developed with input from its CCG. The CCG’s 

role was to challenge how well the company’s outcomes, PCs and delivery 

incentives reflect the views and priorities of customers, both now and in the future, 

as well as environmental priorities.  

Similar to the wholesale water control, our assessment of the specific PCs proposed 

by each company for wholesale wastewater has focused on a comparative 

assessment of outcomes and a company-specific assessment. 

We summarise the outcomes, PCs and ODIs for the wholesale wastewater control 

for United Utilities in Table A3.2 below.  

For some PCs and incentives types, we have intervened to change the underlying 

performance level or incentives. Where we have intervened, we have done so to 

ensure that companies are subject to effective incentives that protect customers 

against under-delivery and where merited, reward companies for outperformance. 

We summarise our interventions in Table A3.2 and set out whether they are the 

result of our comparative assessment or company-specific assessment. 

Full detail of the wholesale water outcomes, PCs and incentives, and our 

consideration of relevant representations, is provided in annex 4.  
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Similar to the water wholesale control, we are intervening to impose an overall cap 

and collar on ODIs for the 2015-20 period, thereby limiting total rewards and 

penalties. The cap and collar will apply in line with the approach set out in the Policy 

chapter A2. The only wholesale wastewater performance commitment that is 

excluded from the cap and collar is:  

 Contribution to bathing waters improved.
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Table A3.2  Wholesale wastewater outcomes, performance commitments and incentives 

Company proposal Intervention 

Outcome Performance commitment Incentive type 

Your wastewater is removed and 

treated without you ever noticing 

Private sewers service index Financial – reward and penalty Company-specific assessment 

– We have maintained our draft 

determination intervention to 

make the performance 

commitment more demanding, 

and have adjusted the 

deadbands, cap and collar. 

Wastewater network 

performance index 

Financial – penalty only No intervention  

The risk of sewer flooding for 

homes and businesses is 

reduced 

Future flood risk Non-financial incentive No intervention  

Sewer flooding index Financial – reward and penalty Comparative assessment – We 

have maintained our draft 

determination intervention to 

adjust the PC to reflect upper 

quartile performance, but we 

have applied a revised, slightly 

less demanding, upper quartile 

level at final determination. We 

have adopted the penalty and 

reward ranges proposed in the 

company’s representations. 
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Company proposal Intervention 

Outcome Performance commitment Incentive type 

The North West's bathing and 

shellfish waters are cleaner 

though our work and that of 

others 

Contribution to bathing waters 

improved 

Financial – penalty only Company-specific assessment 

– We have increased the penalty 

rate. 

The natural environment is 

protected and improved in the 

way we deliver our services 

Protecting rivers from 

deterioration due to population 

growth 

Financial – penalty only Company-specific assessment 

– We have accepted United 

Utilities’ proposal to increase the 

maximum penalty for this PC. 

Maintaining our wastewater 

treatment works 

Financial – penalty only Company-specific assessment 

– We have maintained our draft 

determination intervention to 

reduce the penalty deadband, 

and have accepted United 

Utilities’ proposal to split the large 

band into ‘large’ and ‘very large’ 

wastewater treatment works and 

the rebasing of the index. 

Contribution to rivers improved 

(wastewater programme) 

Financial – reward and penalty Company-specific assessment 

– We have accepted United 

Utilities’ proposal to change to 

the PC level. 
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Company proposal Intervention 

Outcome Performance commitment Incentive type 

Wastewater serious (category 1 

and 2) pollution incidents 

Financial – penalty only Company-specific assessment 

– We have intervened to make 

the PC more demanding 

Wastewater category 3 pollution 

incidents 

Financial – reward and penalty Comparative assessment – We 

have tightened the reward cap. 

Satisfactory sludge disposal Financial – penalty only No intervention 
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A3.3 Calculating the wholesale wastewater price control 

A3.3.1 Calculating allowed wholesale wastewater expenditure 

Our approach to calculating allowed wholesale expenditure is set out in policy 

chapter A3.  

Following representations, the company’s proposed wholesale wastewater totex of 

£3,112 million over 2015-20 (versus £3,566 million in its December plan). This is 6% 

above the final determination threshold (post additions) of £2,933 million. Table A3.3 

below notes the representations that we have received that are specific to this 

aspect of the wholesale wastewater control of United Utilities and sets out our 

response. 

Table A3.3 Representations specific to the wholesale wastewater totex for United 

Utilities 

Respondent Summary of comment Ofwat response 

United 

Utilities 

In its representations on the draft 

determination United Utilities 

reduced wastewater totex from its 

revised plan by £302 million as a 

consequence of efficiency challenges 

and scope reductions.  

The company also reduced its 

proposed additional special cost 

factor claims to £830 million, down 

from £964 million in its revised 

business plan, and provided 

additional evidence and assurance to 

support the remaining special cost 

factor claims. 

Representations on specific special 

cost factor claims are summarised 

below.  

Our responses to representations on 

specific special cost factor claims are 

summarised below. 

We have also updated calculations 

for implicit allowances to reflect the 

way the company has presented its 

plan.  
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Respondent Summary of comment Ofwat response 

United 

Utilities 

United Utilities reduced the value of 

its NEP 5 Water Framework Directive 

special cost factor claim to £158 

million following the removal of £41 

million of 2020-25 ‘early start’ 

expenditure, £20 million of scope 

savings and £16 million of efficiency 

savings. The company also provided 

additional evidence and assurance to 

support the claim. 

We are making an allowance of £158 

million for the NEP 5 Water 

Framework Directive claim. Our 

assessment of the gates is: 

Need – pass 

Cost-benefit analysis – pass 

Robustness of estimate – pass 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

United 

Utilities 

United Utilities reduced the value of 

its NEP 5 Shellfish schemes special 

cost factor claim to £33 million 

following £2 million of efficiency 

savings. The company also provided 

additional evidence to support the 

claim. 

We are making an allowance of £28 

million for the NEP 5 Shellfish 

schemes claim. We have applied a 

25% reduction to one of the schemes 

due to concerns around optioneering. 

Our assessment of the gates is: 

Need – pass 

Cost-benefit analysis – partial pass 

Robustness of estimate – pass 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

United 

Utilities 

United Utilities reduced the value of 

its NEP 4 chemical and phosphorus 

removal investigations special cost 

factor claim to £26 million following 

£3 million of scope savings and £4 

million of efficiency savings, and also 

recognised an implicit allowance of 

£18 million. The company has also 

provided additional evidence to 

support the claim. 

We are not making an allowance for 

the company’s claim for NEP 4 

chemical and phosphorus removal 

investigations as we consider that 

the wholesale cost thresholds 

provide appropriate funding for these 

activities. No other tests apply so we 

have not assessed the claim against 

the three criteria. 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models.  
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Respondent Summary of comment Ofwat response 

United 

Utilities 

United Utilities reduced the value of 

its Davyhulme wastewater treatment 

works special cost factor claim to 

£130 million in light of newly obtained 

tender prices and following £16 

million of efficiency savings, and also 

offered an implicit allowance of £54 

million. The company also provided 

additional evidence to support the 

claim.  

United Utilities also made 

representations that our model does 

not allow for atypical trade effluent 

growth and that the company is 

disadvantaged by a high population 

decline in some areas.  

This investment is being driven by 

both statutory requirements (quality) 

and growth. As at draft 

determination, we are allowing the 

quality element in full (£34 million) 

due to our commitment to fund the 

overlap programme.  

We are making an additional 

calculated allowance of £13 million, 

as while we recognise the atypical 

trade effluent growth at Davyhulme 

and atypical population decline in 

United Utilities’ region, the costs 

proposed by the company are 

considerably more than our cost 

model would allow for the same 

scope of work. Our assessment of 

the gates is: 

Need – partial pass  

Cost-benefit analysis – pass 

Robustness of estimate – partial 

pass 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

United 

Utilities 

United Utilities reduced its Oldham 

and Royton wastewater treatment 

works special cost factor claim to £83 

million in the light of recently 

obtained tender prices and also 

offered an implicit allowance of £22 

million. The company also provided 

additional evidence to support the 

claim.  

We are making a modelled 

allowance of £61 million for this 

claim. Our assessment of the gates 

is: 

Need – partial pass 

Cost-benefit analysis – n/a 

Robustness of estimate – n/a 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 
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Respondent Summary of comment Ofwat response 

United 

Utilities 

The company revised its approach to 

calculating its base totex claim, 

which increased the value of the 

claim to £188 million.  

We are accepting the following 

elements United Utilities’ base totex 

claim: 

 Network storage opex (£6 

million) 

 Network storage capital 

maintenance (£7 million) 

 IED permits opex (£7 million) 

The company did not provide 

sufficient evidence to justify the need 

for the other elements of the claim. 

Our assessment of the gates is: 

Need – partial pass 

Cost-benefit analysis – n/a 

Robustness of estimate – n/a 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 

United 

Utilities 

United Utilities made representations 

on the impact of an error the 

company made at PR09 in relation to 

the capitalisation of a proportion of its 

pension deficit recovery costs. 

United Utilities provided sufficient 

evidence to demonstrate that it made 

an error at PR09 by incorrectly 

capitalising a proportion of its 

pension deficit recovery costs. The 

company has demonstrated that it 

has managed its pension costs 

efficiently and it is bearing the cost of 

the impact of this error for 2010-11 to 

2014-15. We have therefore made a 

full allowance in respect of the 

correction for costs in 2015-2020. 

Further information about our 

assessment of the claim is set out in 

the populated version of the final 

determination cost threshold models. 
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Respondent Summary of comment Ofwat response 

Environment 

Agency 

The Environment Agency raised a 

concern that no allowance was made 

for the National Environment 

Programme (NEP) phase 5 Water 

Framework Directive (WFD), NEP 5 

Shellfish schemes, chemical and 

phosphorus removal investigations, 

Davyhulme wastewater treatment 

works and Oldham and Royton 

wastewater treatment works. 

Allowances have been made for the 

National Environment Programme 

(NEP) phase 5 Water Framework 

Directive (WFD), NEP 5 Shellfish 

schemes, Davyhulme wastewater 

treatment works and Oldham and 

Royton wastewater treatment works 

as set out above. 

Natural 

England 

Natural England raised concern that 

the difference between the 

company’s business plan and the 

draft determination may limit the 

company’s ability to deliver its 

proposed work as part of the national 

trials of innovative phosphorous 

removal techniques.  

As set out above we are not making 

an allowance for the company’s 

claim for NEP 4 chemical and 

phosphorus removal investigations 

as we consider that the wholesale 

cost thresholds provide appropriate 

funding for these activities. 

CCG The CCG expressed support for the 

company’s revised wholesale 

programme.  

Allowances have been made for the 

NEP phase 5 Water Framework 

Directive, NEP 5 Shellfish schemes, 

Davyhulme wastewater treatment 

works and Oldham and Royton 

wastewater treatment works as set 

out above. 

The wholesale wastewater allowed expenditure for United Utilities is detailed in 

Table A3.4 below. A further breakdown of some of the calculations is provided in 

annex 1. Further information about our assessment of each claim is set out in the 

populated version of the final determination cost threshold models. 

Table A3.4  Wholesale wastewater allowed expenditure (£ million) 

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

Final determination 

cost threshold 
          2,933.5 

Costs excluded from 

menu 
8.1 7.7 7.7 7.7 7.7 38.9 

Menu cost baseline1 545.3 565.1 617.7 626.9 539.7 2,894.6 



Final price control determination notice: company-specific appendix – United Utilities 

42 

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

Company’s view of 

menu costs2 
          3,075.2 

Implied menu choice           106.2 

Allowed expenditure 

from menu 
553.8 573.9 627.3 636.7 548.1 2,939.7 

Costs excluded from 

menu 
8.1 7.7 7.7 7.7 7.7 38.9 

Total allowed 

expenditure3 
561.8 581.6 635.0 644.4 555.8 2,978.6 

Less pension deficit 

repair allowance 
7.7 7.7 7.7 7.7 7.7 38.5 

Totex for input to 

PAYG 
554.1 573.9 627.3 636.7 548.1 2,940.1 

Notes:  
1.  Menu baseline is equal to the final determination threshold less pension deficit recovery costs, third party 
costs and market opening costs related to 2014-15 (see annex 1).  
2.  Based on company plan totex (reflecting its representation on its draft determination) minus costs for items 
excluded from the menu. The company will make a final menu choice by 16 January 2016 and any difference 
between this and the implied menu choice will reconciled as part of PR19 
3.  Includes pension deficit recovery costs.  

A3.3.2 Calculation of revenues: PAYG and RCV run-off 

In section A6.5, we discuss financeability at an appointee (whole regulated 

company) level. 

Table A3.5 shows the PAYG rates and amount of totex recovered for wholesale 

wastewater, which we have used as the basis for this final determination. The 

'Resulting PAYG (£m)’ is the amount of money recovered from customers in the 

short term. This reflects our intervention on PAYG rates as described in section A6.5 

on financeability. 

Table A3.6 shows the RCV run-off amounts included within the wholesale 

wastewater charge. This is the amount of money recovered in the long term through 

the company's RCV.  
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Table A3.5  United Utilities’ wholesale wastewater PAYG rates  

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

Totex (£m) 554.1 573.9 627.3 636.7 548.1 2,940.1 

PAYG (%) 51.4% 50.9% 47.1% 46.3% 54.1% 50.0% 

Resulting PAYG (£m) 284.9 292.2 295.2 294.9 296.7 1,463.8 

Note: The figures in this table reflect our change in PAYG rates as described in section A6.5 on financeability. 

Table A3.6  United Utilities’ wholesale wastewater RCV run-off (£ million) 

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

Run-off of 2015 RCV 235.6 226.4 217.6 209.1 201.0 1,089.7 

RCV run-off of totex 

additions 
4.8 14.8 25.8 37.9 48.6 132.0 

Total RCV run-off 240.4 241.2 243.4 247.1 249.6 1,221.7 

Note: The figures in this table reflect a run-off rate of 3.89% for the RCV as at 31 March 2015 and 28 years for 
the totex additions to the RCV over 2015-20. 

A3.3.3 Return on the RCV 

As discussed in section A2.3.3, we have used a cost of capital of 3.6% in this final 

determination. This results in a return on capital of £1,113 million over 2015-20.  

Table A3.7 shows our calculation of the opening RCV at 1 April 2015 taking account 

of the adjustments for 2010-15 performance discussed in section A3.3.4 below. The 

average RCV, set out in Table A3.8 below for each year, takes into account the 

proportion of totex additions to the RCV determined by the PAYG rate and RCV run-

off as set out in Table A3.5 and Table A3.6 above.  

Table A3.7  United Utilities’ wholesale wastewater opening RCV (£ million) 

  2015-16 

Closing RCV 31 March 2015 5,918.4 

Land sales1 -3.0 

Adjustment for actual expenditure 2009-102 75.1 

Adjustment for actual expenditure 2010-153 23.8 
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  2015-16 

Net adjustment from logging up and logging down3,4 106.0 

Adjustment for shortfalls3,4 -64.5 

Adjustment for serviceability shortfalls5 0.0 

Other adjustments6 0.0 

Opening RCV 1 April 2015 6,055.8 

Notes: 
1.  Land sales adjustment is set out in table AA3.23 
2.  2009-10 actual expenditure adjustment is set out in table AA3.23 
3.  A component of the CIS adjustment as set out in table AA3.19. 
4.  The net adjustment from the change protocol is set out in table AA3.8. 
5.  The serviceability shortfall adjustment is set out in table AA3.12. 
6.  Other RCV adjustments are set out in table AA3.23. 

Table A3.8  United Utilities’ wholesale wastewater return on RCV (£ million) 

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

Opening RCV 6,055.8 6,084.7 6,125.2 6,213.9 6,308.7 

RCV additions (from 

totex) 
269.2 281.7 332.1 341.8 251.4 

Less RCV run-off 240.4 241.2 243.4 247.1 249.6 

Closing RCV 6,084.7 6,125.2 6,213.9 6,308.7 6,310.5 

Average RCV (year 

average) 
6,070.3 6,104.9 6,169.6 6,261.3 6,309.6 

Return on capital 218.5 219.8 222.1 225.4 227.1 

A3.3.4 Reconciling 2010-15 performance 

When we last set price controls at PR09, we included a number of incentive 

mechanisms designed to encourage companies to improve and deliver services 

more efficiently, and, to manage uncertainty. Consistent with the broad approach set 

out at the time of the final determinations in 2009 we have made adjustments at this 

price review (PR14) to 2015 to 2020 revenues to take account of company 

performance in the 2010 to 2015 period. 

Our approach to reconciling 2010-15 performance is set out in policy chapter A4. 
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The company proposed adjustments to the opening RCV and allowed revenue for 

the wholesale wastewater services to reconcile performance in 2010-15. We have 

intervened and as a result the revenue adjustments for wholesale wastewater have 

changed from £67.8 million to £53.7 million. We summarise these interventions in 

Table A3.9 below, and quantify the resulting adjustments within this final 

determination. The impact on the opening RCV of 2010-15 adjustments is shown in 

Table A3.7 above and we discuss our interventions in this area further in annex 3. 

The main changes we have made in the final determination compared to our draft 

determination result from revising our logging up adjustment for the Unsatisfactory 

Intermittent Discharge (UID) overlap scheme and removing a logging down 

adjustment for the Davyhulme Freshwater Fish Directive (FFD) overlap scheme that 

we had applied twice in error. The other minor changes we have made in the final 

determination result from the change in the allowed return and the other changes set 

out below.  

When making these final determinations we do not have the full information on 

companies’ performance in 2014-15. We set out in ‘Setting price controls for 2015-20 

– further information on reconciling 2010-15 performance’ that we would reconcile for 

the RCM, change protocol and serviceability in 2015, and in 2016 for the capital 

expenditure incentive scheme, when we have the company’s actual performance for 

2014-15. In carrying out this reconciliation, we will take a proportionate approach (for 

example, applying materiality thresholds where appropriate) to making adjustments 

for company’s actual performance and implement these changes at the next 

wholesale price control review in 2019. 
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Table A3.9  United Utilities’ wholesale wastewater revenue adjustments to reflect 2010-15 performance (£ million) 

Area of 

intervention 

Intervention  Total revenue adjustment 

2010-15 (post intervention) 

  Company 

view 

Draft 

Determination 

Final 

determination 

SIM There are no interventions in this area. 0.0 0.0 0.0 

RCM We have intervened in the following areas. 

 Back-billing 

 FD09 assumptions 

Combined these interventions increased revenue by £10.2 million 

compared with the company’s revised business plan. This is offset by our 

intervention on ‘Other adjustments’ of -£13.5m for wastewater. 

United Utilities had included amounts in the ‘back-billing’ input line of the 

RCM model to include its proposed adjustments to its calculated RCM. It 

included amounts to reduce its calculated RCM to reflect its decision not 

to increase the RCM over 2015-20 as a result of a data cleanse activity. It 

also included amounts to increase its calculated RCM to take account of 

an under-accrual from the period 2005-10 that resulted in over-stated 

revenue in the previous price control period, 2010-15. We have 

intervened on ‘back-billing’ because we do not consider that those 

proposed adjustments to the calculated RCM are compliant with the 

reporting guidelines for ‘back-billing’. Instead, we have considered them 

separately in the ‘Other adjustments’ section below. 

We have reallocated United Utilities’ proposed revenue reduction away 

58.4 68.8 68.6 
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Area of 

intervention 

Intervention  Total revenue adjustment 

2010-15 (post intervention) 

  Company 

view 

Draft 

Determination 

Final 

determination 

from the RCM into ‘Other adjustments’ of -£13.5m for water which is set 

out below. However, we did not allow for United Utilities' 2005-10 under-

accrual adjustment for the draft or final determination.  

OIA We amended the company’s tax rate from 25.13% to 0%. 

We have reduced the opex logging up for private sewers by 55% to 

normalise the company’s opex/collapse rate to the industry unweighted 

average. 

We included £0.1m of opex (post efficiency) associated with the shortfall 

adjustment for one delayed Bathing Water scheme and £1.8m of opex 

(post efficiency) associated with three delayed sludge management 

schemes. 

33.0 27.8 27.8 

CIS We have used the post-tax basis of the PR09 cost of capital for the 

discount rate when calculating the future value of the revenue adjustment 

in the 2010-15 period. 

In carrying out our assessment, we have included our view of the 

applicable change protocol amounts for water and wastewater. We have 

used the correct signage for the input PR09 bid grants and contributions. 

We have used our assumption of the cost of capital as the discount rate 

when profiling the revenue adjustment in 2015-20. 

Combined these interventions reduced revenue by £5.7 million compared 

with the company’s revised business plan. 

-23.5 -38.2 -29.2 
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Area of 

intervention 

Intervention  Total revenue adjustment 

2010-15 (post intervention) 

  Company 

view 

Draft 

Determination 

Final 

determination 

As explained in policy chapter A4, we have changed the methodology in 

the CIS model to use the PR09 post-tax cost of capital as the discount 

rate. This applies to all companies. 

The company has input the PR09 bid grants and contribution values with 

negative signage. The model requires these to be input as positives. This 

signage error affects the RCV adjustment and revenue adjustment. The 

company uses its view of the discount rate (3.36%) when profiling the 

revenue adjustment over 2015-20. 

Other 

adjustments 

United Utilities included negative amounts in its ‘back-billing line’ in  

2012-15 to reduce its calculated RCM to reflect its decision not to 

increase the RCM over 2015-20 as a result of a data cleanse activity. For 

our assumptions at the draft determination, we calculated the company’s 

proposed reductions and included it as an ‘other adjustment’ and had 

adjusted the company’s view of its RCM. We agree with United Utilities’ 

decision not to increase the RCM over 2015-20 as a result of a data 

cleanse activity and so we have included an ‘other adjustment’ of -£13.5 

million for wastewater for both the draft and final determination.  

United Utilities included an amount in its ‘back-billing line’ for 2010-11 

that represents an under-accrual from the period 2005-10 that resulted in 

over-stated revenue in the previous price control period, 2010-15. We did 

not allow for United Utilities' 2005-10 under-accrual adjustment in the 

draft determination. We reviewed the company’s representation but we 

0.0 -13.5 -13.5 
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Area of 

intervention 

Intervention  Total revenue adjustment 

2010-15 (post intervention) 

  Company 

view 

Draft 

Determination 

Final 

determination 

consider that the approach we applied at the draft determination remains 

for the final determination. 
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A3.3.5 Calculation of allowed revenue 

The calculation of the allowed revenue for United Utilities’ wholesale wastewater 

control is shown in Table A3.10.  

Overall, United Utilities’ wholesale water revenue allowance will be £775.4 million in 

2015-16, increasing by 3.6% to £803.7 million in 2019-20. 

Table A3.10  United Utilities’ wholesale wastewater allowed revenue (£ million) 

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

Totex 554.1 573.9 627.3 636.7 548.1 2,940.1 

PAYG rate 51.4% 50.9% 47.1% 46.3% 54.1%   

Totex additions to the 

RCV 
269.2 281.7 332.1 341.8 251.4 1,476.4 

RCV (year average) 6,070.3 6,104.9 6,169.6 6,261.3 6,309.6   

Wholesale allowed revenue build up: 

PAYG1 292.6 299.8 302.9 302.6 304.3 1,502.2 

Return on capital 218.5 219.8 222.1 225.4 227.1 1,113.0 

RCV run-off 240.4 241.2 243.4 247.1 249.6 1,221.7 

Tax2 13.0 13.3 14.0 15.4 18.6 74.3 

Income from other 

sources3,4 -2.5 -2.5 -2.5 -2.5 -2.5 -12.7 

Reconciling 2010-15 

performance 
13.3 11.7 11.7 11.7 5.2 53.7 

Ex ante additional 

menu income 
-4.4 -4.5 -4.9 -5.0 -4.3 -23.1 

Wholesale allowed revenue adjustments: 

Profiling adjustments5 0.0 0.0 0.0 0.0 0.0 0.0 

Capital contributions 

from connection 

charges and revenue 

from infrastructure 

charges 

4.4 4.8 4.9 5.4 5.7 25.2 
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 2015-16 2016-17 2017-18 2018-19 2019-20 Total 

Final allowed 

revenues 
775.4 783.6 791.6 800.0 803.7 3,954.4 

Notes:  
1.  PAYG includes the PAYG calculated from totex and the pension deficit repair allowance.  
2.  Including tax on adjustments for reconciling 2010-15 performance and ex ante additional menu income.  
3.  We have adjusted other income values to remove the deferred income element relating to IFRIC18, as this is 
an accounting adjustment. 
4.  Our assessment of income from other sources is discussed in section A3.5.2 in policy chapter A3.  
5.  Our bill profiling adjustments are discussed in section A6.6. 

A3.4 Uncertainty mechanisms 

We have set the company’s allowed revenues for the 2015-20 period. All companies 

face uncertainty about future costs and revenues and this is reflected in the rate of 

return and the established framework in the licence.  

We outline our approach to incremental uncertainty mechanisms in policy chapter 

A7, where we set out our response to the representations made by stakeholders in 

support of sector wide uncertainty mechanisms. 

For the wholesale wastewater control, we are not allowing additional uncertainty 

mechanisms within this framework. 

In Table A3.11 below, we set out United Utilities’ proposed wholesale wastewater 

uncertainty mechanisms and our assessment of these proposals. 

Table A3.11  United Utilities’ proposals for wholesale wastewater uncertainty 

mechanisms 

United Utilities’ proposals Our assessment 

In the draft determination, we removed the 

company’s proposed uncertainty mechanism 

relating to the outcome of the supreme court 

ruling on the company’s discharges into the 

Manchester Ship Canal. 

United Utilities has not objected to our 

approach in the draft determination. We have 

not included any additional uncertainty 

mechanisms for the company. 
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A4 Household retail 

A4.1 Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Our general policies relevant to the household retail control are set out in the 

following policy chapters that accompany our final determination. These include our 

responses to representations on sector-wide issues. 

 Policy chapter A2 

 ‘Policy chapter A5 – household retail costs and revenues’ (‘policy chapter 

A5’). 

 Policy chapter A7.  

Table A4.1 lists the representations we have received that are specific to United 

Utilities’ household retail control and sets out where to find more information on our 

responses to company-specific issues in this document.  

Table A4.1  Representations specific to the household retail control of United Utilities 

Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Outcomes, PCs and 

incentives 

United Utilities 

CCWater 

CCG 

Annex 4 

Outcome delivery and 

reporting 

None Annex 4 

Allocation of costs United Utilities Section 4.3  

Adjustments United Utilities Section A4.3 and Annex 2 

New costs United Utilities Section A4.3 and Annex 2 

Uncertainty 

mechanisms 

None Section A4.5 

http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212hhretail.pdf
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A4.2 Outcomes, performance commitments and incentives 

In the policy chapter A2, we discuss our approach to outcomes for the wholesale and 

retail controls. 

The company’s outcomes have been developed with input from its CCG. The CCG’s 

role was to challenge how well the company’s outcomes, PCs and delivery 

incentives reflect the views and priorities of customers, both now and in the future, 

as well as environmental priorities. 

Our assessment of the specific PCs proposed by each company for household retail 

has focused on a company-specific assessment to ensure that the performance 

proposed by each company is challenging, appropriately incentivised and supported 

by customer engagement. 

We summarise the outcomes, PCs and ODIs for the household retail control for 

United Utilities in Table A4.2 below.  

For some PCs and incentives types, we have intervened to change the underlying 

performance level or incentives. Where we have intervened, we have done so to 

ensure that companies are subject to effective incentives that protect customers 

against under-delivery and where merited, reward companies for outperformance. 

We summarise any interventions in Table A4.2. 

Full detail of the household retail outcomes, PCs and incentives, and our 

consideration of relevant representations, is provided in annex 4.
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Table A4.2  Household retail outcomes, performance commitments and incentives 

Company proposal Intervention 

Outcome Performance commitment Incentive type 

You’re highly satisfied with our 

service and find it easy to do 

business with us 

SIM 1 Financial – reward and penalty No intervention 

Customer Experience 

Programme 

Financial – penalty only Company-specific assessment 

– We have reduced the 

company’s proposed cost-

recovery penalty and added a 

second penalty rate related to 

customer benefit forgone and 

scheme costs if the company 

delivers the programme late or 

fails to deliver the programme. 

