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All screenshots in this document are included for illustrative purposes only. 
The numbers displayed are the result of test data and should not be relied 
upon. They do not reflect and should not act as to a guide of any assumptions 
that Ofwat may make as part of setting price controls for 2015-20.  

This user guide is a not a policy statement and users are referred to Ofwat’s 
‘Setting price controls for 2015-20 – final methodology and expectations for 
companies’ business plans’ (the ‘methodology statement’) and associated 
documents for further information. 

1. Introduction 

Background 

1.1 The PR14 financial model has three purposes. 

• To determine the wholesale price controls. 
• To calculate the revenues arising from the retail price controls. 
• To help assess financeability of the appointee, with the ability to refine the 

wholesale price control limits until target financeability indicators are 
satisfied. 

1.2 For wholesale, the financial model uses the costs of running the wholesale 
business to derive the revenue requirement and consequently expected 
turnover in each year. The wholesale revenue requirement identifies the total 
amount of revenue that needs to be raised from customers in each year in 
order for the company to finance its functions. 

1.3 For retail, the financial model applies net margin on expenditure to cover tax 
and interest costs to determine the retail revenue requirement.  

1.4 The financial model reflects the methodology for the 2014 review as set out in 
‘Setting price controls for 2015-20 – final methodology and expectations for 
companies’ business plans’ (the ‘methodology statement’). 

1.5 The financial model for the 2014 price review has changed since the 2009 
price review to reflect the following key changes (although the list is not 
exhaustive). 

http://www.ofwat.gov.uk/pricereview/pr14/pap_pos201307finalapproach.pdf
http://www.ofwat.gov.uk/pricereview/pr14/pap_pos201307finalapproach.pdf
http://www.ofwat.gov.uk/pricereview/pr14/pap_pos201307finalapproach.pdf
http://www.ofwat.gov.uk/pricereview/pr14/pap_pos201307finalapproach.pdf
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• Separation of the single price control into four price controls across 
wholesale and retail. 

• PR14 incentive mechanisms. 
• Retirement of the PR09 capital expenditure (capex) incentive scheme 

(CIS) mechanism. 
• Discontinuation of the Construction Output Price Index (COPI) for cost 

recovery. 
• Simplified tax approach. 
• Depreciation using a run-off rate schedule. 
• Move to International Financial Reporting Standards (IFRS) from UK 

Generally Accepted Accounting Principles (GAAP) and harmonisation  
with IFRS. 

• Removal of the June return reporting requirement. 

1.6 The model uses VBA macros for price control solving, and a user interface to 
guide the user. Note that the running of a VBA macro cannot be reversed via 
the Excel Undo function. 

1.7 The inputs of the financial model will be sourced in part from separate Ofwat 
internal models and the business plan templates (BPTs) input directly by the 
user into the financial model, and in part from user specified assumptions.  

1.8 The key outputs of the financial model will be uploaded to Fountain1 via the 
‘F_Outputs’ worksheet in the model.  

1.9 The calculations in the financial model are applicable to all companies. 

1.10 The financial model has been developed in line with the PR14 Financial 
Model Rulebook (‘PR14 Rulebook’), which in turn has been developed in line 
with the methodology statement. 

Structure of this user manual 

1.11 This user manual provides guidance on the macro-enabled version of the 
Excel financial model. It covers: 

  

                                            
1 Fountain is an internal Ofwat system that facilitates the integration of the business plan templates 
and models in the Ofwat modelling suite. 
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• an introduction to this user guide, covering the background and structure 
to the financial model; 

• an overview of the financial model and its inputs, calculations and outputs; 
• a dedicated section covering the price control solving process used to 

inform price controls; and 
• a dedicated section covering the standard reports (outputs) available in 

the model. 
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This user guide is a not a policy statement and users are referred to Ofwat’s 
methodology statement and associated documents for further information. 

2. Financial model 

Users 

2.1 The model has been built for and is intended to be used primarily by Ofwat 
staff and management. It is therefore assumed that the users of the model are 
familiar with the reporting format being used, have a good understanding of 
this document, and understand the assumptions inherent in the model with 
reference to the PR14 Rulebook. 

Technical requirements 

2.2 The model is designed to run on a Windows 7 operating system and is written 
in the English language version of Microsoft Excel 2010. It makes use of the 
standard add-ins: Analysis Toolpak and Analysis Toolpak – VBA.  

2.3 The model is built in 32-bit Excel 2010. It is not guaranteed that the model will 
work in other versions of Excel, Windows or other operating systems. 

2.4 In order to run the model properly we anticipate that the minimum technical 
requirements will be: 

• Intel dual core 2.5 GHz processor or better; 
• 4GB RAM or better; and 
• 1 GB of free hard disk space. 