Bills for you and future customers 

are fair 

Customers saying we offer value 

for money 

Non-financial incentive No intervention 

Per household consumption Non-financial incentive No intervention 

Notes:  
1. We have required all companies to include a performance commitment based on the SIM. 
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A4.3 Costs 

Our approach to the household retail control is set out in policy chapter A5. We have 

adjusted companies’ costs to align to the 2013-14 base year. Historic costs are 

therefore presented in 2013-14 prices, and all future costs and revenues in nominal 

prices. We set out our final household retail adjustments, the modification factors for 

household retail allowed revenue and the assumed number of customers we have 

used to calculate the total revenues in annex 2. 

United Utilities made a representation on the price base that we use for setting 

household retail price controls. The company’s representation is discussed alongside 

representations made by other companies in policy chapter A5. We have taken 

these representations into consideration and can confirm that the household retail 

price controls will be set using the 2013-14 price base.  

United Utilities has also made representations on how the ACTS is calculated. In 

particular, the company has represented on: 

 the calculation of the efficiency challenge for the additional cost to serve 
metered customers; and 

 the treatment of depreciation of legacy assets. 

The company’s representations are discussed alongside representations made by 

other companies in policy chapter A5. We have taken this representation into 

consideration and present our conclusions on whether changes to the ACTS 

methodology are needed in policy chapter A5. 

A4.3.1 Allocation of costs 

In Table A4.3 below, we summarise our assessment of United Utilities’ cost 

allocation methodology.  

Table A4.3  Our assessment of United Utilities’ cost allocation methodology 

Area assessed Assessment 

No potential material misallocations Pass 

Adequate assurance provided Pass 

Reconciliation to regulatory accounts and December business plan provided Pass 
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We are satisfied that the company has addressed the cost allocation actions that we 

identified in the draft determination. We have used the company’s cost allocation 

between retail and wholesale and between household and non-household retail to 

set our final determination.  

However we noted that the company had included indexation of the adjustment for 

bad debt driven in its base household retail costs for 2013-14 and subsequent years 

in error (with a value of £0.554 million in 2013-14). We have not included this cost in 

the final determination. We note that this amount for indexation is additional to the 

indexation part of the bad debt adjustment that is discussed in the following section. 

A4.3.2 Adjustments 

In its revised business plan, submitted in June 2014, United Utilities sought 

adjustments to the ACTS for:  

 pension deficit repair costs; and 

 an adjustment for bad debt driven by deprivation. 

Pension deficit repair costs 

In the final determination we have included an adjustment for all companies to reflect 

the pension deficit recovery costs that our modelling shows is appropriate for 

household retail. This is set out in IN 13/17 ‘Treatment of companies’ pension deficit 

repair costs at the 2014 price review’ for all companies. 

However, United Utilities made representations on the impact of an error the 

company made at PR09 in relation to the capitalisation of a proportion of its pension 

deficit recovery costs. United Utilities provided sufficient evidence to demonstrate 

that it made an error at PR09 by incorrectly capitalising a proportion of its pension 

deficit recovery costs. The company has demonstrated that it has managed its 

pension costs efficiently and it is bearing the cost of the impact of this error for 2010-

11 to 2014-15. We have therefore made a full allowance in respect of the correction. 

This full allowance, as shown in Table A4.5, is therefore included in the company’s 

final determination instead of the costs set out in IN 13/17 ‘Treatment of companies’ 

pension deficit repair costs at the 2014 price review’. 

Bad debt driven by deprivation 

In the draft determination, we approved United Utilities’ proposal for an ACTS 

adjustment for bad debt driven by deprivation, but with an amendment to the 

adjustment value. We removed the indexation from the company’s proposed bad 

http://www.ofwat.gov.uk/pricereview/pr14/prs_in1317pr14pension.pdf
http://www.ofwat.gov.uk/pricereview/pr14/prs_in1317pr14pension.pdf
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debt adjustment to the ACTS but allowed the remainder of the adjustment. This 

reduced the adjustment from £113.6 million to £98.8 million over 2015-20.  

The company has represented on our rejection of the £14.8 million indexation part of 

the bad debt adjustment. The company has provided additional evidence to support 

the indexation part of the adjustment in its representation. We have therefore 

assessed the two parts of the company’s proposal separately: 

 bad debt driven by deprivation (doubtful debts); and 

 bad debt driven by deprivation (indexation). 

Our position for final determination is the same as at draft determination. We have 

accepted United Utilities Water’s request for an adjustment for bad debt driven by 

deprivation, but with a revised value of £98.8 million over 2015-20. We have not 

included the indexation part of the company’s bad adjustment in the final 

determination.  

Table A4.4 outlines United Utilities’ proposed ACTS adjustment. The adjustments 

proposed by United Utilities and the amounts we have included in our draft and final 

determination are quantified in Table A4.5.  

Further details on our assessment are set out in Annex 2 – Household retail. Our 

approach to assessing adjustment claims is set out in policy chapter A5. 

Table A4.4  United Utilities’ proposals for ACTS adjustments 

 Adjustment assessment criteria 

Adjustment Value (£m 

over  

2015-20) 

Materiality Beyond 

efficient 

management 

control 

Impact 

company in 

materially 

different way 

Value of 

adjustment 

appropriate 

Bad debt driven by 

deprivation – 

doubtful debts 

98.8 Pass Pass Pass Pass 

Bad debt driven by 

deprivation – 

indexation 

14.8 

Pass (with 

doubtful 

debts) 

Fail Fail N/a 

Notes:  
1. For household retail materiality is defined as being 2.25% of household retail opex plus depreciation over 
2015-20. 
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Table A4.5  Household retail adjustments (£ million, nominal prices) 

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

Adjustments included in final determination 

Doubtful Debt 19.756 19.756 19.756 19.756 19.756 98.780 

Pension deficit 
repair costs 

1.507 1.507 1.507 1.507 1.507 7.537 

Adjustments 
included in 
final 
determination 

21.263 21.263 21.263 21.263 21.263 106.316 

Note: There will be no automatic indexation for retail price controls to RPI.  

A4.3.3 New costs  

In its revised business plan, United Utilities included £43 million of new costs related 

to an investment in retail IT. In the draft determination, we noted that United Utilities’ 

new costs were not materially increasing. However, as the company included £10 

million for retail IT investment in its business plan for 2010-15 we exercised 

regulatory judgement and assessed the evidence associated with the new costs to 

ensure that customers would be protected from funding the same investments twice. 

In the draft determination, we concluded that United Utilities had not provided 

sufficient and convincing evidence to support the need for the investment, options 

analysis on the new costs, the robustness of cost estimates or customer protection 

relating to the new costs. We therefore challenged the company in the draft 

determination to provide this evidence.  

In its representations, the company provided further evidence to support the retail IT 

investment and also proposed an outcome with associated PC and ODI to protect 

customers.  

Overall, we have accepted the new costs, which fall below the materiality threshold, 

and the proposed outcome in the company’s final determination. As outlined in policy 

chapter A5, we have allowed new costs up to the materiality threshold for any 

company proposing new costs. We consider this to be a proportionate approach that 

has allowed companies to include limited, immaterial cost increases in their business 

plans without the need for a full and detailed review of the evidence of all future 

immaterial new costs.  

We welcome the increased protection for customers resulting from the introduction of 

an ODI following our challenge at draft determination.  
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Table A4.6 New household retail costs (£/customer) 

 Value 

Modification made to 2013-14 cost to serve for ACTS calculation 0.51 

Note: There will be no automatic indexation for retail price controls to RPI. 

A4.4 Calculating the allowed revenues 

As set out in policy chapter A5, total allowed household retail revenues are 

calculated taking account of our assessment of the cost to serve per customer (after 

the impact of our efficiency challenge), the projected customer numbers in the 

company’s revised business plan and the household retail net margin. 

The company proposed net margins of 1%. This is in line with our risk and reward 

guidance and our further consideration of margins following representations on draft 

determination. We have therefore accepted the company’s proposals. 

The table below shows the household retail net margin over 2015-20.  

Table A4.7  Household retail net margins (%) 

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

Household retail net margin 1.0% 1.0% 1.0% 1.0% 1.0% 

Table A4.8 below sets out the components of the allowed household retail revenue. 

Table A4.8  Components of the allowed household retail revenue (nominal prices) 

 2013-14 2015-16 2016-17 2017-18 2018-19 2019-20 

Company cost to serve (£/customer) 

Unmetered single 

service customers 

28.9      

Unmetered water and 

wastewater 

customers 

37.6 

     

Metered water only 

customers 

33.9      
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 2013-14 2015-16 2016-17 2017-18 2018-19 2019-20 

Metered wastewater 

only customers 

30.2      

Metered water and 

wastewater 

customers 

42.9      

Industry ACTS (£/customer) 

Unmetered single 

service customers 

21.47 

Unmetered water and 

wastewater 

customers 

27.91 

Metered water only 

customers 

27.26 

Metered wastewater 

only customers 

25.54 

Metered water and 

wastewater 

customers 

34.26 

Allowed cost to serve1 (£/customer) 

Unmetered single 

service customers 

 
29.9 28.3 26.5 25.1 25.6 

Unmetered water and 

wastewater 

customers 

 

38.8 36.8 34.5 32.6 33.2 

Metered water only 

customers 

 
35.6 34.1 32.3 30.2 30.2 

Metered wastewater 

only customers 

 
33.8 32.2 30.4 28.9 29.4 

Metered water and 

wastewater 

customers 

 

45.2 43.2 40.2 37.8 37.9 
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 2013-14 2015-16 2016-17 2017-18 2018-19 2019-20 

Total allowed (£m) 

Cost to serve 

(excluding net 

margin) 

 

120.3 115.4 108.8 103.4 105.4 

Forecast household 

wholesale charge 

(including forecast 

RPI2)3 

 

1,178.4 1,218.5 1,259.8 1,302.3 1,348.1 

Household retail 

revenue (including an 

allowance for the net 

margin)4 

 

132.1 127.6 121.4 116.4 118.9 

Notes:  
There will be no automatic indexation for retail price controls to RPI. However, the wholesale price controls are 
indexed linked to RPI. This will affect the retail net margins. 
1.  Allowed cost to serve includes pension deficit repair costs.  
2.  The household wholesale charge includes forecast RPI so that the total household retail revenue can be 
displayed on the same price base as other retail costs. 
3.  The allocation of allowed wholesale revenue to different wholesale charges will be at the company’s 
discretion, subject to charging rules and licence conditions, however, our assumed allocation of wholesale 
revenue is binding for the purposes of determining the allowance for the net margin which is one component of 
allowed household retail revenue.  
4.  This number is indicative, as allowed revenue will depend upon actual customer numbers. 

A4.5 Uncertainty mechanisms 

We outline our approach to uncertainty mechanisms in policy chapter A7. United 

Utilities did not propose any household retail uncertainty mechanisms beyond those 

that will already form part of the regulatory framework for 2015-20. 
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A5 Non-household retail  

In ‘Policy chapter A6 – non-household retail costs and revenues’ (‘policy chapter 

A6’), we outline our overall approach to the non-household retail price control.  

In this chapter, we provide details of United Utilities’ non-household retail price 

control. 

A5.1 Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Our general policies relevant to the non-household control are set out in the policy 

chapter A6. This includes our responses to representations on sector-wide issues. 

Table A5.1 lists the representations we have received that are specific to United 

Utilities’ non-household retail control and sets out where to find more information on 

our responses to company-specific issues in this document.  

Table A5.1  Representations specific to the non-household retail control United 

Utilities 

Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Net margins United Utilities Section A5.3 

Cost proposals United Utilities Section A5.4 

Form of control United Utilities 

CCG 

Section A5.5 

A5.2 Indicative non-household retail total revenue  

Table A5.2 below shows the indicative total of non-household allowed revenue. The 

table is indicative, as it does not assume any gains or losses from competition or 

impacts from the company charging customers at levels different to the relevant 

http://www.ofwat.gov.uk/pricereview/pr14/det_pr20141212nhhretail.pdf
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default tariffs for the projected customers in each customer type. Furthermore, the 

controls for each customer type that we have set will only apply for two years; there 

will be a review in 2016. Years 2017-18 to 2019-20 below are shown for illustrative 

purposes only. 

Table A5.2  Indicative non-household retail total revenue price control including  

net margins (£ million, nominal prices) 

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

Indicative non-household 

retail total revenue price 

control including net 

margins 

35.9 36.5 37.2 37.8 38.4 

Note: There will be no indexation for retail price controls from this price base. The non-household wholesale 
charge includes forecast RPI so that the total non-household retail revenue can be displayed in the same price 
base as other retail costs. Figures exclude retail services to developers and revenues associated with 
miscellaneous charges. 

A5.3 Net margins  

In its revised business plan, the company proposed net margins that equalled 2.5% 

in aggregate. This is in line with our risk and reward guidance and our further 

consideration of margins following representations on draft determination. We 

therefore accepted the company’s proposals. 

In its representations, the company proposed new net margin and cost allocations 

between customer types. The new proposals resulted in a significant increase in the 

amount of revenue to be recovered from the company’s unmetered and below 50 

mega-litre customer types. The average gross margins for these customer types that 

the company had initially proposed were already high compared to the rest of the 

industry. 

We therefore queried whether the company had gained customer support for the 

change in allocations, and had undertaken any external assurance. While the 

company confirmed that it had informed a sub-group of its CCG that it was proposing 

to make changes to its allocations, it was not clear whether the CCG had been made 

aware of the significant increases to smaller and unmetered customers. The 

company also responded that its initial allocations had received external assurance, 

but its new approach had not. 
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Given the lack of evidence supporting the change, and that the change would 

significantly increase the amount of revenue to be recovered from the company’s 

unmetered and smaller customer types, we have not accepted the company’s 

updated allocations – instead we have used the allocations provided as part of its 

revised business plan. 

A5.4 Cost proposals  

As stated above, the company proposed updated cost allocations between customer 

types. For the reasons stated above, we did not accept this update.  

The company represented on Ofwat deflating retail costs by the difference in RPI 

between 2012-13 and 2013-14. We agree that deflating companies’ costs would not 

be appropriate for final determinations, as it would effectively be embedding an 

additional efficiency challenge due to the controls being set on a nominal basis. We 

have therefore set the retail controls based on companies’ non-deflated 2013-14 

costs (prior to any subsequent adjustments). For further details, see policy chapter 

A6. 

As set out in policy chapter A6, we have adjusted companies’ costs to align to the 

2013-14 base year. Historical costs are therefore presented in 2013-14 prices, and 

all future costs and revenues in nominal prices. As set out in policy chapter A6, we 

expect our decisions on the total level of non-household retail costs now, will still 

apply for years 2017-18 to 2019-20 – the 2016 review will focus on the allocations 

between different non-household customer types. 

In IN 13/17: ‘Treatment of companies’ pension deficit repair costs at the 2014 price 

review’ we explained how we would treat the costs associated with water companies 

reducing the deficits in their defined benefit pension schemes at PR14. Where 

companies’ proposals have differed from our calculations, we have over-written their 

proposals in line with our overall approach. The company made representations on 

the impact of an error it had made at PR09 in relation to the capitalisation a 

proportion of its pension deficit recovery costs. The company provided sufficient 

evidence to demonstrate that it made an error at PR09 by incorrectly capitalising a 

proportion of its pension deficit recovery costs. The company has demonstrated that 

it has managed its pension costs efficiently and it is bearing the cost of the impact of 

this error for 2010-11 to 2014-15. We have therefore made a full allowance in 

respect of the correction. 
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This resulted in the company’s proposals being adjusted from £1.790 million over the 

control period, to £1.354 million – an increase from the draft determination of £0.632 

million. 

In the draft determination, we noted that the company’s 2013-14 costs were 

significantly higher than the preceding two years. We requested as part of its 

representations for the company to provide us with a clear explanation as to the cost 

increase, and to explain why the increase should not be treated as an exceptional 

one-off event. 

In its representations, the company stated that the primary reason for the increase 

(of around 20%) was due to changes in cost allocations. However, the company did 

not provide any evidence to demonstrate that this was the case.  

We issued a query asking whether the company could provide us with externally 

audited restated historical figures, evidence of a corresponding decrease to where 

the costs have been reallocated from, or any other form of objective/compelling 

evidence that the cost increase is not atypical.  

The company provided us with its allocations for 2012-13 and 2013-14. While these 

showed a change in allocation approach, the company did not provide any external 

assurance. 

As the company’s base year costs are around 20% higher than preceding years with 

little in the way of evidence supporting the increase, we consider it appropriate to 

adjust the company’s base year costs in assessing materiality of cost increases in 

2015-20.  

One approach would have been to replace the company’s base year with a 

preceding year. However, we are mindful not to be seen to be penalising companies 

for improving their cost allocation approaches, and that the 2013-14 costs were 

subject to independent audit. We observed the overall retail (household and non-

household) increase in costs between 2012-13 and 2013-14 to be 7.3%. We have 

not been provided with any evidence from the company that this increase is efficient, 

needed, or supported by customers. We have therefore accepted the company’s 

new cost allocations, but reduced its base year by the 7.3% increase. 

While the company highlighted to us that there is a risk that the default tariffs 

resulting from the price control may not be sufficiently cost reflective should we not 

allow the costs that the company has incurred, we consider that it is preferable for 

such a risk to exist compared to a position of allowing a company to pass through 

significant and unjustified increases in costs through to customers. The fact that the 
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company has the highest non-household retail costs in the industry (both before and 

after the adjustment) provides a degree of comfort that the company should be able 

to reduce its costs to be sufficiently below the revenue controls that we will set. 

Having established an appropriate base-year, we then assessed whether the 

company’s costs over 2015-20 were materially increasing. Even without making the 

base year adjustment, the company’s proposed costs increase by more than our 

non-household retail materiality threshold of 5.3% between 2015 and 2020. In the 

draft determination, we did not accept increases above the materiality threshold, as 

we did not consider the supporting information to be sufficient. 

In its representations, the company provided further detail of its proposed cost 

increases. The increases include £13 million additional depreciation on assets pre-

2015-20, £7 million depreciation on 2015-20 assets and a £4 million recharge from 

wholesale.  

The company informed us that the additional depreciation on assets pre-2015-20 

related to replacing a system, and to enable opex savings. The company provided 

no evidence as to the efficiency, need, or customer support for these items. 

The company informed us that the depreciation on 2015-20 assets were comprised 

of a customer management platform and portal, a customer transfer interface, 

workforce optimisation, telephony upgrades, meter supplier and reading tenders, and 

property costs. The company provided no evidence as to the efficiency, need, or 

customer support for these items. 

The company informed us that the recharges from wholesale were in relation to 

‘management and general’ assets. The company provided no evidence as to the 

efficiency, need, or customer support for these items. 

Overall, the company did not provide sufficient justification for us to make an 

allowance for new costs above our materiality threshold. We have therefore reduced 

the company’s new costs down to our materiality threshold. This effectively gives the 

company £5.726 million over the period greater than if its (adjusted) base year costs 

had simply been rolled forward.  

It should be noted that the company provided two cost forecasts, as it drew a 

distinction between forecasted costs and cost recovery. Both of the forecasts are 

above the materiality threshold. Consequently, it does not make any difference to the 

allowed figures, which forecast is assessed. 
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In total, our interventions resulted in the company’s proposed costs being adjusted 

from £134.461 million (or £129.427 million) over the control period to £113.763 

million. 

A5.5 Form of control 

In ‘Setting price controls for 2015-20, Draft price control determination notice: 

technical appendix A5 – non-household retail’, we recognised that some companies 

could benefit from having further time to consider and address any issues ahead of 

the introduction of competition into the non-household retail market in April 2017.  

Our final determination on the form of control is set out in policy chapter A6. In that 

document we confirm the basic form of control set out in our final methodology 

statement, but with a two-year initial duration and with a review carried out in 2016. 

A5.6 Average revenue controls 

The allowed average retail cost component (£) and the allowed net margin (%) for 

each customer type are shown in the table below for United Utilities. 

The average retail revenue per customer – £ (r) – has also been shown. For the 

avoidance of doubt, it is the average cost component and the allowed net margin 

that make up the non-household retail control. The average retail revenue per 

customer is shown only to help comparisons to be drawn. 

Table A5.3 Non-household retail average controls per customer 

Customer type Units 2015-16 2016-17 2017-18 2018-19 2019-20 

1 Up to 50 Ml Water 

Unmetered 

£ 31.11 32.37 33.73 35.27 37.02 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 38.53 40.09 41.76 43.65 45.73 

2 Up to 50Ml Water 

Metered 

£ 44.36 43.74 43.25 43.10 43.27 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 65.73 65.94 66.38 67.21 68.39 

3 > 50Ml water metered £ 4,766.29 4,861.01 4,929.20 4,931.69 4,870.50 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

http://www.ofwat.gov.uk/pricereview/pr14/det_pr1408draftappendixnonhousehold.pdf
http://www.ofwat.gov.uk/pricereview/pr14/det_pr1408draftappendixnonhousehold.pdf
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Customer type Units 2015-16 2016-17 2017-18 2018-19 2019-20 

£ (r) 11,358.7

3 

11,736.5

9 

12,124.0

9 

12,461.8

8 

12,740.6

8 

4 Up to 50Ml Non-potable 

Water Metered 

£ 34.02 34.07 34.10 34.10 34.07 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 42.86 43.33 43.83 44.34 44.82 

5 > 50Ml Non-potable 

Water Metered 

£ 15,420.2

9 

15,731.4

0 

15,955.2

9 

15,963.4

3 

15,762.5

6 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 29,618.4

3 

30,650.0

9 

31,645.4

1 

32,471.2

6 

33,073.3

7 

6 Up to 50 Ml Sewerage 

Unmetered 

 

 

£ 27.47 28.26 29.24 30.74 32.80 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 38.74 40.09 41.65 43.69 46.20 

7 Up to 50Ml Sewerage 

Foul Metered 

£ 7.18 6.96 6.79 6.74 6.81 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 16.39 16.50 16.68 16.94 17.24 

8 > 50Ml Sewerage Foul 

Metered 

£ 1,615.99 1,650.40 1,675.16 1,676.07 1,653.85 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 2,135.88 2,190.43 2,237.01 2,258.66 2,254.53 

9 SWHD Metered Bands 

1 – 7 

£ 71.63 72.06 72.27 72.04 71.40 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 95.67 97.27 98.68 99.62 99.93 

10 SWHD Metered Bands 

8 – 15 

£ 232.94 232.30 231.47 230.72 229.93 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 1,057.85 1,100.33 1,142.49 1,182.04 1,212.98 

11 Up to 50Ml Sewerage 

TE Metered 

£ 149.15 149.10 149.06 149.06 149.10 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 279.04 283.88 289.29 294.49 299.11 
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Customer type Units 2015-16 2016-17 2017-18 2018-19 2019-20 

12 > 50Ml Sewerage TE 

Metered 

£ 5,001.21 4,994.69 4,989.81 4,989.63 4,994.02 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 9,308.45 9,460.03 9,631.98 9,800.95 9,954.44 

13 Foul / SWD Special 

Agreements 

£ 1,855.23 1,892.76 1,919.77 1,920.76 1,896.52 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 5,701.04 5,938.20 6,165.73 6,354.16 6,478.70 

14 Trade Effluent Special 

Agreements 

£ 1,855.77 1,893.29 1,920.29 1,921.27 1,897.05 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 7,401.14 7,543.23 7,733.94 7,895.73 8,049.69 

15 Water Special 

Agreements 

£ 1,857.80 1,895.27 1,922.24 1,923.22 1,899.03 

% 2.5% 2.5% 2.5% 2.5% 2.5% 

£ (r) 10,080.6

8 

10,490.2

3 

10,930.5

0 

11,363.6

3 

11,771.3

8 
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A6 Appointee financeability and affordability 

In this section, we discuss at an appointee level: 

 bills and K factors; 

 RoRE; 

 financeability; and  

 affordability.  

However, we first consider the responses to our draft determination that are specific 

to United Utilities’ treatment in these areas below. 

A6.1 Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Our general policies relevant at appointee level are set out in the following policy 

chapters that accompany our final determination, which include our responses to 

representations on sector-wide issues. 

 Policy chapter A7.  

 Policy chapter A8. 

Table A6.1 lists the representations we have received that are specific to United 

Utilities at an appointee level and sets out where to find more information on our 

responses to company-specific issues in this document.  

Table A6.1  Representations specific to issues at an appointee level for United 

Utilities 

Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

Bills and K factors United Utilities Section A6.2 

Appointee level 

uncertainty and gain 

share mechanisms 

None Section A6.3 
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Area Company-specific 

representations 

Detailed commentary in this 

company-specific appendix 

RoRE range None Section A6.4 

Financeability United Utilities Section A6.5 

Affordability CCWater Section A6.6 

Financial modelling United Utilities Section A6.7 

A6.2 Bills and K factors 

Table A6.2 below sets out the allowed revenues we have assumed in our final 

determination for United Utilities to deliver for its customers on its: 

 statutory duties; and 

 associated PCs. 

It also sets out the average customer bills on the basis of the final determination. 

These figures reflect the changes made to PAYG rates as described in section A6.5. 

Table A6.2  United Utilities’ final determination – K factors, allowed revenues and 

customer bills1 

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

Wholesale water – 

allowed revenues (£m)2 
653.8 660.0 665.9 672.5 678.8 3,330.9 

Wholesale water –  

K (%) 
0.0% 1.5% 1.0% 0.8% 0.8% - 

Wholesale wastewater – 

allowed revenues (£m)2 775.4 783.6 791.6 800.0 803.7 3,954.4 

Wholesale wastewater – 

K (%) 
0.0% 1.6% 1.1% 0.9% 0.3% - 

Retail household 

allowed revenue (£m) 
132.1 127.6 121.4 116.4 118.9 616.3 

Retail non-household 

expected revenue (£m) 
35.9 36.5 37.2 37.8 38.4 185.8 

Average household bill – 197 197 195 194 195 - 
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 2015-16 2016-17 2017-18 2018-19 2019-20 Total 

water (£) 

Average household bill – 

wastewater (£) 
208 208 207 206 205 - 

Average household bill – 

combined (£)3,4 381 381 380 379 379 - 

Notes:  
1. Wholesale figures in 2012-13 prices as revenue will be affected by inflation and retail figures in nominal prices 
as revenue will not be affected by inflation.  
2.  The allowed revenue for our final determination is based on an implied menu choice. The company will have 
the opportunity to make its own menu choice, which will impact on its allowed revenues and customers’ bills from 
2020. Customer bills in the regulatory period from 2020 will also be affected by United Utilities’ performance in 
the forthcoming regulatory period in relation to costs and the regulatory incentives in place for performance 
delivery and revenue projection performance.  
3. The average combined household bill is not equal to the sum of the average household water bill and the 
average household wastewater bill due to the use of the economies of scope factor in the household retail price 
control.  
4.  It should be noted the average household bill illustrated above reflects a notional allocation (by Ofwat but 
based on the company’s split of household and non-household customers) of the overall wholesale revenue 
requirement across United Utilities’ household and non-household customer base. In practice, this will depend 
upon the structure of wholesale charges implemented by United Utilities. 

As discussed in policy chapter A3, K is set to zero for 2015-16 for wholesale water 

and wastewater because there are no directly equivalent wholesale revenues for 

2014-15 (on account of the new price review structure). As such, there is no existing 

reference point against which to express a change in K.  

The base (2014-15) revenue allowance we have set is the financial year average 

revenue for 2015-16 adjusted for inflation. We set this out for United Utilities in Table 

A6.3 below. 

Table A6.3 United Utilities’ allowed wholesale revenue for 2014-15 

United Utilities Wholesale water Wholesale wastewater 

Allowed wholesale revenue 

2014-15 (£ million) 

689.8 818.1 

A6.3 Uncertainty and gain share mechanisms 

We outline our approach to uncertainty mechanisms and “pain and gain share” in 

policy chapter A7. United Utilities did not propose any appointee uncertainty 

mechanisms beyond those that will already form part of the regulatory framework for 

2015-20. 
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A6.4 RoRE equity range 

United Utilities has estimated the range of returns on RoRE that it could earn 

dependent on its performance and external risk factors over the price control period. 

The RoRE range reflects the company’s views and is based on an efficient company 

with the notional3 capital structure. We have identified the RoRE impact separately 

for ODIs, totex performance, financing and the SIM. We note that United Utilities’ 

actual returns may differ from notional returns due to differences between notional 

and actual capital structure and notional and actual cost of debt and level of cost 

efficiency compared to allowed totex and household retail ACTS. 

Table A6.4  Whole company RoRE range  

 Lower bound (%) 

– appointee 

Upper bound (%) 

– appointee 

Overall -4.2% +2.3% 

ODIs -2.0% +0.7% 

Totex -1.3% +1.0% 

Financing -0.4% +0.4% 

SIM -0.5% +0.2% 

Commentary: 

The whole company RoRE range is from 1.4% to 7.9%, with a base case of 5.6% and 

overall impacts from -4.2% to +2.3%. We have modified the draft determination RoRE range 

to exclude additional returns from non-household retail control to be consistent with 

approach in our risk and reward guidance. This lowers the base case returns from 5.8% to 

5.6%. 

The ODI risk range proposed by United Utilities in response to the draft determination was 

from -2.0% to +0.4%. This is slightly different to the -1.9% to +0.6% in the draft 

determination and reflects changes to the company’s assumptions regarding P10 and P90 

ODI performance. We have adjusted this to –2.0% to +0.7% to take account of the 

interventions discussed in annex 4. 

In its representations to the draft determination, United Utilities proposed a range of totex 

impacts that was entirely negative from -2.8% to -0.5%. This was based on the company’s 

revised view of totex performance in relation to our view of totex allowed in the draft 

determination. We do not consider that United Utilities’ proposed change to the totex risk 

                                            

3
 Notional refers to the capital structure that reflects Ofwat’s assumption of an appropriate level of 

gearing to use in determining the allowed return 
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 Lower bound (%) 

– appointee 

Upper bound (%) 

– appointee 

range accurately reflects the company’s performance on a notionally efficient basis. Due to 

this, we consider that the totex impacts used in the draft determination are a more realistic 

assessment of the totex risk facing the company. This results in a totex risk range of -1.3% 

to +1.0%, which is marginally wider than the range in the draft determination of -1.3% to 

+0.9% due to the removal of uncertainty mechanism impacts. The overall impacts are 

broadly in line with other companies.  

Financing risk impacts from -0.4% to +0.4% are unchanged from the draft determination. 

The SIM risk range of -0.5% to +0.2% is also unchanged from the draft determination. 

The composition of the RoRE range for United Utilities at an appointee level is 

shown in Figure A6.1 below. 

Figure A6.1  United Utilities’ RoRE range – appointee 

 

Source: Our calculations based on information from United Utilities 
Note: Numbers presented based on calibration of the ODIs against an assumed menu choice of a 50% sharing 
factor  
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A6.5 Financeability 

Ofwat has a statutory duty to secure that a company is able to finance the proper 

carrying out of its functions. We interpret this financing duty as requiring that we 

ensure that an efficient company with a notional capital structure is able to finance its 

functions. A company’s actual capital structure is a choice for the company and it 

bears the risk associated with its choices. An efficient company is assumed to be 

able to deliver its plans based on the expenditure allowance in our final 

determination.  

We set out our approach to assessing financeability in policy chapter A8. Consistent 

with our PR14 methodology, we have asked companies to provide board assurance 

on their financeability and to set out their target credit ratings and financial ratios for 

the notional company. As part of our assessment, we consider the evidence of 

financeability provided by companies and model their business plan and our draft 

and final determination financial ratios  

Table A6.5 below notes the comments that we have received in relation to 

financeability and sets out our response. 

Table A6.5  Representations specific to United Utilities’ financeability  

Respondent Summary of comment Ofwat response 

United 

Utilities 

United Utilities stated that its draft 

determination is not financeable, as 

the financeability assessment did not 

accurately reflect the impact of 

disallowing £1 billion of totex in the 

assumed opex:capex ratio and 

PAYG rates.  

At draft determination, we reduced 

capex/opex in proportion to the 

reduction in totex. However, for some 

companies our interventions are 

more likely to remove capex rather 

than opex, which could adversely 

affect ratios. We have amended our 

assumed split of opex/capex to 

reflect our wholesale cost 

interventions, where our cost 

interventions are greater than 5%. 

This applies to United Utilities 

wholesale wastewater totex. 

United 

Utilities 

The company states that ratios 

should assume that 100% of IRE 

expensed consistent with United 

Utilities accounting treatment. 

United Utilities has provided 

sufficient evidence that IRE% 

expensed under International 

Financial Reporting Standards 

(IFRS) will be 100% rather than the 

89% assumed in the draft 
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Respondent Summary of comment Ofwat response 

determination. We accept that it 

would be appropriate to calculate 

ratios based on 100% IRE expensed. 

United 

Utilities 

The company has proposed to adjust 

PAYG rates to reflect changes to 

wholesale costs. The company 

provided a matrix of PAYG ratios to 

possible final determination positions 

for totex. We estimate the company’s 

proposal would bring forward £182m 

of revenue into the period 2015-2020 

from future periods based on final 

determination allowed totex. 

We accept part of the proposed 

PAYG change (£156m out of £182m) 

as it is supported by customer 

engagement and the notional 

FFO/debt ratio (taking account of 

S&P treatment of index linked debt) 

is below the 9%-10% required to 

maintain United Utilities target 

notional credit rating. The level of 

PAYG has been adjusted to reach 

lower end of the range. 

United 

Utilities 

Ofwat’s approach to the calculation 

of financial ratios does not reflect the 

approach used by credit rating 

agencies and FFO/debt is below the 

9% threshold used by Standard and 

Poor’s. 

Each of the rating agencies has their 

own approach to calculating financial 

ratios, which can differ between 

agencies and change over time. We 

consider our financial ratio 

calculations provide an appropriate 

basis for assessing the financeability 

of an efficient company for the 

purpose of setting price controls. 

United 

Utilities 

The draft determination is 

unfinanceable based on the 

company’s actual financial structure. 

Consistent with our methodology and 

the approach used that we and other 

regulators have used previously, we 

assess financeability on a notional 

basis for an efficient company. It is 

for companies to decide on their 

actual capital structure and to bear 

the consequences of such decision. 

United 

Utilities 

The company considers that it is 

incorrect to assess financial ratios 

under the notional structure as the 

Ofwat financial model excludes “ex 

ante additional menu income”, but 

includes 25% of the gap between 

Ofwat totex thresholds and the 

company business plan. The 

company considers that these two 

adjustments are both mechanistic 

Our financeability assessment is 

consistent with PR09 and our 

methodology, prior to legacy 

adjustments, as this reflects 

financeability in period and 

assessment of efficient company. 

The menu additional income reflects 

inefficient costs and therefore should 

not be included in assessment of 
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Respondent Summary of comment Ofwat response 

consequences of the totex menu 

design and should have equivalent 

treatment. Applying the menu 

penalties proposed in the draft 

determination in the financial ratio 

calculations will further reduce 

observed financeability ratios. 

financeability. 

In Table A6.6, we set out the notional financeability ratios associated with United 

Utilities’ business plan, draft determination and final determination. 

Table A6.6  Company and Ofwat financial ratio calculations based on the company 

business plan and financial ratios based on our final determination 

Financial ratios for 

notional company 

Financial ratio calculations 

based on the company 

business plan (average 

2015-20) 

Financial ratio calculations 

based on Ofwat calculations 

(average 2015-20) 

Company 

calculation 

Ofwat 

calculation 

Draft 

determination 

Final 

determination 

Cash interest cover 

(ICR) 
3.05 3.18 3.19 3.28 

Adjusted cash interest 

cover ratio (ACICR)  
1.52 1.63 1.61 1.65 

Funds from 

operations(FFO)/debt 
9.35% 10.17% 10.17% 10.25% 

Retained cash 

flow/debt 
6.66% 7.50% 7.46% 7.53% 

Gearing 62.27% 60.76% 59.88% 59.83% 

Dividend cover (profit 

after tax/dividends 

paid) 

1.28 1.45 1.38 1.39 

Regulatory 

equity/regulated 

earnings for the 

regulated company 

19.01 17.83 18.10 18.06 

RCV/EBITDA 10.71 10.50 10.65 10.68 
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Financial ratios for 

notional company 

Financial ratio calculations 

based on the company 

business plan (average 

2015-20) 

Financial ratio calculations 

based on Ofwat calculations 

(average 2015-20) 

Company 

calculation 

Ofwat 

calculation 

Draft 

determination 

Final 

determination 

Commentary: 

United Utilities Water submitted notional ratios which were consistent with its target credit 

rating of A3/BBB+. Our draft determination financial ratios were generally better than those 

included by the company in its business plan and so we considered that the draft determination 

was financeable. However, our draft determination did not take into account of the impact of 

our interventions on the split between capex and opex and United Utilities accounting 

treatment of IRE expensing. When these adjustments are made the FFO/debt ratio is below 

the 9-10% level that United Utilities states it requires to maintain a notional BBB+ rating (when 

adjusted to reflect the approach to index linked debt used by Standard & Poor’s (S&P).  

Taking account of final determination allowed totex, we calculate that United Utilities proposed 

increase in the PAYG rate brings forward around £182m of revenue. We do not consider that 

all of this increase is required for United Utilities to reach its target financial ratios. We set out 

our assessment of these proposed changes to PAYG rates in Table A6.7. We have accepted 

part of the proposed PAYG change (which brings forward £156m of revenue) as this supported 

by customer engagement and will achieve a notional S&P FFO/debt ratio consistent with 9%-

10% target that United Utilities states it requires reflecting the efficient notional company.  

Note: Final determination ratios reflect 100% of IRE expensed in the income statement.   

As explained in policy chapter A8, companies have been allowed to use new tools in 

the form of PAYG rates (the proportion of totex recovered in the period 2015-20) and 

RCV run-off rates (depreciation of the RCV). Both PAYG and RCV run-off rates can 

be adjusted to change the proportion of costs recovered within the 2015-20 period 

and the amount added to the RCV and recovered over a longer period. As set out in 

Table A6.7, we have partially accepted United Utilities’ proposals to increase the 

PAYG rate to bring forward revenue to maintain notional financeability.  

Table A6.7  Assessment of changes to PAYG and RCV run off rates 

Area assessed Commentary Our final 

assessment 

Quality of engagement Online survey with CCG support and inflation 

explained 

Pass 

Basis of engagement Evidence on the impact of a cost of capital 

increase on bills but unclear whether bill scenarios 

Partial pass 
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Area assessed Commentary Our final 

assessment 

consulted on fully reflect the notional company. 

Proportionality  Not all of the increase in revenue is required to 

maintain notional financeability. 

Partial pass 

Evidence of net benefits Some evidence of customer benefits from bringing 

forward revenue. 

Partial pass 

Overall Accept part of proposed PAYG change as 

supported by customer engagement and notional 

S&P ratio below 9%-10% target. We have 

adjusted the scale so that it is consistent with the 

9-10% range that United Utilities states it requires 

reflecting the efficient notional company. 

Partially 

accept 

Table A6.8 sets out the PAYG and RCV run-off rates, which shows whether revenue 

has been brought forward, compared to the December plan and the impact that this 

has on RCV growth and longer-term affordability and financeability. This reflects the 

changes to PAYG described in Table A6.6. 

Table A6.8  Impact of changes in cost recovery rates on RCV growth 

 PAYG ratio RCV run-off RCV growth 

(%) –  

1 Apr 2015 to 

31 Mar 2020 

Company December plan 52.4% -4.3% 6.2% 

Company June plan 55.2% 4.3% 5.9% 

Draft determination 55.2% 4.3% 2.4% 

Final determination 58.0% 4.3% 1.9% 

A6.6 Affordability 

We set out our approach to assessing affordability in policy chapter A8.  

Table A6.9 sets out the change in household bill profile between the company’s 

December and June business plans and the draft and final determinations.  
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Table A6.9  Household bill profile 

 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Company December 

plan 
395 392 391 391 391 389 

Company June plan 395 393 391 389 387 386 

Ofwat calculation for 

June plan 
388 393 393 397 401 402 

Ofwat calculation for 

draft determination – 

pre-reprofiling 

388 361 358 358 359 360 

Ofwat calculations for 

draft determination 
388 363 361 359 357 355 

Ofwat calculations 

for final 

determination 

388 381 381 380 379 379 

Companies have not necessarily used the same method of calculating household 

bills as Ofwat – for example, we have included economies of scope for household 

retail when calculating combined water and sewerage bills. So the Ofwat calculations 

are not directly comparable to the company plans (lines 1 and 2 of Table A6.9).  

The final determination leads to a reduction in bills in 2015-20. We have re-profiled 

bills so that there is a large reduction in the first year with broadly flat bills for the 

remainder of the period. This is consistent with the preferences identified in the 

company’s customer research. 

The following text sets out the reasons why this final determination is assessed as 

affordable. It describes key changes in relation to United Utilities’ December 

business plan that we assessed as affordable.  

A6.6.1 Acceptability 

The company’s December submission was supported by robust customer research. 

The company’s submission limited increases to below inflation. Its customer survey 

examined the acceptability of a plan with a bill increase 2.5% above inflation and this 

identified a level of acceptability of 75% of household customers. From this, the 

company inferred that a bill impact below inflation would lead to a higher proportion 

of customers accepting the business plan and we accepted that view.  
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It is reasonable to assume that since the bill level in the final determination is lower 

than the December plan, it will continue to be found acceptable by customers. 

Table A6.10 explains the comments that we received that are specific to affordability 

and sets out our response. 

Table A6.10  Representations specific to affordability for United Utilities 

Respondent Summary of comment Ofwat response 

CCWater1 CCWater conducted research 

on the acceptability of the draft 

determination to customers. 

CCWater did not seek to 

produce comparable results to 

the company. The CCWater 

research suggests 61% of 

customers find the draft 

determination acceptable after 

they have been provided with 

information on bills, inflation and 

what the water company will 

deliver. 

We note that the CCWater 

research was not intended to be 

comparable. It has produced a 

significant difference to the 

research that the company 

undertook on its revised business 

plan, which was that 75% found 

the plan acceptable. The 

company's plan has been 

developed with input from its 

CCG. The CCG's role was to help 

ensure the business plan reflected 

the views and priorities of 

customers. We have reviewed the 

company’s acceptability research, 

which included reviewing the 

transparency and accuracy of the 

bill and inflation information. We 

consider that the acceptability that 

the company reported is 

sufficiently robust. We also 

consider that the CCWater survey 

results indicate the importance of 

continued engagement with 

customers.  

Note: 

1. CCWater acceptability results sourced from final version of ‘Customers’ views on Ofwat’s draft determinations 
for process and service 2015-20’ October 2014. 
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A6.6.2 Identification of affordability issues and appropriate support measures 

The company has a comprehensive range of affordability measures in place, and it 

outlines in its business plan how it is proposing to both increase the coverage of 

these schemes and add new initiatives. The key measures are summarised in the 

Table A6.11 below. 

Table A6.11  Key affordability measures 

Measure Current coverage (no. 
of customers) 

Forecast 2019-20 
coverage 

WaterSure 9,074 12,524 

Water direct 32,769 32,769 

Flexible payment plans 417,996 428,125 

Debt advice – in house 60,607 62,076 

Debt advice – 3rd party 5,271 5,399 

Trust fund/hardship fund 5,400 5,400 

Win-win tariff 5,500 7,500 

Write-off scheme 16,926 17,336 

Water efficiency advice/audits 91,000 93,205 

Social tariff New 8,000 

Local authority discount tariff 43,273 41,413 

A6.6.3 Longer-term affordability 

At the RBR, we concluded that the company’s plan was affordable in the longer term 

given that the company's plans for PAYG and RCV run-off meant that the company's 

bill profile would remain largely flat between 2020 and 2025. 

The company made further adjustments to its PAYG ratios and RCV run-off rates to 

meet both financeability and affordability constraints in its June plan.  

In response to our draft determination adjustments, the company has proposed to 

adjust PAYG rates to reflect changes to wholesale costs. We have allowed part of 

this increase which will increase revenue in 2015-20 (although bills will still be lower 

than the company’s December plan). As this will reduce RCV growth then we 

consider that the final determination is affordable in the longer term.  
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A6.6.4 Longer-term affordability – ODIs 

The company has undertaken research to explore customers’ views on ODI rewards 

and penalties. The company’s CCG supported the approach taken in this research 

and highlighted that some customers were receptive to rewards and penalties 

particularly if they were weighted more heavily towards penalties. The CCG also 

highlighted that customers agreed that bills should be reflective of performance. The 

company’s proposed ODI package was within the scale of rewards preferred in the 

customer research. 

The company did not agree that the amendments that we made to its ODIs in the 

draft determination adequately reflected its customers’ priorities, and provided its 

own set of amendments. We have considered these representations in developing 

our final ODI package. We consider that rewards should only be provided for 

genuinely stretching performance. 

A6.7  Financial modelling 

Table A6.12 below notes the representations that we have received that are specific 

to financial modelling for United Utilities and sets out our response. 

TableA6.12 Representations specific to United Utilities for financial modelling 

Respondent Summary of comment Ofwat response 

United 

Utilities 

United Utilities notes that the draft 

determination forecasts tax paid in 

2015-16 as zero, but that the 

company forecasts that tax payments 

in 2015-16 will be around £50 million. 

We have not changed our approach, 

as taxation allowances are based on 

modelled calculations and do not 

reflect actual tax (if higher than 

notional). 
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Annex 1 Wholesale costs 

Establishing final determination thresholds  

Our approach to establishing final determination thresholds is outlined policy 

chapter A3.  

In the tables below, we provide some information on the company-specific numbers 

that support these calculations. 

Further information about our assessment of each claim is set out in the populated 

version of final determination initial cost threshold models.



Final price control determination notice: company-specific appendix – United Utilities 

85 

Table AA1.1  Movement from basic cost threshold to final determination threshold for wholesale water totex (£ million) 

Basic cost 

threshold 

Policy additions1 Unmodelled costs 

adjustment 

Deep dives Final determination 

threshold 

Deep dives fully or 

partially not added2 

1,949.5 338.4 0.0 106.7 2,394.6 200(max) 

Notes:  
1.  See Table AA1.2 below.  
2.  Deep dives are net of implicit allowances. A value of zero means deep dives are wholly covered by IAs. 

Table AA1.2  Policy additions to the wholesale water basic cost threshold (£ million) 

Business rates Pension deficit payments Third party costs Open market costs Net v gross adjustments Total 

287.1 41.11 8.1 2.1 0.0 338.4 

Notes:  
1. Increase of £16.3 million from DD following company representation 

Table AA1.3  Comparison of company wholesale water totex with the final determination threshold and 2010-15 totex (£ million) 

Plan1 Final determination threshold Gap2 2010-15 v Plan 

2,404.1 2,394.6 9.5 -83.9 

Note:  
1.  Where the company’s business plan total has been adjusted by the company as part of its representations on its draft determination, this is reflected here. 
2.  This gap will not equal the deep dives fully or partially not added in Table AA1.1 if the company’s claims for special treatment in the costs thresholds are not equal to the gap. 
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Table AA1.4  Summary of wholesale water deep dive assessments (£ million) 

Company proposal Assessment Final determination allowance 

Claim Amount 

sought 

Implicit 

allowance 

Need Cost-benefit 

analysis 

Robust costs Assessment Amount 

allowed 

Deep dives        

Representation: West 

Cumbria and Thirlmere 

215.5 113.7 Pass Pass Pass Pass 101.7 

Representation and Ofwat 

adjustment: Updating 

exogenous variables for 

FWRMP 

0.0 0.0 N/a N/a N/a N/a 4.9 

Representation: inadequate 

recognition of geographical 

factors in the totex models 

200 (max)  0.0 Fail N/a N/a Fail - 

Representation: reallocation 

of service reservoir 

expenditure from base to 

unmodelled enhancement 1 

0.0 0.0 Fail - - - 10.9 

Note:  
1. For the water service the unmodelled adjustment to the basic cost threshold is triangulated and is therefore one third of the amount allowed. However, United Utilities’ claim 
for £10.9m here is after triangulation. 
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Table AA1.5  Movement from basic cost threshold to final determination threshold for wholesale wastewater totex (£ million) 

Basic cost 

threshold 

Policy 

additions1 

Unmodelled 

costs 

adjustment 

Private sewage 

pumping 

stations 

NEP5 Update to 

private sewer 

model delta 

Deep 

dive 

Final 

determination 

threshold 

Deep dives fully 

or partially not 

added 

2,275.1 167.3 0.0 56.0 158.1 1.4 275.6 2,933.5 195.2 

Notes:  
1.  See Table AA1.6 below.  
2.  Deep dives are net of implicit allowances. A value of zero means deep dives are wholly covered by IAs. 

Table AA1.6  Policy additions to the wholesale wastewater basic cost threshold (£ million) 

Business rates Pension deficit payments Third party costs Open market costs Net v gross adjustments Total 

126.3 38.51 0.0 2.5 0.0 167.3 

Notes:  
1. Increase of £15.2 million from DD following company representation 

Table AA1.7  Comparison of company wholesale wastewater totex with the final determination threshold and 2010-15 totex (£ million) 

Plan1 Final determination threshold Gap2 2010-15 v Plan 

3,112.4 2,933.5 178.9 -473.5 

Note:  
1.  Where the company’s business plan total has been adjusted by the company as part of its representations on its draft determination, this is reflected here. 
2.  This gap will not equal the deep dives fully or partially not added in Table AA1.5 if the company’s claims for special treatment in the costs thresholds are not equal to the gap. 
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Table AA1.8  Summary of wholesale wastewater deep dive assessments (£ million) 

Company proposal Assessment Final determination 

allowance 

Claim Amount 

sought 

Implicit 

allowance 

Need Cost-benefit 

analysis 

Robust 

costs 

Assessment Amount 

allowed 

Deep dives        

Ofwat adjustment for FD: NEP 

Phase 3 and 4 bathing water 

intermittent discharge projects 

(representation table S11) 

170.7 79.2 Pass Pass Pass Pass 91.5 

Representation:NEP5 Water 

Framework projects  

158.1 0.0 Pass Pass Pass Pass 158.1 

Representation: NEP Phase 5 

shellfish schemes which were 

removed from NEP phase 4 

33.3 0.0 Pass Partial pass Pass Partial pass 28.1 

Ofwat adjustment for FD: NEP 

Phase 3 and 4 biodiversity 

projects (representation table 

S11) 

39.9 15.2 Pass Pass Pass Pass 24.6 

Representation: chemical and 

phosphorus investigations 

26.2 17.5 - - - - 0.0 
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Company proposal Assessment Final determination 

allowance 

Claim Amount 

sought 

Implicit 

allowance 

Need Cost-benefit 

analysis 

Robust 

costs 

Assessment Amount 

allowed 

Representation: atypical 

integrated AMP5/6 large project 

solutions ‒ Davyhulme WwTW 

130.2 53.3 Partial pass Pass Partial pass Partial pass 47.7 

Representation: atypical 

integrated AMP5/6 large project 

solutions ‒ Oldham and Royton 

WwTWs 

83.5 22.0 Partial pass N/a N/a Partial pass 61.3 

Representation: base totex 188.0 0.0 Partial pass N/a N/a Partial pass 20.4 

Unmodelled cost assessment        

P removal at ASPs 46.0 27.0 Fail N/a N/a Fail 0.0 
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Annex 2 Household retail 

Details on our assessment of proposed adjustments to the ACTS  

Our approach to setting the industry ACTS is outlined in policy chapter A5.  

Below we provide information on our assessment of the company-specific 

adjustments to the ACTS. 

Bad debt driven by deprivation ‒ summary 

We approved United Utilities’ proposal for an ACTS adjustment for bad debt driven 

by deprivation in the draft determination, but with an amendment to the adjustment 

value. We removed the indexation from the company’s proposed bad debt 

adjustment to the ACTS but allow the remainder of the adjustment. This reduced the 

adjustment from £113.6 million to £98.8 million over 2015-20.  

The company has represented on our rejection of the £14.8 million indexation part of 

the bad debt adjustment. The company has provided additional evidence to support 

the indexation part of the adjustment in its representation. We have therefore 

assessed the company’s proposal as two separate claims: 

 bad debt driven by deprivation (doubtful debts); and 

 bad debt driven by deprivation (indexation). 

Our position for final determination is the same as at draft determination. We have 

accepted United Utilities Water’s request for an adjustment for bad debt driven by 

deprivation, but with a revised value of £98.8 million over 2015-20. We have not 

included the indexation part of the company’s bad adjustment in the final 

determination.  

Assessment of bad debt driven by deprivation (doubtful debts)  

United Utilities Water sought an ACTS adjustment for bad debt driven by deprivation 

in its December business plan. In the RBR, we concluded that United Utilities Water 

had not provided sufficient and convincing evidence that bad debt driven by 

deprivation was outside of efficient management control.  
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In its revised business plan, United Utilities Water provided further supporting 

evidence, but increased the value of the adjustment from £98.8 million to £113.6 

million. The increase reflected the inclusion of indexation in the adjustment to 

account for forecast movements in deprivation.  

In the draft determination, we approved United Utilities Water’s adjustment for bad 

debt driven by deprivation, but we did not accept the indexation part of the 

adjustment. The value of the approved adjustment was £98.8 million. We concluded 

that the additional evidence provided was sufficient to justify the flat nominal 

adjustment included in the December business plan, but not the indexation part of 

the adjustment.  

Our assessment of the doubtful debt (excluding indexation) part of the company’s 

adjustment is the same as at draft determination, and we have included this part of 

the adjustment in the final determination. 

Materiality 

The adjustment for bad debt driven by deprivation is material at 15.7% of household 

retail operating expenditure plus depreciation over 2015-20.  

Beyond efficient management control 

United Utilities Water’s evidence on its management practices relating to preventing 

and recovering bad debt is generally convincing. We conclude that the higher levels 

of bad debt faced by United Utilities are beyond efficient management control. 

Impact company in materially different way 

We have concluded that United Utilities Water provided sufficient and convincing 

evidence that deprivation (especially extreme deprivation as measured by the 10% 

most deprived households) affects United Utilities in a materially different way to 

other companies. We considered the company’s modelling evidence, which has 

been reviewed by our consultants, combined with the economic rationale behind the 

modelling to be sufficient and convincing to demonstrate this.  

Value of proposed adjustment 

We consider that the modelling evidence submitted by the company is sufficient to 

support the value of the adjustment excluding indexation of £98.8 million. Our 

assessment of the evidence supporting the indexation part of the adjustment is 

discussed below.  
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Therefore, we have included the adjustment in the final determination, but with an 

amended value with a flat nominal profile over 2015-20, valuing the overall claim at 

£98.8 million during this period. 

Assessment of bad debt driven by deprivation (indexation)  

United Utilities Water included a flat nominal adjustment for bad debt in its December 

business plan. In its revised business plan, an additional amount was added to the 

adjustment value for indexation of the adjustment to account for forecast movements 

in the level of bad debt. We did not accept this part of the adjustment in the draft 

determination, as the company had not provided sufficient and convincing evidence 

to support this part of the adjustment. 

We have not accepted the indexation part of the bad debt adjustment for the final 

determination, as the company has not provided sufficient and convincing evidence 

to support this part of the adjustment. 

The new evidence submitted by the company in its representation on how its 

doubtful debt costs may evolve during 2015-20 has significant shortcomings, based 

on the review by our consultant. In addition, the company is still relying upon its 

univariate econometric models; analysis on utility bills; and economic growth, but has 

not addressed the concerns raised at draft determination. 

Materiality 

The adjustment value is part of the company’s bad debt claim and so passes the 

materiality test when the two are considered together, as set out above. 

Beyond efficient management control 

We do not consider the analysis that United Utilities Water have submitted on the 

potential for doubtful debt costs to rise over time to be sufficient and convincing that 

the costs are beyond efficient management control. In particular:  

 the analysis takes no account of improvements in efficiency;  

 several issues identified in the draft determination have not been addressed 

(for example, the arbitrary assumptions about proportion of people who will 

default on water bills if their utility bills rise); and 

 the updated analysis on benefit reforms contains several miss-matches in the 

data used, and relies on the same univariate econometric models that were 

rejected in the RBR. 
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Impact company in materially different way 

Finally, we do not find the analysis submitted robustly demonstrates that deprivation 

in United Utilities Water’s area will increase by more than elsewhere in the UK. 