Opening the model 

2.5 Open the model file in a stand-alone session of Excel and ensure macros are 
enabled.  
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2.6 The model uses an event macro to detect when inputs to it are changed, as 
this triggers the recalculation of the retail elements of the model, and to 
assess whether the changes necessitate the user to revisit any price control 
solving stages. The events are triggered on navigating away from 
(deactivating) the input sheets. 

Operating the model 

2.7 The user may wish to determine wholesale price controls through reviewing 
their impact on the appointee financial ratios. Any changes to the retail inputs 
will affect the retail price controls and the appointee financial ratios.  

2.8 It is expected that the retail price controls are calculated prior to solving for the 
wholesale price controls. 

2.9 Once the retail net margins are set, the user should then proceed to set the 
wholesale price controls. 

2.10 Setting retail price controls after setting the wholesale price controls could 
lead to wholesale price controls that do not reflect the effects of the retail price 
controls on the appointee business. 

2.11 Any changes to the retail price controls in the model will result in the user 
being notified and forced to re-run any wholesale price control solving that has 
taken place. 

2.12 Any changes to the inputs to the model will result in the user being notified; 
the retail calculations will then be automatically re-run and the user will be 
forced to re-run any wholesale price control solving that has taken place. To 
facilitate this, the model uses an event macro to detect when inputs to it are 
changed. This check is performed when the user navigates away from 
(deactivating) the input sheets. Because of this, trying to edit the input sheets 
using a split screen or second view is not supported by the financial model. 

2.13 The model has a button (see below) on the PR14 model ribbon which allows 
the user at any point in time, or stage in the wholesale price control solving, to 
review the retail headroom checks in the model. 
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Structure of the financial model 

2.14 The model has four components. 

• Retail. 
• Wholesale. 
• Combined sheets. 
• Report sheets. 

A schematic of the model can be found on page 10. 

2.15 The following sub-sections outline these areas in more detail. 

2.16 Each sheet is colour coded to help the user distinguish groupings. Note that 
these are different to the cell colour coding. 

2.17 Each sheet contains cells corresponding to the tab colour to help indicate the 
user location. Other cells are coloured white for calculations, or per the key as 
shown in the model. 

2.18 The model key is as follows. 

Cell style 

 

Definition 

  
       

 

Manual user input/may be also be populated by form 

       

 

Input not possible 

 
       

 

Unique formula 

 
       

 

Unique input (for modeller use only) 

     FALSE 

 

Error check failed 
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TRUE 

 

Error check passed 

 
     Sheet tab colour Definition 

  
       

 

Manual user input/may be also be populated by form 

       

 

Separating sheet 

 
       

 

Report 

  
       

 

Error check sheet 

 
       

 

Retail calculations 

 
       

 

Retail outputs 

 
       

 

Wholesale – water calculations 

 
       

 

Wholesale – wastewater calculations 

       

 

Wholesale – calculations 

 
       

 

Appointee – calculations 
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The model diagram below shows the main data flows throughout the PR14 financial model. It is available in the model to guide 
navigation. 
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Retail sheets 

2.19 The following worksheets relate specifically to the retail components of the 
model. 

• Calc HH – this sheet uses household costs and applies a net margin to 
derive the retail HH price control. 

• Calc NHH – this sheet uses non-household costs and applies a net 
margin to derive the retail NHH price control. 

• Price limits HH – this sheet reports the HH price controls. 
• Price limits NHH – this sheet reports the NHH price controls. 
• Headroom check – this sheet enables the user to carry out a manual 

check that the applied net margin is sufficient to cover interest and tax for 
the control. 

• HH Fin Stats – this sheet provides the retail income statement, balance 
sheet and cash flow for household, including calculation of the retail 
debtor, wholesale creditor, measured income accrual, advance receipts 
and capex creditor, together with their corresponding cashflows.  

• NHH Fin Stats – this sheet is the same as the HH Fin Stats sheet, but for 
non-household. 

• Retail Fin Stats – this is a consolidation of HH Fin Stats and NHH Fin 
Stats, using a layout consistent with that used at the Appointee level. 

• Retail Phase Outputs – contains retail information by ‘Phase’ (phases are 
overlays of financial information to facilitate calculations used in solving the 
price controls for each service, discussed later). 

Wholesale sheets 

2.20 The following sheets relate to wholesale only. 

• Water Nominal – contains calculations relating to the wholesale water 
aspects of a water company in nominal terms. 

• Water Real AR – contains calculations relating to the wholesale water 
allowed revenue aspects of a water company in real terms. 

• Wastewater Nominal – contains calculations relating to the wholesale 
wastewater aspects of a water company in nominal terms. 

• Wastewater Real AR – contains calculations relating to the wholesale 
wastewater allowed revenue aspects of a water company in real terms. 
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• Wholesale Nominal – contains calculations relating to the combined 
wholesale services (covers both water and wastewater services where 
applicable to a particular company) in nominal terms. 

• Error Checks – contains calculations to check the integrity of wholesale 
financial statements. 