Therefore, we conclude that United Utilities failed to provide convincing evidence 

that doubtful debt costs driven by deprivation affect the company in a materially 

different way to other companies. 

Value of proposed adjustment 

As we have rejected this part of the adjustment, we have not assessed whether the 

value of the adjustment is appropriate. The part of the adjustment that we have 

rejected relates to increases in costs above the base costs. We have concluded that 

the evidence is not sufficient and convincing to support these increases. Because of 

this, we have not added these costs on to the base costs for the calculation of the 

ACTS and allowed revenues, consistent with our treatment of disallowed input price 

pressure claims.  

The amounts we have included in our draft and final determinations are quantified in 

Table AA.2.1. 

Table AA2.1  Household retail adjustments (£ million, nominal prices) 

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

Adjustments proposed in United Utilities’ business plan 

Bad and doubtful debt 21.455 22.131 22.861 23.613 24.337 114.398 

Pension deficit repair 

costs 
0.872 0.841 0.827 0.825 0.778 4.143 

Adjustments 

included in business 

plan 

22.327 22.972 23.688 24.437 25.116 118.541 

Adjustments included in draft determination 

Bad and doubtful debt 19.756 19.756 19.756 19.756 19.756 98.780 

Pension deficit repair 

costs 
0.927 0.927 0.927 0.927 0.927 4.635 
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  2015-16 2016-17 2017-18 2018-19 2019-20 Total 

Adjustments 

included in draft 

determination 
20.683 20.683 20.683 20.683 20.683 103.415 

Adjustments proposed in United Utilities Water’s representations 

Doubtful debt 21.505 21.814 23.048 23.563 23.666 113.595 

Pension deficit repair 

costs 
0.921 0.916 0.930 0.958 0.932 4.656 

Adjustments 

included in business 

plan 

22.426 22.729 23.978 24.521 24.598 118.251 

Adjustments included in final determination 

Doubtful debt 19.756 19.756 19.756 19.756 19.756 98.780 

Pension deficit repair 

costs 
1.507 1.507 1.507 1.507 1.507 7.537 

Adjustments 

included in final 

determination 
21.263 21.263 21.263 21.263 21.263 106.316 

Note: There will be no automatic indexation for retail price controls to RPI.  

Household retail revenue modification 

We outline our approach to revenue modification in policy chapter A5.  

Table AA2.2 sets out the amount per customer, by customer type, that allowed 

revenues will be modified by if outturn customer numbers differ from forecast 

customer numbers and Table AA2.3 sets out the baseline number of customers.  

Table AA2.2  Household retail allowed revenue modification factors by class of 

customer (£/customer) 

Revenue modification per: 2015-16 2016-17 2017-18 2018-19 2019-20 

Unmetered water only customer 32.78 31.30 29.61 28.28 28.83 

Unmetered wastewater only 

customer 
32.78 31.30 29.61 28.28 28.83 



Final price control determination notice: company-specific appendix – United Utilities 

95 

Revenue modification per: 2015-16 2016-17 2017-18 2018-19 2019-20 

Unmetered water and 

wastewater customer 
42.61 40.69 38.50 36.76 37.47 

Metered only water customer 39.14 37.70 36.00 34.02 34.12 

Metered wastewater only 

customer 
37.16 35.65 33.90 32.50 33.17 

Metered water and wastewater 

customer 
49.59 47.71 44.89 42.51 42.78 

Note: There will be no automatic indexation for retail price controls to RPI.  

Table AA2.3  Assumed number of customers for household retail total revenues (000s) 

Number of customers 2015-16 2016-17 2017-18 2018-19 2019-20 

Unmetered water only 47.1 47.1 47.1 47.1 47.1 

Unmetered wastewater only 28.3 28.3 28.3 28.3 28.3 

Unmetered water and 

wastewater 
1678.2 1616.8 1558.1 1505.8 1459.2 

Metered water only 23.2 23.5 23.8 24.2 24.6 

Metered wastewater only 15.0 15.0 15.0 15.0 15.0 

Metered water and wastewater 1142.0 1215.6 1287.9 1355.3 1418.2 
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Annex 3 Reconciling 2010-15 performance 

When we last set price controls at PR09, we included a number of incentive 

mechanisms designed to encourage companies to improve and deliver services 

more efficiently, and, to manage uncertainty. Consistent with the approach set out at 

the time of the final determinations in 2009 we have made adjustments at this price 

review (PR14) to 2015 to 2020 revenues to take account of company performance in 

the 2010 to 2015 period. 

We set out our methodology for calculating the adjustments to 2015-20 wholesale 

price controls resulting from the company’s actual performance during the 2010-15 

period in policy chapter A4.  

In this annex, we set out the final determination adjustments to 2015-20 price 

controls for United Utilities resulting from the company’s actual performance during 

the 2010-15 period. 

As part of the final determination of the 2010-15 adjustments, we have undertaken 

detailed calculations within our models for the RCM, OIA, CIS and serviceability 

shortfalls. While we provide an explanation of our interventions within this annex, 

each model contains the detail of the specific calculation.  

We make a “midnight adjustment” to the closing RCV from the previous period 

(ending on 31 March 2015) to obtain the opening RCV for the next period (starting 

on 1 April 2015). Our detailed calculations are contained within the RCV midnight 

adjustment model published alongside this final determination. 

In this annex, we provide an overview – comparing the company’s view of the 

required revenue adjustments included in its revised business plan for each of the 

incentive tools for water and wastewater services, with our own view. We then 

consider each adjustment mechanism in turn. 

However, we first consider the responses to our draft determination that are specific 

to United Utilities’ treatment in these areas below. 

Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 
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responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Where representations have addressed issues that are common to a number of 

companies, these comments, and any consequential changes to our approach, are 

discussed in policy chapter A4. Representations that are specific to reconciling 2010-

15 performance for United Utilities, and any consequential impact on our final 

determination, are summarised in the table below.
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Table AA3.1  Representations specific to reconciling 2010-15 performance for United Utilities 

Area Respondent Summary of comment Ofwat response 

RCM United Utilities The company disagrees with our decision to 

disallow the 'asset management plan (AMP)4 

under-accrual' adjustment because it considers 

that it is unfairly penalised on revenue that 

related to a prior AMP. It considers that our 

removal of this adjustment effectively results in 

the application of the RCM to revenue relating to 

a prior AMP, during which the RCM did not 

apply.  

The company had included amounts in the ‘back-

billing’ input line to the RCM model to include its 

proposed increase to its calculated RCM to take 

account of an under-accrual from the period 2005-10 

that resulted in over-stated revenue in the previous 

price control period, 2010-15.  

At the draft determination, we intervened on ‘back-

billing’ because we did not consider that the 

proposed adjustments to the calculated RCM were 

compliant with the reporting guidelines for ‘back-

billing’. We did not consider that the proposed 

adjustments were fully evidenced to be included in 

the ‘Other adjustments’ section of the draft 

determination.  

We have carefully reviewed the company’s 

representation on its AMP4 under-accrual adjustment 

in the ‘Other adjustments’ section below. We 

consider that no changes are required to the 

approach we took for the draft determination. 

Instead, we considered the company’s 

representation on the proposed adjustment in the 

‘Other adjustments’ section below. 
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Area Respondent Summary of comment Ofwat response 

Change 

protocol and 

overlap 

programme 

United Utilities Freshwater Fish Directive – Davyhulme 

The company pointed out that we had applied 

both a shortfall and a logging down adjustment 

in our draft determination in respect of delays 

with the delivery of this scheme, thus penalising 

the company twice. The company states that the 

baseline should only be impacted by the 

shortfall. 

We accept the company’s representation and have 

removed the logging down adjustment of £36.9 

million that we applied at the draft determination.  

Service 

standard 

outputs 

United Utilities  The company provided additional information in 

relation to the service standards for sewerage 

service exceptional items (operational 

expenditure savings) in its representation. In the 

case of the other service standards, the 

company had already provided the necessary 

information in its business plan. In its response 

to a subsequent query 

(rFBP/NWT/LEGACY/001), the company 

provided evidence to confirm the service 

standard outputs in relation to odour had been 

achieved.  

Having considered the evidence provided by the 

company we are satisfied that the service standards 

for which the company made representations on (i.e. 

sewerage service exceptional items) had been 

achieved except for the service standards relating to 

the renewable energy research and development 

(R&D) programme. Information provided by the 

company shows that none of the R&D schemes were 

successful resulting in zero opex savings. We have, 

however, not applied a shortfall for the under-delivery 

of opex savings as this is reflected in any achieved 

OIAs. 
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Area Respondent Summary of comment Ofwat response 

Serviceability 

performance 

United Utilities The company provided additional evidence to 

demonstrate performance for water treatment 

works coliforms up until September 2014. This 

shows that 2014-15 performance is likely to be 

at the reference level.  

The updated information provided by the company 

demonstrates that predicted performance in 2014-15 

is likely to result in a stable assessment.  

Our assessment of the company’s specific 

representations, for example in relation to exclusions 

and mitigating circumstances, is set out in table 

AA3.13.  

The company is required to confirm improved 

performance in 2014-15 for the 2015 review. 

2009 agreed 

overlap 

programme 

United Utilities Unsatisfactory Intermittent Discharge (UID) 

overlap programme 

The company accepted the logging up 

adjustment applied in the draft determination to 

recognise early delivery of this programme but 

considered the logging up value did not reflect 

the efficiencies the company has achieved 

within this programme. 

We have reviewed and recalculated the basis of our 

adjustment recognising the new lower capex 

estimates to complete this programme. 

 

CIS There were no representations in this area. As explained in policy chapter A4, we have corrected 

a minor error in the CIS model for all companies with 

respect to the discount rate used when calculating 

the future value of the revenue adjustment in the 

2010-15 period. This minor change had no material 

impact of the final revenue adjustments. 
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Area Respondent Summary of comment Ofwat response 

Other 

adjustments 

United Utilities RCM 

The company accepted our approach on moving 

the 'data cleanse' adjustment from the RCM into 

'other adjustments'. However, it disagrees with 

the draft determination decision to disallow the 

‘AMP4 under-accrual’ because it considers that 

it unfairly penalises it on revenue relating to a 

prior AMP. The company had included the 

accrual adjustment to correct for an under-

reporting of revenue from AMP4. It considers 

that Ofwat’s removal of this adjustment 

effectively results in the application of the RCM 

to revenue relating to a prior AMP, during which 

the RCM did not apply.  

At the draft determination, we did not include the 

company’s proposed adjustment to the RCM as an 

‘other adjustment’. In JR11, we asked auditors to 

obtain management's retrospective review of the 

previous year's accrual compared to the amounts 

actually billed and report on any significant 

differences. In the JR11 auditors report to Ofwat, it 

states that a system error at 31 March 2010 resulted 

in a £4.2 million understatement of the measured 

income accrual. Using this report as a basis for our 

decision, we consider that the accrual error is as a 

result of a company billing system fault and do not 

consider it appropriate to allow for the adjustment. 

We consider that no changes are required to the 

approach we took for the draft determination 
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Summary of 2010-15 adjustments 

All companies were required to put in business plans their own adjustments for PR09 

reconciliation. Table AA3.2 below sets out for each of the incentive tools for water 

and wastewater services: 

 the company’s view of the required revenue adjustments included in its 

revised business plan; and  

 our own view. 

Our view reflects our understanding of the company’s performance using these 

incentives, based on information provided in its revised business plan, subsequent 

query responses and representations on our draft determination. The table also 

shows other adjustments, such as those relating to tax resulting from the company’s 

actual performance during the 2010-15 period. 

Table AA3.1 notes the comments that we have received that are specific to this 

aspect of the wholesale water and wastewater controls of United Utilities and 

outlines how our interventions have been influenced by our consideration of these 

responses.  

The main changes we have made in the final determination compared to our draft 

determination result from revising our adjustments in the PR09 overlap programme 

reconciliation. We have also made changes due to using the post-tax cost of capital 

as the discount rate when calculating the future value of revenue adjustments in 

the CIS. 

Table AA3.2  Revenue adjustments 2015-20 (£ million) 

 Water service Wastewater 

service 

 Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

SIM 0.000 0.000 0.000 0.000 

RCM 31.361 41.121 58.365 68.575 

OIA – post-tax  50.686 67.697 32.970 27.801 

CIS -14.933 -18.245 -23.517 -29.179 
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 Water service Wastewater 

service 

 Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Tax refinancing benefit clawback 0.000 0.000 0.000 0.000 

Other tax adjustments 0.000 0.000 0.000 0.000 

Equity injection clawback 0.000 0.000 0.000 0.000 

Other adjustments 0.000 -12.795 0.000 -13.458 

Total wholesale legacy adjustments 67.113 77.777 67.818 53.740 

Notes: For the CIS mechanism, there is a corresponding adjustment to the RCV made at 1 April 2015 (part of 
the ‘midnight’ adjustments’). The impact on the RCV for both water and wastewater can be seen in Table AA3.17. 
This adjustment is net of any logging up, logging down or shortfalls. A full reconciliation showing all of the 
midnight adjustments to the RCV, including the impact of logging up, logging down and shortfalls, can be seen in 
Table A2.7 and Table A3.7.  
Totals may not add up due to rounding.   

Adjustments by 2010-15 incentive mechanism 

RCM 

This final determination includes our view of the company’s RCM annualised 

adjustment amounts as detailed in Table AA3.3 below.  

For the RCM, we apply the vanilla wholesale allowed return (real; pre-tax cost of 

debt, post-tax cost of equity) as the PR14 discount rate. For the final determination, 

the updated PR14 discount rate is 3.6%. This has contributed to a small movement 

in the RCM from the draft determination.  

Table AA3.3  RCM annualised adjustments for 2015-20 (£ million) 

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

Water Company 

view 

6.272 6.272 6.272 6.272 6.272 31.361 

Ofwat view 8.224 8.224 8.224 8.224 8.224 41.121 

Wastewater Company 

view 

11.673 11.673 11.673 11.673 11.673 58.365 

Ofwat view 13.715 13.715 13.715 13.715 13.715 68.575 
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It should be noted that while there appears to be some difference between our view 

and the company’s view – this is being driven by other adjustments (see the table 

below). To illustrate this point we have calculated the company’s proposed 

reductions and included it as an ‘other adjustment’, and adjusted the company’s view 

of its RCM upwards to £44.2 million for water and £71.8 million for wastewater. This 

compares with our view of £41.1 million for water and £68.6 million for wastewater. 

For our assumptions at the final determination we agree with the company’s decision 

not to increase the RCM over 2015-20 as a result of a data cleanse activity and so 

we have included an ‘other adjustment’ of -£12.8 million for water and -£13.5 million 

for wastewater. 

Table AA3.4  RCM annualised adjustments for 2015-20 (£ million) – Adjusted 

company view 

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

Water Company 

view 

6.272 6.272 6.272 6.272 6.272 31.361 

Other 

adjustments  

2.559 2.559 2.559 2.559 2.559 12.795 

Adjusted 

company 

view 

8.831 8.831 8.831 8.831 8.831 44.156 

Wastewater Company 

view 

11.673 11.673 11.673 11.673 11.673 58.365 

Other 

adjustments  

2.692 2.692 2.692 2.692 2.692 13.458 

Adjusted 

company 

view 

14.365 14.365 14.365 14.365 14.365 71.823 

Table AA3.5 summarises our interventions in relation to United Utilities’ proposed 

2010-15 RCM adjustments. 
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Table AA3.5  Interventions on proposed 2010-15 RCM adjustments 

Area of 

intervention 

What we did Why we did it 

Back-billing amounts Our assumptions for the final 

determination do not include the 

back billed amounts claimed by 

the company. 

We have not received sufficient 

evidence that the back-billing 

amounts being claimed by the 

company are compliant with 

RAG4.04 and IN11/04.  

The company has included an 

amount in 2010-11 that 

represents an under-accrual 

from the period 2005-10 that 

resulted in over-stated revenue 

in the previous price control 

period, 2010-15. The negative 

amounts included from 2012-15 

represent a loss of revenue as a 

result of household customer 

data cleanse activity. 

FD09 assumptions ‒ 

Measured Non-

household's revenue 

for the Measured 

Non-household 

group immediately 

above and below the 

50 megalitre (Ml) 

The final determination includes 

our view of the FD09 

assumptions for the inputs to the 

RCM model. 

Our view of the company’s 

revenue assumptions for the 

measured non-household group 

immediately below and above 

the 50 Ml tariff basket threshold 

originate from the company’s 

FD09 revenue forecasts that 

come from the tariff basket 

model, which we used for PR09. 

There are differences between 

the company's and our view of 

the FD09 assumptions used in 

the company’s populated RCM 

model. The company applied 

different assumptions for ‘FD09 

Measured Non-household's 

revenue for the Measured Non-

household group immediately 

above and below the 50ML 

threshold’ compared with our 

view of its FD09 assumptions. 

Our assumptions for the final 

determination include the FD09 

revenue forecasts as contained 

in the PR09 tariff basket model in 

accordance with our published 

methodology ‘Setting price 

controls for 2015-20 – further 

information on reconciling  

2010-15 performance’. 
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OIA 

Table AA3.6 summarises our interventions in relation to United Utilities’ proposed 

2010-15 OIA adjustments. There are no changes from our draft determination. 

Table AA3.6  OIAs for 2015-20 (£ million) 

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

Water service 

Incentive 

allowance 

(post-tax) 

Company 

view 
14.301 13.062 13.062 10.260 0.000 50.686 

Ofwat view 19.101 17.446 17.446 13.704 0.000 67.697 

Wastewater service 

Incentive 

allowance 

(post-tax) 

Company 

view 
9.141 7.943 7.943 7.943 0.000 32.970 

Ofwat view 8.160 6.547 6.547 6.547 0.000 27.801 
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Table AA3.7  Interventions on proposed 2010-15 OIA adjustments 

Area of intervention What we did Why we did it 

Effective tax rate (both 

services) 

Based on the company’s query response, 

we amended the company’s effective tax 

rate from 25.13% to 0%. 

For consistency with guidance published in ‘Setting price controls for 

2015-20 – further information on reconciling 2010-15 performance’ April 

2014, we reflected the company’s actual tax rate in 2013-14 of -15.0% 

by resetting this to zero. 

Shortfall opex 

adjustments for 

delayed schemes 

We included £0.1 million of opex (post 

efficiency) associated with the shortfall 

adjustments for four delayed Habitats and 

Birds schemes. 

The company assessed these delayed schemes as logging down items, 

which the company excluded on the basis of triviality. However, we 

consider it is more appropriate to assess these schemes as shortfall 

items where triviality is not applied, as the outputs are still to be 

delivered. We discuss this in more detail in table AA3.11 

Private sewers logging 

up opex 

We have reduced the opex adjustments by 

55% to normalise the company’s 

opex/collapse rate to the industry 

unweighted average. 

The company has not explained why its totex is more than twice as high 

as a company with a larger transferred network and more than three 

times that of another company with the same size network. Consistent 

with the approach we have applied for other companies, we have 

capped the ratio at one standard deviation above the industry average. 

Shortfall opex 

adjustments for 

delayed schemes 

We included £0.1 million of opex (post 

efficiency) associated with the shortfall 

adjustment for one delayed Bathing Water 

scheme and £1.8 million (post efficiency) 

of opex associated with three delayed 

sludge management schemes. 

The company assessed these delayed schemes as logging down items, 

which the company excluded on the basis of triviality. However, we 

consider it is more appropriate to assess these schemes as shortfall 

items where triviality is not applied, as the outputs are still to be 

delivered. We discuss this in more detail in table AA3.10 
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Change protocol (logging up, logging down and shortfalls) 

Table AA3.8 and Table AA3.9 below summarise United Utilities’ view and our 

baseline view of total adjustments to:  

 capex included in the CIS reconciliation; and  

 the FD09 opex assumptions used in the calculation of the opex incentive 

revenue allowances.  

Table AA3.10 summarises our interventions in relation to United Utilities’ proposed 

change protocol adjustments. 

There are no changes from our draft determination but we have made changes to 

those adjustments related to PR09 overlap schemes, which we discuss in more 

detail in table AA3.15. 

Table AA3.8  Summary of post-efficiency capex for logging up, logging down and 

shortfalls included in the CIS reconciliation (£ million) 

2009-10 to 2014-15 

– post-efficiency 

capex 

Water service Wastewater service Total service 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Logging up (two-

sided) 
0.000 0.000 99.838 106.005 99.838 106.005 

Logging down (two-

sided) 
0.000 0.000 0.000 0.000 0.000 0.000 

Shortfalls (one-sided) 0.000 -9.451 -49.098 -64.494 -49.098 -73.946 

Notes:  
1.  Includes two-sided adjustments from the PR09 agreed overlap programme as set out in Table AA3.14 
2.  We exclude shortfalls for serviceability from the CIS reconciliation, but instead make direct adjustments to the 
RCV in 2015-16. We do this to allow the actual capex the company incurred in seeking to maintain serviceability, 
to be reflected in the rewards or shortfalls through the scheme. But to also ensure customers are not required to 
pay for the regulatory output the company has failed to deliver. 
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Table AA3.9  Summary of post-efficiency opex for logging up, logging down and 

shortfalls included in the OIA calculation (£ million) 

2009-10 to 2014-15 – 

post-efficiency opex 

Water service Wastewater 

service 

Total service 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Logging up 0.000 0.000 35.174 20.890 35.174 20.890 

Logging down 0.000 0.000 0.000 0.000 0.000 0.000 

Shortfalls 0.000 -0.134 -0.053 -1.982 -0.053 -2.115 

Shortfalls for serviceability 0.000 0.000 0.000 0.000 0.000 0.000 
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Table AA3.10  Interventions on proposed 2010-15 change protocol adjustments 

Area of intervention What we did Why we did it 

Habitats Directive – 

shortfall (water service) 

We applied a shortfall adjustment (£8.4 million 

capex and £0.1 million opex) to reflect the 

delays to four schemes. These values are our 

post efficiency assessment. 

Four schemes, which were not in the agreed AMP5/AMP6 

overlap programme, have been delayed into the 2015-20 price 

control period (Ennerdale Water, Yearl Intake, Deeside, 

Haweswater habitat phase 2). The company assessed the 

variance via the logging down mechanism and did not propose 

an adjustment because it was below the triviality threshold (2% 

of service turnover). However, the outputs are still to be 

delivered. It is therefore more appropriate to assess the variance 

to FD09 assumptions as a shortfall. Triviality does not apply in 

the case of the shortfalling mechanism. The capex variance is 

calculated by re-profiling the scheme costs against the new 

delivery timeline advised by the company. 

Facility Flood Protection 

– shortfall (water service 

– service standard 

output) 

We applied a shortfall adjustment (£1.0 million 

capex) to reflect the delays to the Heronbridge 

flood resilience scheme. This value is our post 

efficiency assessment. 

The Heronbridge flood resilience scheme, which was not part of 

the agreed AMP5/AMP6 overlap programme, has been delayed 

into the 2015-20 price control period. The company assessed the 

variance via the logging down mechanism and did not propose 

an adjustment because it was below the triviality threshold (2% 

of service turnover). However, the output is still to be delivered. It 

is therefore more appropriate to assess the variance to FD09 

assumptions as a shortfall. Triviality does not apply in the case of 

the shortfalling mechanism. The capex variance is calculated by 

re-profiling the scheme costs against the new delivery timeline 

advised by the company. 
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Area of intervention What we did Why we did it 

Transfer of private 

sewers – logging up 

(sewerage service) 

We applied a 29% challenge to the proposed 

capex associated with the logging up claim in 

relation to private sewers. We also applied a 

55% challenge to the proposed opex associated 

with the claim. We transferred 8% of the 

proposed capex expenditure in the logging up 

claim to opex. Following adjustment, in post 

efficiency terms the values included for the 

logging up item are £72.0 million (capex) and 

£20.9 million (opex). 

A transfer of 8% of capex to opex ensures that the company 

does not benefit from an accounting policy with a bias toward 

capitalising costs relative to other companies. We reduced the 

resulting capex by 29% to bring normalised capex/collapse to the 

industry unweighted average. The result is that of the £110.1 

million capex claimed (pre-efficiency) only £79.4 million is 

accepted for logging up. We reduced opex by 55% to bring 

normalised opex/blockage to the industry unweighted average.  

Bathing Water Directive 

– shortfall (sewerage 

service) 

We applied a shortfall adjustment (£7.8 million 

capex and £0.1 million opex) to reflect the 

delays to the Manchester Square/Anchorsholme 

scheme. These values are our post efficiency 

assessment. 

This scheme, which was not part of the agreed AMP5/AMP6 

overlap programme, has been delayed into the 2015-20 price 

control period. The company assessed the variance via the 

logging down mechanism and did not propose an adjustment 

because it was below the triviality threshold. However, the output 

is still to be delivered. It is therefore more appropriate to assess 

the variance to FD09 assumptions as a shortfall. Triviality does 

not apply in the case of the shortfalling mechanism. The capex 

variance is calculated by re-profiling the scheme costs against 

the new delivery timeline advised by the company. 
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Area of intervention What we did Why we did it 

Sludge management – 

shortfall (sewerage 

service) 

We applied a shortfall adjustment (£7.6 million 

capex and £1.8 million opex) to reflect the 

delays to three sludge management schemes. 

These values are our post efficiency 

assessment. 

Three sludge management schemes (Burnley, Leigh and 

Blackburn), which were not part of the agreed AMP5/AMP6 

overlap programme, have been delayed into the 2015-20 price 

control period. The company assessed the variance via the 

logging down mechanism and did not propose an adjustment 

because it was below the triviality threshold. However, these 

outputs are still to be delivered. It is therefore more appropriate 

to assess the variance to FD09 assumptions as a shortfall. 

Triviality does not apply in the case of the shortfalling 

mechanism. The capex variance is calculated by re-profiling the 

scheme costs against the new delivery timeline advised by the 

company. 

Unsatisfactory 

Intermittent Discharge 

(UID) Consolidated 

Programme – logging up 

(sewerage service) 

We made a two-sided logging up adjustment of 

£34.0 million capex to the baseline in 2010-15. 

This represents an increase of £15.7 million over 

our draft determination. For 2015-20, we have 

accepted the company’s new, lower estimates to 

complete the outstanding schemes. 

See commentary in Table AA3.15. 

We have not intervened for the following claim: 

 Freshwater Fish Directive (logging down – sewerage service).
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Service standard outputs 

Service standards are regulatory outputs that we set out in the 2009 final 

determination (FD09) supplementary reports4. Where companies have not reported 

progress on these service standards, we would have expected them to demonstrate 

achievement of the service standards to both customers and Ofwat as part of the 

price review process.  

Having assessed the information provided by the company in its business plan, 

representations and query response (rFBP/NWT/LEGACY/001), we are satisfied that 

the FD09 service standards have been met except for the service standards relating 

to the ‘facility flood protection’ scheme, hydropower generation schemes and the 

renewable energy research and development (R&D) programme.  

Facility Flood Protection schemes delay: We have retained the approach we 

adopted in the draft determination, which was to apply a shortfall adjustment of £1.0 

million in relation to the Facility Flood Protection scheme delay. We have set out our 

view in Table AA3.10.  

Hydropower generation schemes (opex savings): At the draft determination, we 

accepted the company's reasons for non-delivery of four schemes on cost-benefit 

grounds and did not apply a shortfall adjustment. For the final determination, we 

have maintained the decision we took at the draft determination.  

Renewable Energy R&D programme (opex savings): The R&D programme did 

not deliver the intended opex savings from reducing energy consumption and 

increasing energy generation and therefore the service standards have not been 

met. We have, however, not applied a shortfall for the under-delivery of opex savings 

as this is reflected in any achieved OIAs.  

Therefore, for the final determination, we have not applied any shortfall adjustment 

except for the delay to the facility flood protection schemes.  

                                            

4
 In the final determination supplementary reports we said: “Both the project activity (as proposed in 

your final business plan) and the service standard are the defined output. You must demonstrate 
delivery of the stated service standard output through the June return. The service standard output is 
the primary output. We recognise that companies may decide to prioritise activity differently in order to 
achieve the service output in a more efficient manner. All material changes to the project activity must 
be reported and explained through your June return.” 
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Serviceability performance 

Table AA3.11 below summarises our serviceability assessments for United Utilities 

and Table AA3.12 quantifies the value and impact of any serviceability shortfall on 

the RCV. Table AA3.13 summarises our interventions in relation to United Utilities’ 

proposed adjustments for serviceability. 

There are no changes from our draft determination. 
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Table AA3.11  Serviceability assessments for 2010-15  

 2010-11 2011-12 2012-13 2013-14 2014-15 

Water infrastructure Company view Stable Stable Stable Stable Stable 

Ofwat view Stable Stable Stable Stable Improving 

Water non-infrastructure Company view Stable Stable Stable Stable Stable 

Ofwat view Stable Stable Stable Stable Stable 

Wastewater infrastructure Company view Stable Marginal Stable Stable Stable 

Ofwat view Stable Stable Stable Stable Stable 

Wastewater non-infrastructure Company view Stable Improving Improving Improving Improving 

Ofwat view Stable Stable Stable Improving Improving 

Note:  

Assessments are based on actual and forecast performance submitted in the company’s revised business plan. Assessments for 2014-15 are based on forecast data and are 
subject to review once actual performance data becomes available. 

Table AA3.12  Impact of serviceability shortfalls on the RCV (£ million) 

2009-10 to 2014-15 Water Wastewater Total 

Amount subtracted from RCV Company view 0.0 0.0 0.0 

Ofwat view 0.0 0.0 0.0 
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Table AA3.13  Interventions on proposed 2010-15 serviceability adjustments 

Area of intervention What we did Why we did it 

Water treatment works coliform 

non-compliance 

For the purposes of the final determination, we have 

applied no intervention. This is conditional upon the 

performance in 2014-15 being improved to a 

position such that it could be considered as stable. 

We may consider a shortfall adjustment if this is not 

achieved. Serviceability performance in 2010-15 is 

due to be reviewed in 2015 once data is available 

for the whole of 2010-15 period. Any material 

shortfalls arising from this review will be applied at 

the next price control. 

The company has had one breach of the upper 

control limit in 2013-14. The company has forecast 

2014-15 to outturn at the reference level; this is 

supported by nine months of performance data in 

the current year. We require the company to 

demonstrate stable serviceability in 2014-15, if this 

is not achieved, we may consider a shortfall 

adjustment. 
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The 2009 agreed overlap programme 

Table AA3.14 below confirms the 2009 agreed overlap programme assumptions 

included in this final determination. Table AA3.15 summarises our interventions in 

relation to United Utilities’ proposed adjustments for the 2009 agreed overlap 

programme.  

The changes we have made from our draft determination are removing the logging 

down adjustment applied for Davyhulme Freshwater Fish Directive overlap scheme 

and revising our logging up adjustment for the UID overlap programme. 

Table AA3.14  PR09 agreed overlap programme adjustments and assumptions 

(£ million) 

 2010-15 2015-20 

Two-sided 

adjustments for 

inclusion in the CIS 

 Expenditure forecasts 

to complete the 

projects 

Capex Opex Capex Opex 

Water service Company view 0.000 0.000 0.000 0.000 

Ofwat view 0.000 0.000 0.000 0.000 

Wastewater 

service 

Company view 0.000 0.000 52.729 -3.611 

Ofwat view 34.037 0.000 55.753 -3.611 

Table AA3.15  Interventions on proposed 2010-15 PR09 agreed overlap programme 

adjustments 

Area of 

intervention 

What we did Why we did it 

Vyrnwy large 

diameter trunk 

main cleaning 

scheme 

We have accepted the company’s 

lower actual expenditure in 2010-

15 when compared to FD09 

assumptions post efficiency and 

have therefore made no 

adjustments to the baseline in 

2010-15. 

We have accepted the company’s 

zero forecasts for 2015-20. 

The company has outperformed 

against the original FD09 

assumptions post efficiency during 

2010-15 and delivered activity within 

0.9km of its commitment at PR09. 

The company should therefore 

benefit from this outperformance in 

the CIS reconciliation for 2010-15. 

Following challenge from the DWI, 

the company developed a lower cost 
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Area of 

intervention 

What we did Why we did it 

alternative plan than the Vyrnwy 

trunk main cleaning scheme and is 

now forecasting no expenditure in 

2015-20, which we accept. 

Davyhulme FFD 

(wastewater 

service) 

We have not made any changes 

to the baseline in 2010-15 having 

removed the two-sided logging 

down adjustment of £36.9 million 

we applied in the draft 

determination. We accepted the 

company's representation that we 

had double counted this 

adjustment as we had already 

accepted the company's shortfall 

of £49.1 million for the Freshwater 

Fish Directive. For 2015-20, we 

have accepted the company’s 

revised forecasts to complete the 

scheme, including the lower 

associated opex costs. 

The company is forecasting that the 

overall Davyhulme scheme cost will 

be below the original FD09 

assumptions post efficiency and that 

the underspend in 2010-15 is due to 

delays rather than outperformance. 

We have accepted the company's 

shortfall of £49.1 million, which 

includes the delays in the Davyhulme 

Freshwater Fish Directive scheme, 

and this ensures the company does 

not benefit from this delay in the CIS 

reconciliation. For 2015-20, we have 

accepted the company’s revised 

totex forecast of £40.3 million to 

complete the scheme without further 

challenge on the efficiencies. 

Sandon Dock Our assumptions are to include 

the original £11 million of 

estimated capital expenditure in 

2015-20 post efficiency equating 

to £10.9 million. 

We have accepted the company's 

latest estimates of opex. 

For 2015-20, United Utilities is 

notionally forecasting a saving at this 

point, achievement of this 

outperformance will be subject to the 

company’s actual delivery through 

the totex menu incentives.  

The company is expecting opex 

savings in the 2015-20 period. 
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Area of 

intervention 

What we did Why we did it 

Unsatisfactory 

intermittent 

discharge (UID) 

consolidated 

schemes 

We have revised the two-sided 

logging up adjustment we made 

in the draft determination from 

£18.4 million to £34.0 million in 

response to the company’s 

representation. This is based on 

the difference between the 

company’s revised total scheme 

estimate in 2010-15 (£80.0 

million) with the apportioned 

outperformance (£8.2 million) less 

the FD09 assumption for 2010-15 

post efficiency (£54.0 million). 

For 2015-20, we have accepted 

the company’s new, lower 

estimates to complete 

outstanding schemes. 

The company is forecasting total 

scheme costs to be lower than the 

original FD09 assumptions (post 

efficiency), but is reporting an 

overspend in 2010-15 due to the 

early delivery of schemes. On that 

basis, we are logging up in 2010-15, 

the difference between the 

company's revised total scheme 

estimate (£83.7 million) and the FD09 

figures as provided by the company 

(post efficiency) so the company 

does not benefit from any reward or 

suffer any penalty in the CIS. In 

2015-20, our view is to take the 

company’s new, lower estimates to 

complete outstanding schemes. The 

company is expecting opex savings 

in the 2015-20 period so we have 

accepted the company's latest 

estimates of opex. 

In its representation (paragraph 7.2.1 

on page 13 of REP09 Legacy 

adjustments ‒ 2010-15 performance), 

the company accepts the logging up 

included within the draft 

determination. However, the 

company notes that its total expected 

expenditure for the UID consolidated 

schemes across both 2010-15 and 

2015-20 periods is significantly lower 

than that originally assumed at FD09. 

The company states that it has made 

efficiencies within this programme 

that are not fully recognised by the 

logging up within the 2010-15 period. 

Having reviewed the basis of our 

draft determination assumption, we 

accept that although our adjustment 

recognised the early delivery of this 

programme and ensured the 

company was not penalised for the 

overspend in the CIS reconciliation, it 

failed to recognise the 

outperformance the company 

achieved within this programme 
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Area of 

intervention 

What we did Why we did it 

Stockport 

WwTW nitrate 

vulnerable zone 

designation 

We have made no two sided 

adjustments to the baseline in 

2010-15 and have included no 

expenditure assumptions in over 

2015-20. 

The company confirms that it has 

changed the way it manages sludge 

which means it does not need to 

implement the planned 2015-20 

enhanced digestion part of the 

Stockport scheme. The company’s 

forecasts are therefore zero, which 

we accept. The company’s actual 

spend in 2010-15 is associated with 

the only the dewatering element of 

the scheme, and is marginally lower 

than FD09 assumptions post 

efficiency. The company should 

benefit from this underspend in the 

CIS reconciliation and so no 

adjustments are made in 2010-15. 

The 2014-15 transition programme 

Table AA3.16 below confirms United Utilities’ proposed transition programme. As in 

our draft determination, we have not made any interventions in this area. 

Table AA3.16  Transition programme in 2014-15 

Net capital expenditure 2014-15  

(£ million) 

Proportion of 

forecast in 2014-15 

Proportion of capital 

programme in  

2015-20 

Water service 9.6 3.8% 0.7% 

Wastewater service 28.1 5.7% 1.2% 

CIS 

Table AA3.17 provides details of the CIS ratios and performance incentive. It also 

gives the: 

 monetary amounts of the CIS performance reward or penalty; 

 true-up adjustment to 2015-20 allowed revenues; and 

 adjustment to the opening RCV. 
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Table AA3.18 then sets out the profiled values of the revenue adjustments in each 

year 2015-20, Table AA3.19 shows the components of the opening RCV which are 

included in the CIS adjustment, and Table AA3.20 summarises our interventions in 

relation to United Utilities’ proposals. 

There are no representations in this area from United Utilities. The only change from 

our draft determination relates to use of the post-tax cost of capital as the discount 

rate when calculating the future value of revenue adjustments. 

Table AA3.17  CIS true-up adjustments 

 Water 

service 

Wastewater 

service 

Total 

service 

Restated FD09 CIS bid ratio1 Company view 100.381 112.576 N/a 

Ofwat view 94.138 110.042 N/a 

Out-turn CIS ratio Company view 91.690 105.600 N/a 

Ofwat view 92.221 105.975 N/a 

Incentive reward/penalty (%)2 Company view 2.477 -1.546 N/a 

Ofwat view 2.655 -1.535 N/a 

Reward/penalty (£m) Company view 35.816 -34.782 1.034 

Ofwat view 38.169 -34.408 3.762 

Adjustments to 2015-20 

revenue (£m)3 

Company view -13.994 -22.038 -36.033 

Ofwat view -17.020 -27.221 -44.241 

RCV adjustment (£m)4 Company view -163.194 48.357 -114.837 

Ofwat view -137.972 65.284 -72.688 

Notes:  
1.  The restated FD09 CIS bid ratio takes account of the adjustments for the change protocol (Table AA3.8) and 
the 2009 agreed overlap programme (Table AA3.14).  
2.  The reward/(penalty) is adjusted for the additional income included in the 2010-15 determination and the 
financing cost on the difference between actual spend and capital expenditure assumed in the 2010-15 
determination to derive the value of the adjustment to 2015-20 revenue.  
3.  The adjustment to 2015-20 revenue values shown in this table assume a single year adjustment in the first 
year, and do not include the NPV profiling used for the final determination. 
4.  In Table AA3.19 we show the components of this agree to those shown in Table A2.7 and Table A3.7 



Final price control determination notice: company-specific appendix – United Utilities 

122 

Table AA3.18  Profiled revenue adjustments from the CIS reconciliation (£ million) 

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

Water Company 

view 

-2.987 -2.987 -2.987 -2.987 -2.987 -14.933 

Ofwat view -3.649 -3.649 -3.649 -3.649 -3.649 -18.245 

Wastewater Company 

view 

-4.703 -4.703 -4.703 -4.703 -4.703 -23.517 

Ofwat view -5.836 -5.836 -5.836 -5.836 -5.836 -29.179 

Table AA3.19  CIS components of the opening RCV adjustment (£ million) 

 Water service Wastewater 

service 

Adjustment for actual expenditure 2010-15 -128.521 23.773 

Net adjustment from logging up and logging down 0.000 106.005 

Adjustment for shortfalls -9.451 -64.494 

RCV adjustment -137.972 65.284 

Table AA3.20  Interventions on proposed CIS adjustments 

Area of intervention What we did Why we did it 

Methodology We have used the post-tax basis 

of the PR09 cost of capital for the 

discount rate when calculating the 

future value of the revenue 

adjustment in the 2010-15 period. 

We have used our assumption of 

the cost of capital as the discount 

rate when profiling the revenue 

adjustment in 2015-20. 

As explained in policy chapter 

A4, we have corrected a minor 

error in the CIS model for all 

companies with respect to the 

discount rate used when 

calculating the future value of the 

revenue adjustment in the 2010-

15 period. This minor change 

had no material impact of the 

final revenue adjustments.The 

company uses its view of the 

discount rate (3.36%) when 

profiling the revenue adjustment 

over 2015-20. 
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Area of intervention What we did Why we did it 

Change protocol 

adjustments 

In carrying out our assessment, 

we have included our view of the 

applicable change protocol 

amounts for water and 

wastewater. 

We have applied Ofwat’s 

published methodology. 

Data inconsistencies We have used the correct 

signage for the input PR09 bid 

grants and contributions. 

The company has broadly 

applied the published Ofwat 

methodology. However, the 

company has input the PR09 bid 

grants and contribution values 

with negative signage. The 

model requires these to be input 

as positives. This signage error 

affects the RCV adjustment and 

revenue adjustment. 

Other adjustments 

Table AA3.21 and Table AA3.22 below confirm the assumptions included in this final 

determination with respect to the following revenue adjustments: 

 tax refinancing benefit clawback; 

 other tax adjustments; 

 equity injection clawback; and 

 other adjustments. 

There are no changes from our draft determination. 

Table AA3.21  Other revenue adjustments 2015-20 (£ million)  

 Water service Wastewater service 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Tax refinancing benefit clawback 0.000 0.000 0.000 0.000 

Other tax adjustments 0.000 0.000 0.000 0.000 

Equity injection clawback 0.000 0.000 0.000 0.000 

Other adjustments 0.000 -12.795 0.000 -13.458 
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Table AA3.22  Interventions on proposed other revenue adjustments 

Area of intervention What we did Why we did it 

Other adjustments As for the draft determination, 

we have reallocated United 

Utilities proposed revenue 

reduction away from the RCM 

and reallocated it into the 

‘other adjustments’ line.  

We included an ‘other 

adjustment’ of -£12.8 million in 

the water service and -£13.5 

million in the wastewater 

service. 

We agree with United Utilities’ 

decision not to increase the RCM in 

2015-20 as a result of a data 

cleanse activity. 

Other adjustments We did not allow an 

adjustment for United Utilities' 

AMP4 under-accrual 

adjustment in the final 

determination. 

We have carefully reviewed the 

company’s representation. We do 

not think that there is sufficient 

evidence for us to allow for the 

adjustment. In June Return 2011 

(JR11), we asked auditors to obtain 

management's retrospective review 

of the previous year's accrual 

compared to the amounts actually 

billed and report on any significant 

differences. In the JR11 auditors 

report to Ofwat, it states that a 

system error at 31 March 2010 

resulted in a £4.2 million 

understatement of the measured 

income accrual. Using this report as 

a basis for our decision, we 

consider that the accrual error is as 

a result of a company billing system 

fault and do not consider it 

appropriate to allow for the 

adjustment. We consider that no 

changes are required to the 

approach we have taken for the 

draft determination. We also 

consider that the interventions we 

applied at the draft determination 

remains for the final determination. 
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Table AA3.23 and Table AA3.24 below confirm the assumptions included in this final 

determination with respect to other adjustments to the opening RCV. 

There are only very minor changes from our draft determination in relation to our 

adjustment for land sales.  

Table AA3.23  Other adjustments to the opening RCV (£ million)  

 Water service Wastewater service 

Company 

view 

Ofwat 

view 

Company 

view 

Ofwat 

view 

Land sales -2.200 -1.823 -3.600 -2.978 

2009-10 adjustment 18.500 22.441 72.100 75.119 

Enhanced rewards 0.000 0.000 0.000 0.000 

Other adjustments 0.000 0.000 0.000 0.000 

Table AA3.24  Interventions on proposed adjustments to the opening RCV 

Area of intervention What we did Why we did it 

Land sales We calculated land sales using 

our RCV midnight adjustment 

model. We updated the draft 

determination calculation by 

taking into account actual land 

sales for 2013-14 from the 

regulatory accounts. 

This provided a consistent 

approach with all companies. 

2009-10 adjustment We calculated the 2009-10 

adjustment using the capex 

figures from the June return.  

This provided a consistent 

approach with all companies. 
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Annex 4 Outcomes, performance commitments and ODIs 

We set out our methodology for PCs and ODIs in policy chapter A2. 

In this annex, we provide an overview of the PCs and ODIs for United Utilities. We 

then set out in detail these PCs and ODIs for the company’s wholesale water, 

wholesale wastewater and household retail outcomes, presented in that order.  

The company has used a cost-sharing rate of 50% to calibrate the reward and 

penalty rates included in this annex. Companies are required to notify us of their 

menu choices by 16 January 2015. This might result in the company having a cost-

sharing rate higher or lower than 50%. Once the company has chosen its position on 

the menu we are requiring it, in line with the methodology, to recalibrate its ODIs with 

the cost-sharing rate associated with that position, and provide us with the updated 

incentive rate calculations. The company must do this alongside their menu choice 

on 16 January 2015 so that the recalibrated ODIs can be included in the regulatory 

reporting framework for 2015-16.  

However, we first consider the responses to our draft determination in relation to the 

PCs and ODIs for United Utilities. 

Consideration of representations on our draft determination 

In policy chapter A1, we provide a list of the respondents to the draft determinations 

published in April, May and August of this year. We have fully considered all of the 

responses received, and where appropriate, we have made either consequential 

adjustments to our industry-wide approach or company-specific interventions.  

Where representations have addressed issues that are common to a number of 

companies, these comments, and any consequential changes to our approach, are 

discussed in the policy chapter A2. Representations that are specific to PCs and 

ODIs for United Utilities, and any consequential impact on our final determination, 

are summarised in the tables below as follows. 

 Tables AA4.1 and AA4.2 consider representations received on our draft 

determination as a result of comparative assessments in six areas for 

wholesale water and wholesale wastewater respectively. 

 Tables AA4.3 and AA4.4 consider representations received on our draft 

determination as a result of our company-specific assessments for wholesale 

water and wholesale wastewater respectively. 
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 Table AA4.5 considers representations received on our draft determination as 

a result of our company-specific assessments for household retail. 

 Table AA4.6 lists the PCs that were proposed by companies but that have 

been removed as part of our final determination. 

 Table AA4.7 lists PCs excluded from the commentary tables above because 

we received no representations on them and we made no interventions at 

draft determination or through the comparative assessments.  
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Table AA4.1  Representations specific to the comparative assessments on wholesale water 

PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessment 

Representations What we did at final 

determination 

Why we did it 

W-A3: 

Water 

Quality 

Service 

Index 

Comparative assessment 

As a result of comparisons 

with upper quartile 

performance, we made the 

PCs for water quality contacts 

and mean zonal compliance 

within the index more 

stretching and adjusted the 

cap and collar. 

United Utilities requested we 

take into account five factors 

impacting water quality 

contacts: surface water versus 

groundwater; integrated 

networks versus small 

networks; the difference 

between the United Utilities 

and DWI water quality contact 

measures; using an upper 

quartile based on water and 

sewerage companies only; and 

using DWI population data. 

The company also proposed a 

revision to the upper quartile 

target for mean zonal 

compliance and proposed a 

separate penalty for this sub-

measure.  

United Utilities proposed the 

index reward and penalty 

ranges should be the same as 

We increased the index 

performance commitment to 

145.9 in 2017-18 to 2019-20. 

We maintained the mean 

zonal compliance target at 

100 in 2017-18 to 2019-20. 

We lowered the penalty 

range for the mean zonal 

compliance sub-measure by 

0.01 percentage points. 

We used United Utilities’ 

proposed reward and penalty 

ranges. 

We revised our comparative 

assessments for final 

determinations based on 

stakeholder representations 

on draft determinations.  

We did not find evidence that 

source water types and 

network structure have a 

material impact on water 

quality contacts.  

We found that United Utilities’ 

water quality contacts 

measure was lower than the 

standard DWI measure used 

in the comparative 

assessment. As a result, we 

are requiring United Utilities 

to improve its performance on 

water quality contacts by 

more than at draft 

determination. 

We have applied the all-
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PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessment 

Representations What we did at final 

determination 

Why we did it 

it proposed in absolute terms 

rather than keeping the ratio to 

the performance commitment 

the same. 

The company’s CCG 

supported United Utilities 

being given until 2020 to 

achieve the draft determination 

target. 

CCWater expressed concern 

that the comparative 

assessments were overriding 

United Utilities’ customer 

engagement which had 

informed the scale of the 

company’s investment in this 

area. 

company upper quartile to 

companies in the 

comparative assessments so 

it would be inconsistent to 

apply the water and 

sewerage company average 

to United Utilities only. 

We used the same population 

data for United Utilities for 

water quality contacts as we 

have done for the other water 

companies. 

We have applied a 

performance commitment for 

mean zonal compliance of 

100 in 2017-18 to 2019-20 to 

the other companies.  

For all companies we have 

reduced the mean zonal 

compliance penalty 

deadband threshold to 

99.95%. 

We used United Utilities’ 

proposed reward and penalty 
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PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessment 

Representations What we did at final 

determination 

Why we did it 

ranges to hold the maximum 

reward and penalty on the 

index constant. 

The company’s customer 

engagement might have 

produced different results if 

its customers had been made 

aware of its performance 

relative to other companies. 

W-B1: 

Average 

minutes 

supply lost 

per property 

(a year) 

Comparative assessment 

As a result of comparisons 

with upper quartile 

performance, we made the 

performance commitment 

more stretching and adjusted 

the penalty deadband and 

collar. 

United Utilities asked for the 

10 minute performance 

commitment level to be moved 

back from 2017-18 to 2019-20 

due to the investment required.  

We increased the 

performance commitment to 

12 minutes from 10 minutes 

with consequential changes 

to the deadbands, cap and 

collar. 

We revised our comparative 

assessments for final 

determinations based on 

stakeholder representations on 

draft determinations. As a result 

we increased the performance 

commitment to 12 minutes for 

supply interruptions. 

As we relaxed the 

performance commitment by 

20% we considered it was not 

necessary to move delivery 

back from 2017-18 until 

2019-20. 
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Table AA4.2  Representations specific to the comparative assessment on wholesale wastewater 

PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessments 

Representations What we did at final 

determination 

Why we did it 

S-B2: Sewer 

flooding 

index 

Comparative assessment 

After comparison with upper 

quartile performance, we 

made the performance 

commitment more stretching 

and adjusted the deadbands, 

cap and collar. 

United Utilities rejected our 

intervention and proposed 

reinstating its original proposal. 

United Utilities set out three 

factors that should be taken 

into account when calculating 

upper quartile performance.  

The company stated our cost 

models do not make allowance 

for the magnitude of the 

improvement needed. 

United Utilities expressed 

concern that the proposed 

penalty deadband provides 

insufficient protection against 

weather events. 

The Environment Agency said 

it was encouraged by United 

Utilities’ commitment to 

improve its sewer flooding 

performance. The Environment 

Agency noted that the ODI 

Require United Utilities to 

achieve upper quartile of 375 

properties flooded due to 

other causes and 55 due to 

hydraulic overload. 

Maintain symmetrical 

deadbands for this index. 

Maintain United Utilities’ 

penalty and reward ranges 

as the company proposed in 

its representations. 

Reject United Utilities’ 

proposed adjustments for 

amount and intensity of 

rainfall, sewer type and age 

and property type and 

density. 

We revised our comparative 

assessments for final 

determinations based on 

stakeholder representations 

on draft determinations. As a 

result, we relaxed the upper 

quartile measure for United 

Utilities slightly from 49 to 55 

for hydraulic overload and 

342 to 375 for flooding other 

causes. 

We maintained symmetrical 

deadbands for consistency 

with other companies 

affected by the comparative 

assessment on internal sewer 

flooding.  

We maintained the size of the 

penalty and reward ranges so 

that the maximum penalty 

and reward were unaffected 

by our intervention. 
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PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessments 

Representations What we did at final 

determination 

Why we did it 

does not include incidents 

caused by severe weather. 

The company’s CCG 

considers United Utilities 

should be given longer to 

improve its performance in this 

area. 

CCWater expressed concern 

that the comparative 

assessments were overriding 

United Utilities’ customer 

engagement which had 

informed the scale of the 

company’s investment in this 

area. 

We rejected United Utilities’ 

proposed adjustments for 

amount and intensity of 

rainfall, sewer type and age 

and property type and 

density. This was because 

other companies scoring 

highly on these factors are 

still planning for upper 

quartile performance in 2015-

20. 

Our comparative assessment 

took account of whether 

companies had included 

incidents caused by severe 

weather or not. 

Consistent with our approach 

to other companies we still 

require United Utilities to 

achieve upper quartile 

performance by 2017-18. 

The company’s customer 

engagement might have 

produced different results if 
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PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessments 

Representations What we did at final 

determination 

Why we did it 

its customers had been made 

aware of its performance 

relative to other companies. 

S-D4a: 

Wastewater 

serious 

(category 1 

and 2) 

pollution 

incidents  

and  

S-D4b: 

Wastewater 

category 3 

pollution 

incidents 

Company-specific 

assessment  

We increased the penalty 

collar on S-D4: Wastewater 

Pollution Index 

United Utilities accepted the 

increase in the penalty collar 

on S-D4. 

United Utilities has split this 

PC into two measures: 

Category 1/2 pollution 

incidents (S-D4a) and 

Category 3 pollution incidents 

(S-D4b). United Utilities 

proposed penalty-only for 

Category 1/2. United Utilities 

proposed reward and penalty 

for Category 3. 

The Environment Agency 

asked for the PC to be split 

into separate PCs for category 

1 and 2 serious pollution 

incidents from category 3 

pollution incidents. 

The Environment Agency 

Accept splitting the PC into 2 

measures. 

Apply a PC level of 0 in 

2019-20 for Category 1/2 

pollution incidents. 

Tightened the reward cap for 

the new Category 3 PC. 

Splitting the PC into 2 makes 

it easier for customers and 

stakeholders to assess 

United Utilities’ performance 

and addresses the 

Environment Agency’s 

request.  

We have intervened on the 

new Category 1/2 measure to 

set the PC level at 0 in 2019 

for consistency with other 

companies and to address 

the Environment Agency’s 

concern.  

The PC level for Category 3 

incidents achieves upper 

quartile performance rather 

than a one-third reduction. 

We tightened the reward cap 

on the Category 3 PC to 
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PC/ODI 

affected 

What we did at draft 

determination/subsequent 

comparative assessments 

Representations What we did at final 

determination 

Why we did it 

stated that it expects category 

1 and 2 incidents to trend 

towards zero by 2020 while the 

overall number of incidents 

should reduce by a third by 

2020 (compared to 2012).  

reduce the maximum reward 

from nearly 4 times the 

maximum penalty to 

approximately the same level 

as the maximum penalty. 

Table AA4.3  Representations specific to the company-specific assessment on wholesale water 

PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

W-A2: 

Water 

quality 

events DWI 

category 

three or 

above 

We removed the reward as 

the company provided 

insufficient evidence that 

reward was appropriate. 

None Confirm approach adopted at 

draft determination 

No objections to the draft 

determination 

W-B4: Total 

leakage at 

or below 

target 

No intervention. The Environment Agency 

welcomed the adoption of a 

leakage PC and ODI. They 

commented that in the future it 

would like to see a supporting 

Confirm approach adopted at 

draft determination 

We note the Environment 

Agency’s comment about a 

future incentive on water 

demand management. This 

does not affect the approach 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

incentive on water demand 

management. 

to this performance 

commitment for final 

determination. 

W-B6: 

Thirlmere 

transfer into 

West 

Cumbria 

We have removed this 

performance commitment. 

United Utilities requests that 

we reinstate this PC/ODI as 

submitted in June 2014. 

The company’s CCG has 

provided evidence to the 

examination in public 

supporting United Utilities’ 

proposed approach, 

welcoming the ODI for the 

Thirlmere pipeline and the 

faster speed of delivery for this 

project. 

Reintroduce United Utilities’ 

PC/ODI on the Thirlmere 

transfer with an adjusted 

penalty rate. 

Add a condition that if the 

statutory driver for the 

Thirlmere transfer is removed 

United Utilities will be 

required to repay the funding 

for the scheme.. 

We have accepted United 

Utilities’ revised proposal for 

the Thirlmere transfer into 

West Cumbria. We have 

increased United Utilities’ 

proposed penalty rate to 

£2.34m per percentage point 

to reflect the revised costs of 

the project and customer 

benefits. 

We are adding a condition 

that United Utilities has to 

repay the funding for the 

scheme allowed for in price 

limits in case the statutory 

driver for the Thirlmere 

transfer is removed. 

W-C1: 

Contribution 

to rivers 

improved 

No intervention. The Environment Agency 

stated that it would only 

support a reward for this PC if 

United Utilities can 

Confirm approach adopted at 

draft determination 

The reward for this PC 

relates to United Utilities 

delivering its obligations 

ahead of schedule or 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

(water 

programme) 

demonstrate that it has gone 

further or faster in meeting its 

obligations than it is required 

to by its statutory obligations. 

reducing abstraction at 

United Utilities’ proposed 

abstraction incentive 

mechanism (AIM) sites which 

are non-statutory.  

Table AA4.4  Representations specific to the company-specific assessment on wholesale wastewater 

PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

S-A1: 

Private 

sewers 

service 

index 

We made the performance 

commitment more stretching 

and adjusted the deadbands, 

cap and collar. 

The Environment Agency said 

it was encouraged by United 

Utilities’ commitment to 

improve its sewer flooding 

performance.  

The Environment Agency 

noted the private sewers 

service index ODI covers 

performance on transferred 

drains and sewers and this will 

drive positive outcomes for 

customers. 

The Environment Agency 

noted that the ODI does not 

Confirm approach adopted at 

draft determination 

No objections to the draft 

determination 

We have required companies 

to have PCs on transferred 

drains and sewers. However, 

we are not requiring 

companies to include 

incidents caused by severe 

weather. 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

include incidents caused by 

severe weather. 

S-A2: 

Wastewater 

network 

performance 

index 

No intervention. United Utilities provided 

redrafting suggestions on the 

detail of this PC. 

Accept the company’s 

proposed redrafting 

The redrafted text is clearer 

about transferred assets not 

being included in this PC. 

United Utilities has also made 

some corrections to the units 

in the incentive rate table. 

S-C1: 

Contribution 

to bathing 

waters 

Improved 

No intervention. United Utilities provided minor 

redrafting suggestions on the 

detail of this PC. 

Accept the company’s 

proposed redrafting. 

Increased the penalty rate. 

 

The redrafted text makes a 

correction to the units in the 

incentive rates table. 

We increased the penalty 

rate to ensure customers are 

fully compensated if the 

improvements are not 

delivered. 

S-D1: 

Protecting 

rivers from 

deterioration 

due to 

population 

growth 

We removed the reward, as 

the company had not 

sufficiently justified that it was 

appropriate. 

United Utilities increased the 

maximum penalty from £1.3m 

per year to £7.2m per year for 

non-delivery of the Davyhulme 

supply demand scheme. 

Accept the company's 

proposed increase in the 

maximum penalty for the 

non-delivery of the 

Davyhulme supply demand 

scheme. 

The increased penalty 

provides more protection for 

customers against non-

delivery of the Davyhulme 

supply demand scheme. 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

S-D2: 

Maintaining 

our 

wastewater 

treatment 

works 

We reduced the penalty 

deadband in order to reduce 

risks to customers of under-

performance. 

United Utilities accepted the 

principle of our draft 

determination intervention. 

United Utilities proposed 

changing this PC by splitting 

the previous "Large" band into 

"Large" and "Very large" 

wastewater treatment works.  

United Utilities rebased its 

index measure. 

The Environment Agency was 

pleased with United Utilities’ 

commitment to zero failures of 

its numeric and descriptive 

permits, but would like 

descriptive permits to be 

included in the index. The EA 

stated this would meet its 

expectations of 100% 

compliance and ensure that 

United Utilities had the ability 

to meet its statutory 

obligations. 

Accept United Utilities’ 

proposed splitting of the large 

band into "large" and "very 

large" wastewater treatment 

works. 

Accept the rebasing of the 

index measure. 

United Utilities’ proposal 

means that the shortfall for 

treatment works failing is 

more proportionate to the 

size of the treatment works.  

The rebasing of the index 

means United Utilities is 

delivering a 60% 

improvement in 2015-20 

rather than a 43% 

improvement previously.  

Companies’ legal obligations 

as water and/or sewerage 

undertakers continue to apply 

regardless of their PCs and 

ODIs. United Utilities has 

excluded compliance with 

descriptive permits from this 

PC/ODI as it considers the 

compliance assessment is 

subjective. However, United 

Utilities considers that greater 

understanding will enable it to 

include descriptive permit 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

compliance in the PC/ODI in 

the future.  

S-D3: 

Contribution 

to rivers 

improved 

(wastewater 

programme) 

No intervention, but we 

required United Utilities to 

provide evidence to us that its 

penalty rate is sufficient to 

protect customers in the event 

of non-delivery of the NEP 3 

and 4 Biodiversity 

(phosphorus removal in 

Windermere) schemes. 

United Utilities provided written 

confirmation from the 

Environment Agency that its 

NEP 3 and 4 Biodiversity 

(phosphorus removal in 

Windermere) schemes are 

statutory requirements in 

2015-20. Therefore, the 

company will have to deliver 

the schemes.  

United Utilities has removed its 

Early Start programme from its 

plan and as a result has 

removed 24.23km of river 

length from this PC. 

The Environment Agency 

commented that it supports the 

reward for this PC because it 

relates to going significantly 

further or faster than the 

company’s statutory 

obligations. 

Accept United Utilities’ 

evidence that customer are 

protected from non-delivery  

Accept United Utilities’ 

proposed change to the PC 

level. 

United Utilities has 

demonstrated that the 

existing ODI sufficiently 

protects customers from non-

delivery. This is reinforced by 

the schemes being statutory 

requirements.  

The reduction in the PC level 

is directly related to the 

removal of United Utilities’ 

Early Start programme from 

its plan. 
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PC/ODI 

affected 

What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

S-D5: 

Satisfactory 

sludge 

disposal 

No intervention United Utilities provided 

redrafting suggestions on the 

detail of this PC. 

Accept the company’s 

proposed redrafting 
The redrafted text corrects 

the units in the incentive rates 

table and adds in more detail 

about how the sludge 

disposal PC is calculated.  

Table AA4.5 Representations specific to the company-specific assessment on household retail 

PC/ODI affected What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

R-A1: Service 

incentive 

mechanism (SIM) 

No intervention CCWater commented that 

Ofwat should continue to apply 

SIM to the wholesale business 

to ensure that the monopoly 

wholesale business is 

incentivised to resolve 

problems quickly and 

effectively for customers and 

retailers. United Utilities has a 

PC for SIM in retail only, not 

wholesale water. 

Confirm approach adopted at 

draft determination 

In our final methodology 

statement, we confirmed that 

the SIM's likely scale and 

scope would be similar to the 

current SIM, but that it would 

apply only to the household 

retail price control in England. 

R-A2: Customer 

experience 

We asked United Utilities 

to provide more evidence 

to demonstrate that 

United Utilities proposed a new 

penalty-only PC/ODI based on 

the cumulative depreciation for 

Accept the new PC/ODI 

subject to changing the cost-

recovery penalty rate and 

We reduced United Utilities’ 

proposed cost-recovery 

penalty rate so that United 
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PC/ODI affected What we did at draft 

determination 

Representations What we did at final 

determination 

Why we did it 

programme customers would be 

protected in the event of 

non-delivery of its 

customer experience 

programme. 

the customer experience 

programme to ensure that 

customers are protected from 

cost variations. 

The CCG endorses United 

Utilities’ proposal for a penalty-

only ODI designed to protect 

customers from non-delivery of 

the customer experience 

programme. 

adding a second penalty rate. Utilities has an incentive to 

deliver its customer 

experience programme at a 

lower cost. 

We added a second penalty 

rate related to customers’ 

forgone benefits and scheme 

costs which applies if United 

Utilities delivers the customer 

experience programme late 

or not at all. 

Table AA4.6 Performance commitments proposed by the company that we have removed from this final determination 

Performance commitment Reason for its removal 

Household retail 
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Table AA4.7 Performance commitments excluded from the commentary tables because we received no representations to our 

draft determination on them and we made no interventions at draft determination or through the comparative assessment 

Wholesale water Wholesale wastewater Household retail 

W-A1: Drinking Water Safety Plan risk score S-B1: Future flood risk R-B1: Customers saying we offer value for 

money 

W-B2: Reliable water service index  R-B2: Per household consumption 

W-B3: Security of supply index   

W-B5: Resilience of impounding reservoirs   

W-D1: Delivering our commitments to 

developers, local authorities and highway 

authorities 

  

W-E1: Number of free water meters installed   
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Summary of ODIs 

For each outcome proposed, companies were asked to identify one or more 

measures that would provide evidence that the outcome was being delivered. On 

each measure, companies had to set out the level of performance that they were 

committing to deliver. Companies also had to explain why they committed to the 

performance level chosen and explain why this represented an appropriate level of 

stretch (as benchmarked against an upper quartile level of performance across the 

sector). 

Companies also had to propose ODIs. Where customers were willing to pay for 

higher levels of performance and companies could demonstrate that performance 

was at a high level relative to its peers, then the financial incentives could contain 

rewards for over delivery as well as penalties for under delivery.    

Below, we provide an overview of the PCs and ODIs. Table AA4.8 shows the 

balance between reward and penalty, penalty only and reputational incentives in the 

package of incentives for the company, and Figure AA4.1 shows the potential 

financial impact of each of the financial incentives.  

Table AA4.8  The composition of the package of ODIs 

 Reward and 

penalty 

Penalty only Non-financial 

incentive 

Wholesale water 6 3 3 

Wholesale wastewater 3 6 1 

Household retail 1 1 2 

Total 10 10 6 

The following graph shows the potential financial consequences of the individual 

financial ODIs. The figures represent the penalties and rewards associated with the 

p10 and p90 scenarios over the five years (2015-16 to 2019-20). This means there is 

a 10% chance of performance being higher or lower than these assumed levels. In 

most cases, the potential maximum will be bigger but is very unlikely to occur. The 

p10 and p90 therefore represent a more realistic estimate of potential financial 

consequences.   
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Figure AA4.1  Overview of financial ODIs 

As explained in policy chapter A2, we are introducing an aggregate cap on rewards 

and collar on penalties from the ODIs. Details of how the cap/collar will operate are 

set out in section A2.4 of the policy chapter A2. 

For United Utilities we are excluding the Thirlmere transfer into West Cumbria and 

the Contribution to bathing waters improved ODIs from the cap/collar as these relate 

to special cost factor claims.  

In the remainder of this chapter, we provide the following information on each 

performance commitment included as part of this final determination: 

 the name and detailed definition of the performance commitment; 

 the type of incentive;  

 the performance commitment level; 

 for financial incentives: 

– the limits on rewards and penalties (caps and collars) and neutral zones 

(deadbands) as applicable5; and  

                                            
5
 Unless otherwise stated, a deadband is the level of service against which an incentive is calculated 

and the cap or collar is the level of service at which the maximum reward or penalty occurs. So for 
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– the incentive rates; 

 additional details on the measure; and 

 where Ofwat has not accepted the company’s proposals, the nature of the 

intervention made is also explained. 

Appendix 1 of our final methodology statement contains a number of worked 

examples that illustrate how the different incentive types will operate.  

                                                                                                                                        
example, if the deadband is 1.29 and the actual performance level is 1.39, the result of the incentive 
would be a penalty of (1.39-1.29) times the specified penalty rate. 
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Performance commitments and ODIs in detail 

Wholesale water outcome A: Your drinking water is safe 

and clean 

Performance commitment A1: Drinking Water Safety Plan risk 

score 

Detailed definition of performance measure: This measure of success describes, 

in numerical terms, the comparative level of risk to drinking water quality over time. 

The definition of the measure is the average of all current risk scores with current 

control measures in place. The risk score and control measures are recorded in the 

company’s Drinking Water Safety Plan (DWSP) database, a central tool in the 

delivery of the company’s targeted outcome of safe, clean drinking water now and in 

the future. United Utilities states that the system complies with the regulatory 

requirements governing drinking water in England and Wales as per Regulation 28 

of The Water Supply (Water Quality) Regulations 2010. The database contains 

information on the risk of hazardous events, the types of control measures in place, 

the risk monitoring in place, the history of risk scores assessed and allows actions to 

be raised, tracked, and reported. 

Incentive type: Reputational. 

Performance commitments 

 Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Risk 

score 

3.9 3.9 3.9 3.9 3.9 3.9 

Additional details 

Necessary detail on 

measurement units 

The measure is an average of all Drinking Water 

Safety Plan (DWSP) risk scores with current control 

measures in place. This is calculated from the 

Company’s DWSP database. 
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The risk score is the product of the likelihood of an 

event occurring, the probability of a consequence 

given the event and the potential severity of any 

consequence. A ‘risk scoring’ report is run from the 

above database for ‘All risk scores for facilities’ 

selecting ‘all zones and ‘all facility types’. Within this 

report under the ‘Risk Score with current controls’ 

column scores of zero and/or not applicable scores 

are excluded. An average is then calculated from the 

remaining risk scores with current controls to give the 

average Drinking Water Safety Plan score. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 

__________________________________ 

Performance commitment A2: Water quality events DWI category 

3 or above 

Detailed definition of performance measure: This measure tracks events which 

have the potential to negatively impact on public confidence in their water supply and 

that are rated category 3 (significant), category 4 (major) or category 5 (serious) by 

the DWI. It is an existing metric reported in the Drinking Water Inspectorate (DWI) 

Chief Inspector’s Annual Report on drinking water quality and shows how often 

customer service is at risk, or potentially at risk, from poor performance. 

Incentive type: Financial – penalty only. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC Nr/ year 13 12 11 10 9 7 

Penalty collar Nr/ year  15 15 15 15 15 
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  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Penalty 

deadband 

Nr/ year  12 11 10 9 7 

Incentive rates 

Incentive type Incentive rate (£m/Nr/year/year) 

Penalty  0.149 

Additional details 

Necessary detail on 

measurement units 

The measure is an annual, calendar year based, 

count of water quality events classed as category 3 

or above by the Drinking Water Inspectorate. There is 

no calculation associated with this performance 

commitment. 

Frequency of PC measurement 

and any use of averaging 

DWI parameters are used to report this measure and 

the Financial Year (FY) event total is the audited 

performance for the Calendar Year (CY) as reported 

by the DWI. For example, the numbers included for 

FY 2015-16 will be those events reported by the DWI 

for CY 2015. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 
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Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 

__________________________________ 

Performance commitment A3: Water Quality Service Index 

Detailed definition of performance measure: The Water Quality Service Index 

measure is a weighted basket of six sub-measures. The WQSI is a measure of the 

company’s capability to deliver an agreed level of service to customers now and in 

the future. The measure captures performance against six sub-measures of water 

treatment works (WTW) coliform non-compliance, service reservoir integrity index; 

number of WTW turbidity fails, mean zonal compliance, distribution maintenance 

index and number of unwanted customer contacts for water quality per year. United 

Utilities has used an index measure to provide what it considers to be a fuller picture 

of water quality rather than a single attribute and ensure that a broad range of water 

quality performance has been covered. The index will increase if the company’s 

water quality performance improves, the value of 107.199 equates to the company’s 

forecast performance in 2014-15. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC Index 107.2 119.3 130.3 145.9 145.9 145.9 

Penalty collar Index  114.6 125.6 141.2 141.2 141.2 

Penalty deadband Index  119.3 130.3 145.9 145.9 145.9 
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  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Reward deadband Index  119.3 130.3 145.9 145.9 145.9 

Reward cap Index  124.0 135.0 150.6 150.6 150.6 

Incentive rates – water quality service index 

Incentive type Incentive rate (£m/Index unit/year) 

Penalty 0.770 

Reward 0.417 

Incentive rates – mean zonal compliance sub-measure 

Incentive type Performance level Incentive rate 

(£m/0.01%/year) 
Lower Upper 

Penalty 99.93 99.95 0.770 

Reward Not applicable Not applicable Not applicable 

Additional details 

Necessary detail on 

measurement units 

The Water Quality Service Index (WQSI) has been 

calculated so that an index score greater than 107.2 

indicates an improvement in forecast 2014-15 

performance and an index score less than 107.2 a 

deterioration in performance.  

The key features of each sub-measure are detailed 

below. 

 WTW Coliform non-compliance (%). This 

measure is similar to the historical Ofwat 

measure to assess compliance with the coliform 

standard at the company’s WTW. It is calculated 

by taking the absolute number of samples 

containing coliforms as a percentage of the total 

number of coliform samples taken from the 

company’s WTWs. 
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 SR Integrity Index (%). This is a DWI measure, 

which is calculated by taking the average 

compliance for coliform bacteria and E.coli 

across the company’s service reservoirs. 

 No. of WTW Turbidity Fails. This is the actual 

number of samples that fail to meet the turbidity 

standard of 1 NTU on the water leaving each 

WTW. 

 Mean Zonal Compliance (%). This is a DWI 

measure, which assesses overall drinking water 

quality. It is calculated by taking the average of 

the mean zonal compliance percentage for 39 

parameters across all the company’s water 

supply zones. 

 Distribution Maintenance Index (%). This is a 

DWI measure, which is calculated by taking the 

average mean zonal compliance for turbidity, 

iron and manganese samples at customer’s 

taps. The water quality data is held on the 

company’s corporate system OMS. 

 No. of unwanted customer contacts for WQ (Nr). 

This measure is based on the number of 

contacts relating to the quality of water at the 

customer’s property. This is the number of 

telephone contacts as recorded on the 

company’s corporate system during a calendar 

year. All contacts are recorded and assigned to 

a contact code so that the number of calls 

relating to a specific issue such as water quality 

can be identified. 

For customer contacts, a valuation based on the 

findings of customer willingness to pay research 

(United Utilities’ PR14 customer valuations study, 

May 2013) has been used. For the five DWI 

regulatory water quality sub-measures an internal 

valuation, used in the company’s investment 

prioritisation system, has been applied based on the 

cost of the failure. 

The index is calculated as follows. 

For each of the six sub-measures the sub-measure 

weighting is multiplied by the sub-measure target to 

give the sub-measure contribution to the index. 

The WQSI is then derived as the sum of these sub-
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measure contributions plus a constant. 

For the three sub-measures that represent failure or 

non-compliance, negative weightings are applied – 

that is, WTW Coliform non-compliance (%), number 

of WTW turbidity fails and number of unwanted 

Customer Contacts for water quality (per year). The 

sub measure valuations are initially summed together 

and then a constant of -15628.2236 is added to scale 

the PC so that the FY15 targets give an index score 

of 107.2. 

The impact of customer contacts on this measure is 

significantly greater than the impact of the regulatory 

measures. This reflects the fact that the company’s 

customers expressed a willingness to pay for 

improvements to the appearance, taste and smell of 

their drinking water, but were generally happy with 

drinking water quality. It is important to note that 

there are other sanctions that would be imposed if 

the company’s water quality performance 

deteriorated, such as DWI enforcement action. 

The following summary shows the change in 

performance level for each sub measure which would 

give a one-point change in the overall Water Quality 

Service Index Score. 

The required change in performance level for each 

sub measure to give a one-point change in the index. 

 WTW Coliform non-compliance (%) = 0.06 

 SR Integrity Index (%) = 0.03 

 No. of WTW Turbidity Fails = 13 

 Mean Zonal Compliance (%) = 0.01 

 Distribution Maintenance Index (%) = 0.23 

 No. of unwanted Customer Contacts for WQ (Nr) 

= 106 

Frequency of PC measurement 

and any use of averaging 

DWI parameters are used as a basis for calculating 

the index and the audited performance for the 

calendar year, as reported to the DWI, will be used to 

calculate the index for the financial year, for example, 

numbers included for financial year 2015-16 will be 

those reported to the DWI for calendar year 2015.  
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Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

The five compliance sub-measures do not contribute 

to the reward on this index. It is only the number of 

unwanted customer contacts for water quality that 

contributes to the reward. 

In 2017-18, 2018-19 and 2019-20 United Utilities will 

incur a penalty if its performance on mean zonal 

compliance is 99.95% or below regardless of the 

overall level of the index. 
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Wholesale water outcome B: You have a reliable supply of 

water now and in the future 

Performance commitment B1: Average minutes supply lost per 

property (a year) 

Detailed definition of performance measure: The average minutes supply lost 

per property is a measure that quantifies the company’s capability to deliver an 

agreed level of service to customers now and in the future. The measure tracks the 

length of interruption to supply in minutes averaged for all properties in the region 

experiencing an interruption greater than three hours – it includes planned and 

unplanned interruptions. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting level Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Ave min 

lost/prop 

/year 

18 16 14 12 12 12 

Penalty 

collar 

Ave min 

lost/prop 

/year 

 20 20 14 14 14 

Penalty 

deadband 

Ave min 

lost/prop 

/year 

 18 18 12 12 12 

Reward 

deadband 

Ave min 

lost/prop 

/year 

 12 12 12 12 12 

Reward 

cap 

Ave min 

lost/prop 

/year 

 9 9 9 9 9 
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Incentive rates 

Incentive type Incentive rate (£m/Average minutes lost/property/year/year) 

Penalty  5.189 

Reward 3.986 

Additional details 

Necessary detail on 

measurement units 

This measure includes the effect of both planned and 

unplanned interruptions. 

 Unplanned interruptions. The length of time for an 

interruption is based on a ‘No supply unplanned’ 

event being generated in the company’s 

corporate work management system, E-respond. 

This data is validated using supporting pressure 

and flow data from data loggers within the water 

network and recorded on corporate telemetry 

systems. A property list is generated to confirm 

the exact numbers and addresses of the 

properties affected. 

 Planned interruptions. Planned interruption 

information is captured on the Company’s 

Alliance Partner system and transferred via Excel 

to the Company’s performance team, for 

validation and reconciliation against GSS 

(Guaranteed Standards of Service) records. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 
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customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

Unit of measure. Number of minutes and seconds – 

for example, mm:ss. In the wholesale water delivery 

plan, where the historic performance and targets are 

shown, the measure is reported as whole minutes 

and seconds, that is 17:55 is equivalent to 17 

minutes and 55 seconds. In the business plan tables, 

such as W1, W2 and W2a that are reported in Excel 

format, the numbers are reported to three decimal 

places, so 17:55 becomes 17.917.  

__________________________________ 

Performance commitment B2: Reliable water service index 

Detailed definition of performance measure: The reliable water service Index is a 

measure of the company’s capability to deliver an agreed level of service to 

customers now and in the future. The Reliable Water Service Index (RWSI) is a 

basket serviceability indicator combining four sub-measures to indicate the reliability 

of the water network in providing a continuous water supply to customers. The four 

sub-measures are combined to create the index with a target for the index score 

throughout the AMP of 100.000, which equates to the company’s forecast 

performance in 2014-15; the index will increase if the company’s service provision 

improves. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 100.000 100.000 100.000 100.000 100.000 100.000 

Penalty collar Index  94.000 94.500 95.000 95.500 96.000 
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  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Penalty 

deadband 
Index  95.000 95.500 96.000 96.500 97.000 

Reward 

deadband 
Index  103.000 103.000 103.000 103.000 103.000 

Reward cap Index  104.000 104.000 104.000 104.000 104.000 

Incentive rates 

Incentive type Incentive rate (£m/Index unit/year) 

Penalty  7.982 

Reward 5.981 

Additional details 

Necessary detail on 

measurement units 

The reliable water service index (RWSI) has been 

calculated so that an index score greater than 100 

indicates an improvement in performance and an 

index score less than 100 a deterioration in 

performance. The weighting is based upon values for 

assessing relative priorities, which uses willingness to 

pay values where applicable, from customer research 

(United Utilities PR14 customer valuations study, May 

2013). The four sub-measures are well established 

data streams that are currently used for both internal 

and regulatory reporting requirements and have robust 

data governance processes. The key features of each 

sub-measure are detailed below: 

 Total bursts (number). This is the number of 

mains repairs recorded on the company’s work 

management system. This is used as a proxy for 

the number of mains bursts. 

 Interruptions > 12 hours (number of properties). 

This is the number of properties impacted by an 

interruption to supply lasting greater than 12 

hours. For unplanned interruptions, this is 

recorded on the company’s system, E-respond. 
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For planned interruptions (over-run), the 

information is captured by the company’s Alliance 

partner’s reporting systems. 

 Pressure (number of properties). This is the 

number of properties on the company’s DG2 low 

pressure register at the financial year end (31 

March) and is calculated using the corporate 

system NetBase. Pressure is recorded on data 

loggers throughout the network. NetBase 

highlights any properties that are receiving less 

than 15 metres head pressure for greater than 

one hour. This data is validated by the local field 

staff. Where the low pressure is not resolved 

within an acceptable time period, the engineer will 

propose an addition to the low pressure register 

within NetBase. This is confirmed by the Low 

Pressure Expert Group, which governs the 

additions to and removals from the low pressure 

register. 

 Customer unwanted contacts for water 

availability. This measure is based on the number 

of contacts relating to the availability of water at 

the customer’s property. This is the number of 

telephone contacts as recorded on the company’s 

system during a financial year. All contacts are 

recorded and assigned to a contact code so that 

the number of calls relating to a specific issue 

such as water availability can be identified. 

The weighting is based upon values for assessing 

relative priorities, which uses the assessment for 

avoided deterioration and improvement in service for 

6-12 hour interruptions. The impact of changes in the 

underlying sub-measures on the overall index score 

is shown below, presented against a single unit 

change in Index score. 

The index is calculated as follows: 

For each of the four sub-measures the sub-measure 

weighting is multiplied by the sub-measure target to 

give the sub-measure contribution to the index. 

The RWSI is then derived as the sum of these sub-

measure contributions plus a constant. 

The required change in performance level for each 

sub measure to give a one-point change in the index: 
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 Total bursts (nr/annum): 480 

 Interruptions >12hours (nr of properties/total nr of 

properties): 130 

 Pressure (nr of properties on DG2 register/total 

number of properties): 122 

 Customer contacts for water availability 

(contacts/annum): 3,000 

For customer contacts for water availability, the data 

will be collected using a similar methodology as that 

used for the reporting of water quality complaints for 

the August 2013 regulatory reporting submission. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

The mains bursts sub-measure is not included in the 

reward calculation. 

Detail on targets for sub-measures 

Indicator Unit 2014-15 

forecast 

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

Total bursts Number/ year 5,080 5,080 5,080 5,080 5,080 5,080 

Interruptions 

>12 hours 

Number of 

properties / total 

730 730 730 730 730 730 
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Indicator Unit 2014-15 

forecast 

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

number of 

properties 

Pressure Number of 

properties on 

DG2 register/ 

total number of 

properties 

272 272 272 272 272 272 

Customer 

contacts for 

water 

availability 

Contacts/year 48,000 48,000 48,000 48,000 48,000 48,000 

__________________________________ 

Performance commitment B3: Security of supply index 

Detailed definition of performance measure: The Security of supply index (SoSI) 

is a measure of whether the company has an adequate amount of supply-demand 

headroom and whether it can reliably meet customers’ demands for water at the 

required level of service in line with its water resources management plan. As long 

as there is sufficient water available to meet expected demand and headroom, the 

index will be at 100. Any score less than 100 is determined by the proportion of the 

population affected by reduced water availability. 

Incentive type: Financial – penalty only. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 100.000 100.000 100.000 100.000 100.000 100.000 

Penalty collar Index  96.000 96.000 96.000 96.000 96.000 

Penalty 

deadband 

Index  100.000 100.000 100.000 100.000 100.000 
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Incentive rates 

Incentive type Incentive rate (£m/Index unit/year) 

Penalty  3.330 

Additional details 

Necessary detail on 

measurement units 

The calculation of the SoSI is based upon the industry 

standard Ofwat methodology, which has been used in 

annual regulatory reporting historically and reported as 

an Ofwat KPI. This is summarised as follows. 

 Step 1. Take the distribution input, available 

headroom and target headroom figures for each 

water resource zone as reported in the Annual 

Review of the water resources management plan. 

Water available for use (WAFU) as reported in the 

WRMP does not include bulk imports and exports. 

In order to meet the SoSI definition of WAFU, the 

contractually available bulk imports and deduct the 

bulk exports for each zone are added. Bulk imports 

and exports should be based on a dry year and be 

consistent with those assumed in WRMPs. 

 Step 2. The index is based on the difference 

between the available headroom and the target 

headroom in each zone. This ‘surplus/deficit’ is 

expressed as a percentage of the sum of dry year 

(or critical period) distribution input and target 

headroom. This gives a measure of the size of the 

deficit/surplus in relation to the demand that is 

expected to be met during a dry year (or critical 

period) plus the headroom the company believes is 

necessary. 

 Step 3. The population in each zone with a 

headroom deficit is expressed as a percentage of 

the company’s total population. Where the zone is 

not in deficit, zero is entered. 

 Step 4. Zonal scores are derived by multiplying by 

the square of the deficit for each zone. This means 

that the index is a function of the square of the 

deficit, so that large deficits affecting small zones 

weigh in the overall index. The product for each 

zone is then multiplied by 100, and summed to 

produce the overall company score. 
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 Step 5. The final company wide security of supply 

index is then calculated as: (1 – overall total 

company score) x 100. The resulting score should 

be rounded down to the nearest whole number. 

The process is completed for dry year demand in all 

zones, and repeated using critical period demands in 

Carlisle and West Cumbria due to the short duration of 

the critical periods in these zones. For the purpose of 

the incentive, the lower of the two calculations is used 

to derive any penalty due.  

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

The Ofwat SoSI KPI rounds to the nearest whole 

number, the Company has used the index to three 

decimal places for the measure to ensure the incentive 

is scalable. The data for this measure is currently 

collected and reported to Ofwat each year as an Ofwat 

KPI. 

__________________________________ 
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Performance commitment B4: Total leakage at or below target 

Detailed definition of performance measure: The total leakage, including 

customer supply pipe leakage, at or below target records the Ml/d variance from the 

company’s leakage target set in its revised draft water resources management plan 

2013, with leakage outperformance shown as a positive value.  

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Ml/d Var. 0.00 0.00 0.00 0.00 0.00 0.00 

Penalty collar Ml/d Var.  -30.00 -30.00 -30.00 -30.00 -30.00 

Penalty 

deadband 

Ml/d Var.  0.00 0.00 0.00 0.00 0.00 

Reward 

deadband 

Ml/d Var.  11.20 11.20 11.20 11.20 11.20 

Reward cap Ml/d Var.  30.00 30.00 30.00 30.00 30.00 

Incentive rates 

Incentive type Incentive rate (£m/Ml/day variance /year) 

Penalty  1.458 

Reward 0.749 

Additional details 

Necessary detail on 

measurement units 

The total leakage target has been defined through 

the development of the company’s revised draft water 

resources management plan 2013. This measure will 

demonstrate leakage performance relative to the 

target rather than provide an absolute value – in 

United Utilities’ view this is more helpful to customers 

in understanding the company’s achievements in 
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managing leakage. A value of 0 (zero) indicates that 

the target has been met. A value greater than 0 

indicates that the volume of leakage is less than the 

target. A value less than 0 (that is, negative) indicate 

that the volume of leakage is above target – that is, 

failed.  

As part of the revised draft water resources 

management plan 2013 the company has completed 

a leakage appraisal to determine the sustainable 

economic leakage profile and targets required to 

provide reliable supplies to its customers, at least-

cost, over a 25 year planning horizon.  

Leakage in each of the company’s four water 

resource zones is assessed separately and the 

results amalgamated to provide a company level 

leakage target.  

The leakage profile in the company’s baseline 

demand forecast assumes that regional leakage is 

maintained at 462.7 Ml/d from 2015-16 over the 25 

year planning period 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 
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Performance commitment B5: Resilience of impounding reservoirs 

Detailed definition of performance measure: The resilience of impounding 

reservoirs measures of success is derived from the assessment of risks associated 

with the company’s current 180 statutory reservoirs. United Utilities states that its 

programme of interventions will provide a year on year reduction in the risk of 

reservoir failure and the consequent societal risk reducing to ‘as low as reasonably 

practical’ (based on Health and Safety Executive guidance) over a number of AMP 

investment periods. 

With the 2015 expected implementation of Phase 2 of the Flood and Water 

Management Act 2010 (FWMA) the threshold for registration as a statutory reservoir 

will change to 10,000m3 and reservoirs will be subject to a risk-based review by the 

Environment Agency. At the time of developing its programme (June 2014), the 

outcome of the Environment Agency risk-based review was not available. The 

programme has therefore been amended, in order to accommodate the uncertainty 

around which of the company’s portfolio of reservoirs will remain become statutory 

during the AMP. During 2015-20, a single intervention has been planned for each of 

eight reservoirs which are expected to become statutory in 2015. In total, the AMP6 

Resilience of Impounding Reservoirs programme involves 52 intervention projects 

across 42 reservoirs. 

Incentive type: Financial – penalty only. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Aggregate 

reduction 

in risk 

152.51 161.20 163.21 164.44 164.87 165.27 

Penalty 

collar 

Aggregate 

reduction 

in risk 

 152.51 152.51 152.51 152.51 152.51 

Penalty 

deadband 

Aggregate 

reduction 

in risk 

 161.20 163.21 164.44 164.87 165.27 
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Incentive rates 

Incentive type Incentive rate (£m/risk unit/year) 

Penalty  0.250 

Additional details 

Necessary detail on 

measurement units 

The performance commitment is defined as the 

cumulative reduction in total annual probability of 

failure of the reservoirs receiving interventions within 

the risk assessment programme multiplied by 1,000. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 

__________________________________ 
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Performance commitment B6: Thirlmere transfer into West 

Cumbria 

Detailed definition of performance measure: This measure will demonstrate the 

United Utilities’ progress in delivering the Thirlmere transfer project to allow 

abstraction from Ennerdale Water to cease as soon as possible, thereby maintaining 

security of supply while meeting a statutory environmental obligation under the 

Habitats Directive. The measure indicates project progress as a percentage with a 

value of 100 per cent indicating that the project is in use supplying water from 

Thirlmere reservoir to customers in West Cumbria. The calculation of percentage 

progress is similar to “earned value” in project management, where completion of 

milestones is recognised as completing a proportion of the baseline project value. A 

symmetric penalty and reward financial incentive will apply at the end of FY20 based 

on progress at that point. This is to ensure that the company is appropriately 

incentivised to protect customers and to deliver its statutory obligation. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  % of project complete 

based on earned 

value tied to 

milestones  

0 2 5 21 53 82 

Penalty 

collar 

% of project complete 

based on earned 

value tied to 

milestones 

 2 5 21 53 0 

Penalty 

deadband 

% of project complete 

based on earned 

value tied to 

milestones 

 2 5 21 53 82 

Reward 

deadband 

% of project complete 

based on earned 

value tied to 

milestones 

 2 5 21 53 82 
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  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Reward 

cap 

% of project complete 

based on earned 

value tied to 

milestones 

 2 5 21 53 100 

Incentive rates 

Incentive type Incentive rate (£m/1%/year) 

Penalty  2.34 

Reward 1.274 

United Utilities has to repay the funding allowed for in price limits if the statutory driver for the 

Thirlmere transfer is removed. 

Additional details 

Necessary detail on 

measurement units 

The unit of measure is percentage progress to 

completion, measured to zero decimal places. The 

PC targets have been developed based on the latest 

available project delivery plan. This gives a project in 

use date of 31-03-2022 (FY22). The project 

comprises new water mains, a new treatment works 

and new service reservoirs. Milestones have been 

defined and weighted in relation to proportion of the 

baseline project value. The milestones that have 

been used to define the PC targets are as follows: 

Estimated 

completion 

year 

Milestone Weight 

(%) 

Cumulative 

progress 

(%) 

FY16 Tender documents 

(scope book) 

submitted to bidders 

1.00  

FY16 Planning application 

submitted 

1.00  

FY16 total  2.00 2 

FY17 Contract awarded 1.50  

FY17 Planning application 

approved 

1.50  



Final price control determination notice: company-specific appendix – United Utilities 

169 

FY17 total  3.00 5 

FY18 Construction started 

on site 

7.66  

FY18 First 23.12% of 

main in the ground 

8.34  

FY18 total  16.00 21 

FY19 Substructure of 

WTW complete 

0.85  

FY19 Substructure of SRs 

complete 

0.85  

FY19 Next 29.64% of 

main in the ground 

30.30  

FY19 total  32.00 53 

FY20 Thirlmere Bridge 

End connection 

works complete 

3.68  

FY20 Next 27.27% of 

main in the ground 

25.32  

FY20 total  29.00 82 

FY21 Superstructure of 

WTW complete 

2.18  

FY21 Next 12.54% of 

main in the ground 

7.82  

FY21 total  10.00 92 

FY22 SRs complete 0.65  

FY22 WTW complete 0.65  

FY22 Final 7.43% of main 

in the ground 

6.71  

FY22 total  8.00 100 
 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 
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Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 
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Wholesale water outcome C: The natural environment is 

protected and improved in the way we deliver our 

services 

Performance commitment C1: Contribution to rivers improved 

(water programme) 

Detailed definition of performance measure: The contribution to rivers improved 

(water programme) measure of success comprises the delivery of an agreed number 

of kilometres of river improvement through completion of schemes agreed in the 

National Environment Programme (NEP) as well as kilometres improved through 

changing United Utilities’ abstraction at the four abstraction incentive mechanism 

(AIM) sites. 

This measure tracks the company’s progress against the number of required water 

enhancement schemes that form part of its NEP using the draft NEP phase 3 to 

define targets. 

The measure also includes a two-sided adjustment to the reported river length based 

on abstraction under the Q95 AIM threshold. This is based on the kilometres that 

could show an improvement, factored in proportion to the change in abstraction. 

Included are the two AIM sites identified by Ofwat (River Gelt and Aughertree 

Springs) and two further sites with widely recognised abstraction issues (Ennerdale 

Water and the River Calder, a tributary of the River Wyre). 

The total length of rivers improved is based on the sum of the improvement delivered 

from completion of each scheme articulated in the draft NEP. The final published 

NEP, to be signed by the Secretary of State, will be available post business plan 

submission and therefore a change controls process exists to allow a change in the 

schemes required and their delivery schedule. 

Incentive type: Financial – reward and penalty. 
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Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Km (cumulative 

total) 

50.4 0.0 6.6 6.6 6.6 159.5 

Penalty 

collar 

Km (cumulative 

total) 

 -2.0 -2.0 -2.0 -2.0 -2.0 

Penalty 

deadband 

Km (cumulative 

total) 

 0.0 6.6 6.6 6.6 159.5 

Reward 

deadband 

Km (cumulative 

total) 

 0.0 6.6 6.6 6.6 159.5 

Reward 

cap 

Km (cumulative 

total) 

 2.0 13.2 13.2 13.2 234.0 

Incentive rates 

Incentive type Incentive rate (£m/km/year) 

Penalty  0.112 

Reward 0.029 

Additional details 

Necessary detail 

on measurement 

units 

A length of kilometres of river improvement has been assigned to each 

scheme in the draft National Environment Programme. The targets 

and performance reporting will use these fixed river lengths.  

When calculating the improvement from fish and eel projects, the 

equivalent water body length is one sixth (in line with River Basin 

Management Plan – RBMP – guidance) of the total water body length 

upstream of the asset using Water Framework Directive (WFD) GIS 

tool. If there is more than one project affecting a water body, the total 

length is weighted between the projects based on the distance 

between the assets and their positions relative to each other, so that 

there is no double-accounting of the benefit.  

The length improved from flow and sediment projects is equal to the 

length downstream of the asset to the water body boundary using 
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WFD GIS. However, with some Heavily Modified Water Bodies 

(HMWB), the length improved is equal to 2.5 times the upstream 

catchment area using the Flood Estimation Handbook where this is 

greater than the total water body length downstream to the water body 

boundary. If more than one project is delivered on the same asset, the 

total length is divided equally between the projects. 

The km of river improvement assigned to each NEP project to be 

delivered in 2015-20 is summarised below. 

Project title Driver Project type km of 

river 

improved 

(km) 

Poaka Beck (new Q95 flow) WFD Capital project 5.3 

Marchnant low flow alleviation WFD Capital project 1.5 

River Ellen (increase to Q95 flow) WFD Capital project 1.4 

Readycon Dean (new Q95 flow) WFD Capital project 1.0 

Horse Coppice (new Q95 flow) WFD Capital project 2.9 

Castleshaw (adaptive flow 

changes) 

WFD Investigation 0.7 

Errwood and Fernilee (adaptive 

flow changes) 

WFD Investigation 

Longdendale (adaptive flow 

changes) 

WFD Investigation 

Pre and post flow change 

monitoring: Cownwy; Marchnant; 

Tarnbrook Wyre (3 intakes); 

Calder; Holden Wood; Poaka 

Beck; Readycon Dean; Horse 

Coppice; River Ellen; Old Water 

(River Gelt); Castleshaw; Errwood 

and Fernilee; Longdendale 

WFD Investigation 0.0 

Preparation and implementation of 

sediment plans: 

   

- Calder WFD Capital project 4.6 

- Crummock WFD Capital project 4.6 

- Stocks WFD Capital project 6.5 

- Jumbles WFD Capital project 9.0 

- Dovestone WFD Capital project 5.5 

- Goyt WFD Capital project 3.8 

- Alston (Langden and 

Hareden) 

WFD Capital project 5.2 

Stage 3 assessments and UKTAG 

flow guidance assessments 

WFD Investigation 3.8 

River Calder hands off flow (EA 

flow site), eel screen (9mm) and 

three eel passes 

WFD Capital project 5.5 
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Old Water hands off flow and fish 

passage (EA flow site) 

WFD Capital project 0.7 

Cownwy low flow alleviation WFD Capital project 2.8 

Tarnbrook Wyre low flow 

alleviation 

WFD Capital project 8.2 

Crummock: Eel tiles and four 

pumped eel passes on weir; strobe 

light deterrents on intakes 

Eels Capital project 6.0 

Ulpha: Two pumped eel passes 

and counter 

Eels Capital project 4.1 

River Lune at Forge weir: Eel pass 

on south bank of Forge weir 

Eels Capital project 1.5 

River Lune at Forge weir: Eel pass 

on north bank of Forge weir 

Eels Capital project 1.5 

River Wyre: Four eel passes (both 

sides of bank on two downstream 

weirs) and up and over pass over 

intake 

Eels Capital project 11.8 

River Lune at Caton: Eel screen 

(10mm) 

Eels Capital project 2.7 

Windermere: Strobe light 

deterrents 

Eels Capital project 14.4 

Ullswater: Strobe light deterrents Eels Capital project 15.4 

Eel monitoring and feasibility 

studies for “trap and truck” systems 

and need for 9-10mm aperture 

silver eel screening on reservoir 

intake at 5 reservoir sites: Harlock 

and Poaka Beck; Simpson 

Ground/High Newton; Damas Gill; 

Grizedale; Rivington 

Eels Investigation 0.2 

River Lune (LCUS): Eel monitoring 

and feasibility study 

Eels Investigation 0.2 

River Dee intakes (Heronbridge, 

Huntington, Llangollen and 

Hurleston): Eel monitoring and 

feasibility study 

Eels Investigation 1.5 

Haweswater AMP6 investigation: 

impact of aqueduct interception of 

Naddle-Tailbert-Mossy Beck 

tributaries  

Habitats Investigation 0.0 

Heltondale fish migration 

investigation  

Habitats Investigation 0.0 

Thirlmere AMP6 investigation: 

impact of Mill Gill aqueduct 

interception of tributaries  

Habitats Investigation 0.0 

Haweswater tributary abstraction 

metering (Wet Sleddale, Keld, 

Thornship, Tailbert, Naddle, 

Habitats Capital project 5.2 
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Cawdale, Heltondale, Mossy)  

RSA monitoring study 

of abstraction licence changes 

Habitats Investigation 2.2 

Ennerdale RoC3 works  Carryover Capital project 2.3 

Swindale RoC2 works  Carryover Capital project 6.5 

Yearl weir removal works  Carryover Capital project 11.0 

  

Target total 

(km) 

159.5 

 

Frequency of PC 

measurement and 

any use of 

averaging 

Performance will be assessed annually and reported on a financial 

year basis. 

Timing and 

frequency of 

rewards/penaltie

s 

This delivery incentive will be applied at the next price determination 

for the performance year 2015-16 – 2019-20. A cumulative net penalty 

or reward for all the financial measures within a price control will be 

calculated. For performance in the year 2019-20 United Utilities will 

make an estimate of the cumulative net penalty or reward for all the 

financial measures. Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of 

reward/penalty 

Where a cumulative net penalty is calculated, this will be applied as a 

revenue adjustment to ensure customers are fully compensated for 

any underperformance. Where a cumulative net reward is calculated, 

this will be applied as an upward adjustment to the RCV, to minimise 

the short-term impact on customer bills. 

Any other 

information or 

clarifications 

relevant to 

correct 

application of 

incentive 

None. 
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Wholesale water outcome D: You’re highly satisfied with 

our services and find it easy to do business with us 

Performance commitment D1: Delivering our commitments to 

developers, local authorities and highway authorities 

Detailed definition of performance measure: This measure comprises a basket 

of key performance indicators (KPIs) that track the timeliness of responses to 

quotation requests by developers and self-lay organisations, and the completion of 

works for new connections, diversions and requisitions (that is, new pipe 

installations) within given timescales. 

Across each of the KPIs, the percentage of responses delivered and work completed 

to the company’s service levels are monitored. The percentage compliance for the 

two key areas of activity (timeliness and completions) are then consolidated into a 

single performance measure shown as a percentage. 

Incentive type: Reputational. 

Performance commitments 

 Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  % of jobs 

completed within 

response times 

90 91 92 93 94 95 

Additional details 

Necessary detail on 

measurement units 

The measure combines a number of KPIs relating to 

the timeliness of the company’s responses to 

developers, local authorities and the Highways 

Agency, and to the completion of work for them. The 

KPIs and related targets are as follows: 

Key performance indicator Target 

1. Provide timely responses  

Pre-development enquiry – response 10 working days 

Mains requisition – provide cost and 20 working days 



Final price control determination notice: company-specific appendix – United Utilities 

177 

design 

Service connection – cost advice 

(quotation) 

10 working days 

Self-lay organisation scheme point of 

connection – response 

10 working days 

Self-lay organisation schemes – 

design approval 

20 working days 

Self-lay organisation schemes – 

United Utilities to provide design  

20 working days 

Wastewater – new connections 

approved 

20 working days 

Wastewater – diversions and 

requisition responses 

20 working days 

2. Complete work to expectations  

Mains requisition – construct 3 months from 

receipt of payment 

Service connections – construct all 

(on/off site) 

15 working days 

Self-lay organisation schemes – 

install branch connections 

15 working days 

Self-lay organisation schemes – 

meter installations 

5 working days 

Self-lay organisation schemes – 

meter inspections 

5 working days 

 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 
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Wholesale water outcome E: Bills for you and future 

customers are fair 

Performance commitment E1: Number of free water meters 

installed 

Detailed definition of performance measure: The measure is delivered by two 

United Utilities’ interventions: the promotion of free water meters, with costs and 

targets set out in the company’s retail household delivery plan, and the installation of 

free water meters, with costs and targets set out in the company’s wholesale water 

delivery plan. Under the Water Industry Act (1991) the company is legally required to 

provide free water meters to customers who request them, provided that it is 

practical and not unreasonably expensive to install the device at the customer’s 

property. 

The incentive for this measure is reputational as the company has an obligation to 

install meters when requested, and customers who opt for a meter typically benefit 

financially from lower bills. 

Incentive type: Reputational. 

Performance commitments 

 Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Nr/ year 53544 61644 59325 57393 47421 46054 

Additional details 

Necessary detail on 

measurement units 

The performance commitment for this measure is 

based on historical levels of meter optants and 

forecasts that take into account the number of 

customers likely to benefit from meters and the 

expected response to meter-promotion campaigns 

detailed in the retail household delivery plan. The 

target number of installations is consistent with the 

company’s revised draft water resources 

management plan (WRMP) 2013. 
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Frequency of PC measurement 

and any use of averaging 

Performance will be assessed annually and reported 

on a financial year basis. 

Any other information or 

clarifications relevant to correct 

application of incentive 

None. 
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Wholesale wastewater outcome A: Your wastewater is 

removed and treated without you ever noticing 

Performance commitment S-A1: Private sewers service index 

Detailed definition of performance measure: This performance commitment 

provides information on how well the transferred private sewers and lateral drains 

are being maintained using an assessment of asset performance and asset service 

indicators. It includes five of the six AMP5 sewerage infrastructure serviceability 

indicators (blockages, collapses, pollution, internal FOC and internal hydraulic 

flooding) as sub-measures in the calculation of the performance commitment. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 105.8 100.0 100.0 100.0 100.0 100.0 

Penalty collar Index  102.0 102.0 102.0 102.0 102.0 

Penalty deadband Index  101.2 101.2 101.2 101.2 101.2 

Reward deadband Index  98.8 98.8 98.8 98.8 98.8 

Reward cap Index  91.9 91.9 91.9 91.9 91.9 

Incentive rates 

Incentive type Incentive rate (£/index point) 

Penalty 4.208 

Reward 1.096 
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Additional details 

Necessary detail on 

measurement units 

The number of blockages, collapses, properties 

flooded and areas flooded is produced in using the 

same approach as that used historically to complete 

the June return tables 3, 3a and 16a. All flooding 

events are net of severe weather which is defined (as 

in AMP5) as a storm with a return period greater than 

one in twenty years. This performance commitment 

does not include rising main failures, pollution or 

flooding incidents directly attributable to the failure of 

private pumping stations or the serviceability indicator 

on equipment failure as this largely relates to the 

performance of private pumping stations that do not 

transfer to water company ownership until October 

2016, and hence their performance is at present, 

entirely unknown. 

The performance commitment is calculated as a 

weighted score and is produced by multiplying the 

number of blockages, collapses and pollution 

incidents and the number of properties flooded and 

areas flooded internally and externally by the relevant 

willingness to pay valuations. The weighted score is 

then scaled so that ‘100’ represents the actual 2013-

14 performance and ‘0’ represents zero service 

failures. 

The performance commitment is therefore the scaled 

weighted score, allowing some flexibility within the 

sub-measures. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 
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Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 

__________________________________ 

Performance commitment S-A2: Wastewater network 

performance index 

Detailed definition of performance measure: This performance commitment 

provides information on how well the sewerage system is being maintained, 

excluding the transferred assets. It provides an assessment of the condition and 

performance of sewers, rising mains, pumping stations, combined sewer overflows 

and detention tanks. It includes the three asset performance indicators from the 

AMP5 sewerage infrastructure serviceability assessment (collapses, blockages and 

equipment failures). 

Incentive type: Financial – penalty only. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 108.4 106.2 103.2 99.4 95.6 93.4 

Penalty collar Index  115.4 112.4 108.6 104.8 102.6 

Penalty deadband Index  108.9 105.8 101.9 98 95.7 
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Incentive rates 

Incentive type Incentive rate (£m/index point/year) 

Penalty 2.315 

Additional details 

Necessary detail on 

measurement units 

The number of blockages, collapses, rising main 

bursts and equipment failures is produced using the 

same approach as that used historically to complete 

the June return table 16a.  

This measure does not include incidents from the 

assets transferred in October 2011 or October 2016. 

This is to differentiate between incidents from the 

legacy assets, which are included in the scope of this 

measure, and incidents from transferred assets, 

which are included in the private sewers service 

index. 

The performance commitment is calculated as a 

weighted score and is produced by multiplying the 

number of blockages, collapses, rising main bursts 

and equipment failures by the relevant willingness to 

pay valuations. The weighted score is then scaled so 

that ‘100’ represents the actual 2013-14 performance 

and ‘0’ represents zero service failures. 

The performance commitment is therefore the scaled 

weighted score, allowing some flexibility within the 

sub-measures. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 



Final price control determination notice: company-specific appendix – United Utilities 

184 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 

Detail on targets for sub-measures 

Indicator Unit 2014-15 

forecast 

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

Blockages Number/year 9,000 8,754 8,425 8,015 7,604 7,358 

Collapses Number/year 444 444 444 444 444 444 

Rising main 

bursts 

Number/year 40 40 40 40 40 40 

Equipment 

failures 

Number/year 2,418 2,403 2,383 2,358 2,333 2,318 
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Wholesale wastewater outcome B: The risk of sewer 

flooding for homes and businesses is reduced 

Performance commitment S-B1: Future flood risk 

Detailed definition of performance measure: The future flood risk performance 

commitment is forward looking and uses the company’s sewerage management 

planning (SMP) process to predict the number of properties at risk of suffering high 

consequence (defined as flooding of ground floor living space) future sewer flooding. 

It is calculated using predicted flood volumes and surcharge levels from hydraulic 

models combined with overland flow routing models. It measures the number of 

properties significantly impacted by flooding from a storm with a 1 in 20 year return 

period. This is a new measure and as such will be subject to on-going development 

by United Utilities over the next five years as further improvements are made in 

hydraulic modelling capability and the SMP process is refined. 

Incentive type: Reputational. 

Performance commitments 

 Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Props 16568 16511 16436 16341 16247 16190 

Additional details 

Necessary detail on 

measurement units 

The completion of each SMP hydraulic flooding 

storage and sustainable drainage (SuDS) scheme 

will be recorded using a methodology consistent with 

that used historically for the annual regulatory 

reporting submission. This methodology will provide a 

detailed description of the process for recording 

scheme completion and will set out the systems, 

reports and data sources used in producing that data. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 
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Any other information or 

clarifications relevant to correct 

application of incentive 

Performance relating to this outcome is financially 

incentivised through the sewer flooding index. 

__________________________________ 

Performance commitment S-B2: Sewer flooding index 

Detailed definition of performance measure: This performance commitment 

provides an assessment of actual performance with respect to reducing sewer 

flooding, and provides a direct measure of customer experience. It combines internal 

flooding, external flooding and repeat flooding (as defined in the Ofwat Key 

Performance Indicator, but excludes severe weather). It includes both flooding 

caused by hydraulic incapacity and other causes, and does not differentiate between 

the two causes as customers cannot be expected to differentiate and the experience 

is equally unpleasant. The reduction in this index over 2015-20 represents an 

improvement in service as the number of incidents reduces. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 101.6 93.1 83.9 73.9 70.3 68.1 

Penalty collar Index  114.1 104.1 93.2 88.8 86.1 

Penalty deadband Index  103.7 93.7 82.8 78.4 75.7 

Reward deadband Index  82.6 74.0 65.0 62.2 60.5 

Reward cap Index  70.4 61.4 51.9 48.7 46.8 

Incentive rates 

Incentive type Incentive rate (£/index point) 

Penalty 2.035 
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Incentive type Incentive rate (£/index point) 

Reward 1.077 

Additional details 

Necessary detail on 

measurement units 

The number of properties and areas flooding is 

produced using the same approach as that used 

historically to complete the June return tables 3 and 

3a. Repeat flooding is produced in accordance with 

the Ofwat Key Performance Indicator Guidance 

document. All flooding events are net of severe 

weather defined (as in AMP5) as a storm with a 

return period greater than 1 in 20 years, including 

flooding at properties on the flooding register. The PC 

includes only flooding from the public network, as 

flooding from private sewers is included in the private 

sewers service index. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

n/a 
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Wholesale wastewater outcome C: The North West’s 

bathing and shellfish waters are cleaner through our work 

and that of others 

Performance commitment S-C1: Contribution to bathing waters 

improved 

Detailed definition of performance measure: This performance commitment 

identifies the contribution that will be made in improving bathing waters and shellfish 

waters through delivery of the schemes agreed with the Environment Agency. The 

impact of each scheme has been converted into a ‘bathing water equivalent’ (BWE) 

based on; the number of bathing/shellfish waters improved by the scheme, the scale 

of the impact the scheme will make on the bathing water/shellfish waters, and the 

scale of the costs involved in implementing the scheme. The measure will be 

reported cumulatively across AMP6. 

Incentive type: Financial – penalty only. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  BWE 0 0.36 0.66 1.49 3.78 6.56 

Penalty collar BWE  0 0 0 0 0 

Penalty deadband BWE  0.36 0.66 1.49 3.78 6.56 

Incentive rates 

Incentive type Incentive rate (£m/BWE/year) 

Penalty 10.00 
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Additional details 

Necessary detail on 

measurement units 

The schemes required to be delivered under rB1, rB2, 

rB5, S1, S2 and S8 drivers have been identified from 

the National Environment Programme. The bathing 

water equivalent for each scheme was calculated 

using source apportionment analysis and assigned to 

the year in which the scheme will be completed. As 

the schemes that contribute to this PC are completed 

an ‘output in use’ document is produced which 

enables both United Utilities Water and the 

Environment Agency to formally agree that the output 

is complete. 

To calculate the PC, the number of bathing water 

equivalents associated with the schemes that have 

been formally confirmed as complete in the year will 

be summed. Changes to the programme will be 

managed through the United Utilities Water/ 

Environment Agency exchange mechanism. The 

agreed programme, with any agreed amendments, will 

be jointly signed off with the Environment Agency. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 
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Any other information or 

clarifications relevant to correct 

application of incentive 

To ensure the penalties are proportionate to any delay 

which has incurred, a sliding scale will be applied to 

the annual penalty as follows 

 25% for 1-90 days. 

 50% for 91-180 days. 

 75% for 181-270 days. 

 100% for 271-365 days. 
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Wholesale wastewater outcome D: The natural 

environment is protected and improved in the way we 

deliver our services 

Performance commitment S-D1: Protecting rivers from 

deterioration due to population growth 

Detailed definition of performance measure: This performance commitment 

captures the contribution the company expects to make in preventing the 

deterioration in river water quality due to increased discharges from wastewater 

treatment works (WwTW), caused by local growth in population or increased 

industrial discharges. As demand grows the risk of wastewater treatment works 

becoming non-compliant increases, eventually leading to the need to intervene. If 

there are no alternative interventions to manage demand in the catchment then the 

company will increase the treatment works capacity to ensure there is no 

deterioration in the receiving water body. 

The PC is expressed as an estimation of the length of river protected from 

deterioration that would otherwise occur if the company did not intervene. The 

measure will be reported cumulatively across 2015-20. 

Incentive type: Financial – penalty only 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  km 0.0 1.8 1.8 190.1 316.7 346.6 

Penalty collar km  0.0 0.0 0.0 0.0 0.0 

Penalty deadband km  1.8 1.8 190.1 316.7 346.6 

Incentive rates 

Incentive type Incentive rate (£/index point) 

Penalty 0.058 
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Additional details 

Necessary detail on 

measurement units 

The river length protected has been calculated for 

each scheme included in the programme, based on 

the length of the receiving water body for the 

treatment works. 

As the schemes that contribute to this PC are 

completed an ‘output in use’ document is produced 

which is a formal record that the output is complete. 

To calculate the PC, the number of river length 

equivalents associated with the schemes that are 

completed in the year will be summed. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

To ensure the penalties are proportionate to any 

delay that has occurred, a sliding scale will be 

applied to the annual penalty as follows. 

 25% for 1-90 days. 

 50% for 91-180 days. 

 75% for 181-270 days. 

 100% for 271-365 days. 

__________________________________ 
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Performance commitment S-D2: Maintaining our wastewater 

treatment works 

Detailed definition of performance measure: This performance commitment 

provides information on how well the company’s wastewater treatment assets are 

protecting customers and the environment. It is an index of three sub-measures 

focused on wastewater treatment works (WwTW) performance and compliance. One 

of the sub-measures (failing wastewater treatment works) is currently used in the 

AMP5 assessment of non-infrastructure serviceability. The other two sub-measures 

are more forward looking and are based on compliance risk these have been 

developed and used by the company over a number of years. 

Incentive type: Financial – penalty only. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  Index 113.97 83.00 83.00 83.00 54.32 46.13 

Penalty collar Index  155.40 155.40 155.40 126.72 118.53 

Penalty deadband Index   113.30 113.30 113.30 84.62 76.43 

Incentive rates 

Incentive type Incentive rate (£/index point) 

Penalty 0.577 

Additional details 

Necessary detail on 

measurement units 

The number of failing wastewater treatment works is 

assessed from all Water Resource Act sanitary, non-

sanitary and 99% dose UV Compliance conditions in 

addition to Urban Wastewater Treatment Directive 

BOD, N and P conditions. Flow, Descriptive 

conditions and failure caused by factors outside of 

company control, where the Environment Agency 

accepts the reasons for failure, are excluded from the 
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assessment.  

The measure excludes compliance with descriptive 

permits as United Utilities considers that the 

compliance assessment of these works is subjective. 

Without a comprehensive data set to provide a single 

assured view of performance and compliance, the 

company considers it is not appropriate to include 

within its performance baseline. United Utilities states 

it is and will continue to work with the Agency to 

ensure that a better understanding of asset 

compliance with descriptive permits is developed. 

The company envisages that greater understanding 

in this area will enable the inclusion of descriptive 

permit compliance assessment as part of this ODI in 

the future. 

The number of at risk works is established from a 

monthly risk assessment made up of all operator self-

monitoring and routine samples collected with the 

result compared against the active consent limit. 

For each sub-measure, the data will be collected 

using a methodology consistent with that used 

historically for the annual regulatory reporting 

submission. 

The PC is calculated as a weighted score by 

multiplying the number of failing and ‘at risk’ works by 

weighting factors based on population equivalent. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

calendar year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 
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adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 

__________________________________ 

Performance commitment S-D3: Contribution to rivers improved 

(wastewater programme)  

Detailed definition of performance measure: This performance commitment 

captures the contribution the company expects to make in improving river quality to 

achieve good ecological status (or good ecological potential for heavily modified 

water bodies) under the Water Framework Directive, by delivering a programme of 

schemes agreed with the Environment Agency. This programme also delivers 

improvements required to meet a number of other environmental drivers, such as the 

Urban Wastewater Treatment Directive, the Freshwater Fish Directive, the Wildlife 

and Countryside Act and the Biodiversity Strategy for England. 

The unit of measure for this PC is the equivalent river length improved to ‘good 

status’, measured in kilometres, and reported cumulatively across 2015-20. 

Incentive type: Financial – reward and penalty. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  km 0.00 0.75 25.47 104.58 151.83 355.22 

Penalty collar km  0.00 0.00 0.00 0.00 0.00 

Penalty deadband km  0.75 25.47 104.58 151.83 355.22 

Reward deadband km  0.75 25.47 104.58 151.83 355.22 

Reward cap km  1.50 50.95 209.17 303.67 710.44 
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Incentive rates 

Incentive type Incentive rate (£/index point) 

Penalty 0.112 

Reward 0.029 

Additional details 

Necessary detail on 

measurement units 

The equivalent river length improved is based on the 

length of river, in kilometres, modelled to achieve 

‘good status’ under Water Framework Directive 

classification and is derived on a scheme by scheme 

basis. The Environment Agency, via the National 

Environment Programme, has provided the length of 

water body to be protected by the Water Framework 

Directive no-deterioration projects. For schemes 

aimed at improving intermittent discharges Integrated 

Catchment Modelling outputs, indicate the length of 

water body improved to good status by delivery of the 

scheme. For all other schemes, the length of the 

water body to be improved is unknown and the length 

of the receiving water body has been used as a 

proxy. Several of the schemes relate to assets that 

discharge to lakes, rather than rivers. An equivalent 

length of receiving water body has been assumed by 

measuring the longest length of the receiving lake. 

As the schemes that contribute to this PC are 

completed an ‘output in use’ certificate is produced 

which enables both United Utilities Water and the 

Environment Agency to formally agree that the output 

is complete. To calculate the PC, the number of river 

length equivalents associated with the schemes that 

have been formally confirmed as complete in the year 

will be summed. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 
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Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next 

price determination for the performance year 2015-16 

– 2019-20. A cumulative net penalty or reward for all 

the financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the 

cumulative net penalty or reward for all the financial 

measures. Any difference from the estimate will be 

dealt with through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

To ensure the penalties are proportionate to any 

delay that has incurred, a sliding scale will be applied 

to the annual penalty as follows. 

 25% for 1-90 days. 

 50% for 91-180 days. 

 75% for 181-270 days. 

 100% for 271-365 days. 

__________________________________ 

Performance commitment S-D4a: Wastewater serious (category 1 

and 2) pollution incidents 

Detailed definition of performance measure: The number of category 1 and 2 

pollution incidents attributable to United Utilities wastewater assets (excluding 

transferred sewers and pumping stations). 

Incentive type: Financial – penalty only. 
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Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  No/yr 4 4 4 3 3 0 

Penalty collar No/yr  7 7 6 6 5 

Penalty deadband No/yr  6 6 5 5 4 

Incentive rates 

Incentive type Incentive rate (£m/incident/year) 

Penalty 0.424 

Additional details 

Necessary detail on 

measurement units 

The performance commitment includes category 1 

and category 2 pollution incidents from sewers (foul, 

combined and surface water), rising mains, pumping 

stations, combined sewer overflows, detention tanks, 

wastewater treatment works and sludge assets.  

The data will be collected using a methodology 

consistent with that used historically for the annual 

regulatory reporting submission. 

This PC excludes pollution incidents: 

 that arise solely through data provided by the 

EDM1 or EDM2 event monitors installed as part of 

the NEP; 

 where assets have performed in compliance with 

their permits; and 

 from private sewers and pumping stations which 

are included in the private sewers service index. 

From water treatment works and water distribution 

systems. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

calendar year basis. 
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Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 

__________________________________ 

Performance commitment S-D4b: Wastewater category 3 pollution 

incidents 

Detailed definition of performance measure: The number of category 3 pollution 

incidents attributable to United Utilities’ wastewater assets (excluding transferred 

sewers and pumping stations). 

Incentive type: Financial – reward and penalty. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  No/yr 207 204 201 198 195 191 

Penalty collar No/yr  223 220 217 214 210 
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Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Penalty deadband No/yr  211 208 205 202 198 

Reward deadband No/yr  197 194 191 188 184 

Reward cap No/yr  175 172 169 166 162 

Incentive rates 

Incentive type Incentive rate (£m/incident/year) 

Penalty 0.283 

Reward 0.153 

Additional details 

Necessary detail on 

measurement units 

The performance commitment includes category 3 

pollution incidents from sewers (foul, combined and 

surface water), rising mains, pumping stations, 

combined sewer overflows, detention tanks, 

wastewater treatment works and sludge assets. 

Category 4 pollution incidents are not included in this 

assessment due to their lack of impact, but they are 

monitored and discussed with the Environment 

Agency.  

The data will be collected using a methodology 

consistent with that used historically for the annual 

regulatory reporting submission. 

This PC excludes pollution incidents: 

 that arise solely through data provided by the 

EDM1 or EDM2 event monitors installed as part of 

the NEP; 

 where assets have performed in compliance with 

their permits; and 

 from private sewers and pumping stations which 

are included in the Private Sewers Service index. 

From water treatment works and water distribution 

systems. 
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Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

calendar year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 

__________________________________ 

Performance commitment S-D5: Satisfactory sludge disposal 

Detailed definition of performance measure: This performance commitment is 

focused on compliance relating to sludge treatment and disposal activities to ensure 

that the environment is protected, as required in law, and adhering with best 

practice. The measure has been used for a number of years to track performance 

and has recently been updated to include compliance with the Safe Sludge Matrix. 

Using the measure assists with maintaining the confidence of stakeholders and the 

agricultural sector, protecting and promoting the company’s sludge recycling 

activities. 

Incentive type: Financial – penalty only. 
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Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC  % 100.00 100.00 100.00 100.00 100.00 100.00 

Penalty collar %  96.72 96.72 96.72 96.72 96.72 

Penalty deadband %  99.85 99.85 99.85 99.85 99.85 

Incentive rates 

Incentive type Incentive rate (£m/percent/year) 

Penalty 5.107 

Additional details 

Necessary detail on 

measurement units 

The performance commitment is calculated as the 

percentage of the total sewage sludge disposed of 

which cannot be confirmed as complying with the 

Sludge Use in Agriculture Regulations, Safe Sludge 

Matrix and Environmental Permit Regulations (for 

sludge incineration and grit and screenings disposal).  

Percentage satisfactory sludge disposal = 100-(100 

*(A-B)/C) 

Where: 

 A is the total treated sludge measured in tonnes 

dry solids plus grit and screenings; 

 B is the total treated sludge measured in tonnes 

dry solids which cannot be confirmed as complying 

with the Safe Sludge Matrix, SUIA regulations and 

EPR and 

 C is the total sludge produced plus grit and 

screenings measured in tonnes of dry solids. 

The sludge compliance data will be collected using a 

methodology consistent with that used historically for 

annual regulatory reporting submission. The 

methodology will provide a detailed description of the 

process for compiling the data and will set out the 
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systems, reports and data sources used in producing 

that data. 

Frequency of PC measurement 

and any use of averaging 

Performance will be assessed and reported on a 

financial year basis. 

Timing and frequency of 

rewards/penalties 

This delivery incentive will be applied at the next price 

determination for the performance year 2015-16 – 

2019-20. A cumulative net penalty or reward for all the 

financial measures within a price control will be 

calculated. For performance in the year 2019-20 

United Utilities will make an estimate of the cumulative 

net penalty or reward for all the financial measures. 

Any difference from the estimate will be dealt with 

through an adjustment in AMP8. 

Form of reward/penalty Where a cumulative net penalty is calculated, this will 

be applied as a revenue adjustment to ensure 

customers are fully compensated for any 

underperformance. Where a cumulative net reward is 

calculated, this will be applied as an upward 

adjustment to the RCV, to minimise the short-term 

impact on customer bills. 

Any other information or 

clarifications relevant to correct 

application of incentive 

N/a 
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Retail outcome A: You’re highly satisfied with our service 

and find it easy to do business with us 

Performance commitment A-1: Service incentive mechanism (SIM) 

Detailed definition of performance measure: SIM is an existing regulatory 

measure and captures both the qualitative and quantitative aspects of customer 

service. It comprises a combined score of quantitative (contact volumes) and 

qualitative (survey of customers) figures. 

Ofwat has confirmed the SIM methodology for 2015-206 and the company has 

chosen this as a key measure of success. The target is based on an ‘upper quartile’ 

ranking when compared to other water and sewerage companies (WaSCs). 

Incentive type: Financial – reward and penalty. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Performance 

commitment 

Ranking Upper 

quartile 

Upper 

quartile 

Upper 

quartile 

Upper 

quartile 

Upper 

quartile 

Upper 

quartile 

Penalty collar   N/a N/a N/a N/a N/a 

Penalty 

deadband 

  N/a N/a N/a N/a N/a 

Incentive rates 

Incentive type Incentive rate (£/%/year) 

Penalty  N/a 

                                            
6
 ‘Service incentive mechanism (SIM) for 2015 onwards – conclusions’ (3 April 2014). 
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Additional details 

Necessary detail on 

measurement units 

The company is proposing to follow the calculation 

process set out by Ofwat. 

Performance data for the quantitative element will be 

submitted to Ofwat on an annual basis (June). This 

captures unwanted contacts from customers and 

includes any contact that express dissatisfaction or 

inconvenience. This is worth 25% of the overall SIM 

score. 

Performance data for the qualitative element will be 

collated by Ofwat via an independent research 

agency. This will be a customer survey and covers an 

interview with a random sample of household 

customers. This is worth 75% of the overall SIM score. 

Frequency of PC measurement 

and any use of averaging 

Annually. 

Timing and frequency of 

rewards/penalties 

Any reward or penalty will be applied at the end of the 

regulatory period 2015-20. 

Form of reward/penalty Adjustment to revenue. 

The adjustment is available through the SIM 

methodology. This includes an incentive and penalty 

approach, based on relative performance. The structure 

is asymmetric with incentives of up to 6% of household 

retail revenue and penalties up to minus 12%. 

Any other information or 

clarifications relevant to correct 

application of incentive 

The calculation of this performance commitment may 

change following more detailed methodology 

information from Ofwat. 

__________________________________ 

Performance commitment R-A2: Customer experience programme 

Detailed definition of performance measure 

Under the cost to serve methodology the company will recover the forecast 

depreciation on the customer experience programme expenditure based on the 

projected spend in its retail household business plan. This ODI protects customers 

by returning half of any funding for this scheme (via payments for depreciation) back 
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to customers if the outturn costs of the programme are lower than allowed for in the 

company’s price limit. It allows the company to retain half of any excess funding so 

that there is an incentive for it to make cost savings on the customer experience 

programme and to share them with customers. This ODI also penalises the company 

for not fully delivering the customer experience programme by 31 March 2019. 

Incentive type: Financial – penalty only. 

Performance commitments 

  Starting 

level 

Committed performance levels 

 Unit 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PCs  £ million 

cumulative 

depreciation 

0 1.053 3.37 6.396 10.86 17.769 

Full delivery/ 

not full 

delivery 

Not full 

delivery 

Not full 

delivery 

Not full 

delivery 

Not full 

delivery 

Full 

delivery 

Full 

delivery 

Penalty 1 

collar 

£ million 

cumulative 

depreciation 

 N/a N/a N/a N/a 0 

Penalty 1 

deadband 

£ million 

cumulative 

depreciation 

 N/a N/a N/a N/a 17.769 

Penalty 2 

collar 

Full delivery/ 

not full 

delivery 

 N/a N/a N/a Not full 

delivery 

Not full 

delivery 

Penalty 2 

deadband 

Full delivery/ 

not full 

delivery 

 N/a N/a N/a Full 

delivery 

Full 

delivery 

Incentive rates 

Incentive type Incentive rate  

Penalty 1 £0.5 per £1 of cumulative depreciation 

Penalty 2 £8.88m for non-delivery per year 
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Additional details 

Necessary detail on 

measurement units 

The calculation of the performance measure is the cumulative 

depreciation charge for the customer experience programme. 

This will be reported on an annual basis but the penalties will 

only be applied in the final year of AMP6. 

‘Full delivery’ is defined as the implementation of all new 

technology, business processes and organisational changes, 

and evidence that all affected household customers are being 

managed through the new technology platforms and processes 

(CRM, multi-channel routing, workforce optimisation, analytic 

capabilities, web contact management system and debt 

management).  

The company will evidence delivery of all these aspects of the 

programme through milestone reporting to ‘Your Voice’, our 

independent Customer Panel. This evidence will also include 

‘benefit drivers’ which are linked to the technology components 

such as increased self-serve, call reduction and failure demand, 

increased occupancy and first time resolution.  

The full programme will be assured by an external auditor to 

confirm the level of expenditure and delivery of technology 

solutions. 

Frequency of PC 

measurement and any 

use of averaging 

This performance measure will be reported on an annual basis 

but the penalties will only be applied in the final year of AMP6. 

The measure is cumulative over the AMP. 

Timing and frequency 

of rewards/penalties 

The penalties will be calculated in the final year of AMP6 only. 

Form of reward/penalty Any penalty would be applied as a revenue adjustment to the 

AMP7 year 1 retail household cost to serve allowance. 

Any other information 

or clarifications 

relevant to correct 

application of incentive 

Customers are protected against non-delivery of this programme 

through SIM, the net beneficial impact of the programme on 

United Utilities cost to serve and through the reputational 

incentives of reporting progress against this programme to the 

“Your Voice” customer panel. 

Penalty rate 1 applies at the end of 2019-20 to the cumulative 

depreciation charge for the customer experience programme, 

which has not arisen because the outturn costs of the new 

programme are lower than assumed in the company’s business 

plan. 

Penalty rate 2 applies if the customer experience programme is 

not fully delivered by 31 March 2019. Penalty rate 2 applies pro-
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rata, for example, if the customer experience programme is 

delivered half a year late, on 30 September 2019, half the 

£8.88m per year penalty would apply. 

Both penalty rate 1 and penalty rate 2 can apply at the same 

time. For example, if the company did not spend anything on the 

new customer experience programme in 2015-16 to 2019-20 it 

would be required to pay half of the assumed cumulative 

depreciation back to customers (penalty 1) and would be 

required to pay back the full annual penalty for delay (penalty 2). 
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Retail outcome B: Bills for you and future customers are 

fair  

Performance commitment B1: Customers saying that we offer 

value for money 

Detailed definition of performance measure: This is a customer survey to ask 

customers; “How satisfied are you with the value for money you feel you get from 

United Utilities, your water and wastewater supplier”. It is conducted by an 

independent external research agency. 

Incentive type: Reputational. 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

PC % 48 49 50 51 52 53 

Penalty collar   N/a N/a N/a N/a N/a 

Penalty deadband   N/a N/a N/a N/a N/a 

Incentive rates 

Incentive type Incentive rate (£/%/year) 

Penalty  N/a 
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Additional details 

Necessary detail on measurement 

units 

This performance commitment relates to a customer 

research survey question that asks customers about 

value for money from United Utilities. The question 

forms part of a quarterly Brand Tracker survey and is 

conducted by an independent Research agency on 

the company’s behalf. 

This measure targets 1,100 customers on a quarterly 

basis (900 domestic and 200 commercial). 

Customers are asked to rate their satisfaction based 

on five ratings: 

1. Very satisfied 

2. Satisfied 

3. Neither satisfied or dissatisfied 

4. Dissatisfied 

5. Very dissatisfied 

The calculation is based on the percentage number of 

domestic customers indicating that customers are 

Very satisfied (1) and Satisfied (2). 

Performance for this area will capture domestic 

customers only. 

Frequency of PC measurement and 

any use of averaging 

Annually, based on the average of four quarterly 

surveys. 

Timing and frequency of 

rewards/penalties 

N/a 

Form of reward/penalty N/a 

Any other information or 

clarifications relevant to correct 

application of incentive 

The company developed the question in their Brand 

tracker research in September 2013 and based the 

target on 2,000 respondents. It set the target based on 

relatively limited trend data. It now has an additional 

1,000 respondents and the performance following 

three waves was 48%. In February 2014, value for 

money increased to 50% in the survey. This compares 

to 46% and 47% in previous surveys. The company 

believes that this uplift is due to the targeted period of 

campaigns for ‘good value’, ‘Leakline’, ’Winterwise’ 

and ‘Think before you flush and think before you pour’.  

The company has therefore taken the opportunity to 
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update its PCs in Table R1 to reflect this new data. 

United Utilities’ target for the next AMP is to grow 

customers’ positive perception of value for money and 

the company believes the incremental target of 1% 

per year is a challenging but realistic in the current 

climate. As detailed in its submission, the company 

states that the North West has a significant level of 

deprivation and many customers are struggling with 

household bills. Improving customer perception 

against this economic backdrop, the company 

believes, will continue to be a challenge. 
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Retail outcome B: Bills for you and future customers 

are fair  

Performance commitment B2: Per household consumption 

Detailed definition of performance measure: Per household consumption is the 

average volume of water used by a household property. The volume of per 

household consumption is an output of the demand forecast prepared for the 

company’s revised draft water resources management plan 2013. 

Incentive type: Reputational 

Performance commitments 

 

Unit Starting 

level 

Committed performance levels 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Performance 

commitment 
l/prop/d 

297 294 292 289 286 284 

Penalty collar   N/a N/a N/a N/a N/a 

Penalty deadband   N/a N/a N/a N/a N/a 

Incentive rates 

Incentive type Incentive rate (£/%/year) 

Penalty  N/a 

Additional details 

Necessary detail on 

measurement units 

Per household consumption is already calculated 

annually and reported in the company’s annual review 

of the water resources management plan. Historically 

it was reported in table 10b of the annual June return 

to Ofwat. It is externally audited to ensure that it is 

reliable, accurate and complete. The processes will be 

continued into 2015-20 using the same data 

governance rules to ensure both that the data is 
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reliable and to allow a comparison to be made with 

data from previous years. 

The calculation is total household consumption 

divided by the total number of household properties 

(excluding voids). The unit of measure is litres per 

property per day (l/prop/d). The measure will be 

reported to zero decimal places. It is expressed as a 

12-month average and measured over the period 1 

April to 31 March. 

Frequency of PC measurement 

and any use of averaging 

Annually. 

Timing and frequency of 

rewards/penalties 

N/a 

Form of reward/penalty N/a 

Any other information or 

clarifications relevant to correct 

application of incentive 

The volume of per household consumption is a 

forecast and therefore United Utilities considers a 

financial incentive is not appropriate for this 

performance commitment. The company states that it 

cannot directly control customer behaviour, although it 

can influence it through water efficiency promotion 

and metering uptake. The forecast is based on the 

company’s understanding of current and actual 

customer behaviour by analysing historic trends. The 

forecast of per household consumption shows a 

continuation of the historic trends. 

Outcome delivery and reporting 

In policy chapter A2, we outline a framework against which we have assessed 

United Utilities’ proposals in relation to outcome delivery and reporting.  

The table below summarises United Utilities’ proposed approach to the 

measurement, reporting and governance of outcomes and our assessment of  

this approach. 
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Table AA4.9  United Utilities’ proposals for outcome delivery and reporting 

United Utilities’ proposals Our assessment 

United Utilities explained its proposed approach 

to outcome measurement, reporting and 

governance in its ‘Measurement and Assurance’ 

submission document (RD006). In summary, it 

describes its approach to the following. 

1. Measurement and data capture: the 

outcomes and measures of success that the 

company has used within its business plan have 

been derived from its statutory and regulatory 

obligations and by the preferences of 

customers. As a result of this approach, the 

majority of the data required to report on the 

delivery of its commitments is a sub-set of 

routine operational and management data 

currently used to support and direct key 

business activities. United Utilities has also 

established a centralised reporting function, with 

accountability for both assuring the quality of the 

data and for providing a single source of 

management information which can be used 

throughout the business. 

2. Audit and assurance: the company has 

explained that the approach it will be taking to 

audit and assure data and reporting in the next 

price control period, 2015-20 will be based upon 

the three lines of defence approach that it has 

used for its current regulatory reporting: 

i. business and management 

accountability and responsibility; 

ii. economic regulation assurance; and  

iii. rolling and reactive audit programmes. 

3. Governance and accountability: the company 

is intending to continue to use the approach to 

governance and accountability that it currently 

uses to support the preparation and publication 

of its annual KPI report and risk and compliance 

statement. 

In our methodology statement, we set out 

our expectation that companies should 

demonstrate that their proposed PCs can 

be measured and recorded consistently 

and that they will have the appropriate 

governance and quality assurance 

processes in place to achieve this. We 

also expect companies to be transparent 

with customers about their performance 

against their outcomes and commitments. 

United Utilities has provided sufficient 

evidence demonstrating the approach it 

will undertake to ensure the PCs will be 

measured and reported consistently, and 

the proposed governance and assurance 

processes. Therefore, we have accepted 

the company’s proposal. 

In time, we may develop further 

information requirements with regard to 

outcomes, as we review and change 

current requirements relating to 

performance indicators and each 

company’s annual risk and compliance 

statement. 
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United Utilities’ proposals Our assessment 

4. Transparency and publication: the company 

has explained that it will provide regular and 

transparent reporting of their performance 

against each measure of success, updating 

customers and other stakeholders on delivery 

against totex baselines, PCs and customer 

promises. It will use a range of communications 

channels, including the publication of a suite of 

annual performance reports on the corporate 

web site. The company expects to publish these 

reports each June, to complement the 

publication of the annual risk and compliance 

statement and summarise some of the 

information contained within the annual report. 

5. Independence: the company is proposing to 

develop a new independent review panel to 

build upon the work of the existing CCG. This 

panel will have increased representation for the 

‘voice of the customer’ and will both monitor and 

challenge the company on the delivery of its 

business plan, review and assure reporting and 

scrutinise customer engagement on future 

business plans. 

In addition, the company has explained its 

proposed processes for escalating data issues 

and addressing weaknesses with historic data. 

It has also provided measurement and 

assurance information at a performance 

commitment level. 
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