• Tax reconciliation – contains calculations to reconcile tax at wholesale 
and service levels. 

Combined sheets 

2.21 The following sheets contain information relating to both retail and wholesale, 
as denoted by the following descriptions. 

• F_Inputs – a single input sheet for all model base data inputs. Note this 
contains information of retail and wholesale elements of the model. 

• Adjustments – a single input sheet that enables base data inputs to be 
overridden. Note this worksheet is intended for Ofwat use only and, if 
used, should be populated prior to carrying out price solving stages.  

• Input Real – a single sheet holding all real terms inputs to the financial 
model (including user-specified inputs). Note this contains information of 
retail and wholesale elements of the model. 

• Input Nominal – a single sheet holding all nominal terms inputs to the 
financial model (including user-specified inputs). Note this contains 
information of retail and wholesale elements of the model. 

• Appointee Nominal – contains calculations relating to wholesale and 
retail combined to derive the appointee financeability metrics in nominal 
prices. 

• Exec Summary – contains price control outputs and specific information 
on Allowed Revenue, bills, income statement and financial indicators. 
Note this contains information of retail and wholesale elements of the 
model. 

• Dashboard – contains the calculations (and outputs) generated in solving 
the wholesale price control. It shows appointee nominal financial 
indicators. 

• F_Outputs – a single output sheet which formats key model outputs so 
they can be uploaded to Fountain. 



Setting price controls for 2015-20: PR14 financial model user guide 
September 2014 

_________________________________________________________________________________ 
 
 

 
_________________________________________________________________________________ 

13 

Output/report sheets 

2.22 Of the above sheets the following contain output information. Reports are 
generated through the ‘Reports’ function on the ribbon. 

• HH Price limits. 
• NHH Price limits. 
• Net margin headroom check (Headroom check). 
• Appointee Financial Statements (Appointee Fin Stats). 
• Executive Summary. 
• Wholesale Tax Reconciliation (Tax Reconciliation). 

Other sheets 

2.23 In addition, the following sheets also exist. 

• Version Control – manual capture of version control and associated 
change log. 

• Key – defines the main colour key used throughout the model. 
• RPI – calculates the RPI indices used throughout the model using 

assumptions provided via the F_Inputs sheet. 
• Error Checks – summarises the model’s error checks. 
• Index linked debt macro – a sheet that calculates tax adjustments that 

result from overriding the opening index linked debt balance. 

The following sections outline the above sheets in further detail. 

2.24 The initial price controls are calculated automatically from data in the input 
sheets. 

2.25 The wholesale price control solving function is controlled by the price control 
solving menu bar that takes users through the solving process. This is given a 
brief overview at section 2.63, and a detailed explanation in section 3 later in 
this document. 

2.26 For retail, household costs and non-household costs are subject to a charge 
for net margin which covers tax and interest costs, which in turn determines 
the retail price control. Retail net margin is specified in the retail section of the 
‘F_Inputs’ sheet, and can be overridden in the ‘Input Nominal’ worksheet. 
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Input sheets 

2.27 There are four input sheets for the model. 

• F_Inputs – inputs for the wholesale and retail sections. 
• Adjustments – adjustments to the F_Inputs data, which can be used by 

Ofwat to adjust data submitted by companies. This is used primarily to 
adjust for inconsistent input data. Companies wishing to override their 
non-household default tariffs with total non-household cost to serve and 
margin should enter this information on the adjustment sheet. If the non-
household default tariffs are overridden the blended debtor days should 
also be entered. 

• Inputs Real – linked directly to the F_Inputs sheet and used to drive real 
calculations. 

• Inputs Nominal – inflated from the Inputs Real sheet and used to drive 
nominal calculations. 

Navigating the ‘Inputs Real’ sheet 

Overview of input sheet – ‘collapsed’ level 

2.28 The ‘Inputs Real’ sheet is divided into several sections according to the 
source of the data and the calculations that use it. These are: 

• regulated capital value (RCV); 
• fixed assets; 
• working capital; 
• other income and cash flow items; 
• tax; 
• debt; 
• equity; 
• adjustment inputs; 
• post-financeability adjustments; 
• reprofiled Allowed Revenue, grants and contributions; 
• customer projections (to be used on Executive Summary sheet); and 
• model parameters. 

2.29 Note that there is also a separate input sheet, ‘F_Inputs’. The ‘F_Inputs’ sheet 
is where the base data should be populated. Manual user inputs, and inputs 
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for the price control solving process will be in the input sheet, not the 
‘F_Inputs’ sheet. 

2.30 In general, different input items need to be populated for different time 
periods. The range of years that need to be populated for each item is 
indicated in the columns to the right of the input titles in the input worksheets. 

2.31 The following screenshot shows the input sheet ‘collapsed’ at the overview 
level. 

2.32 The ‘+’ and ‘-’ buttons can be used to expand or collapse the input sheet from 
an overview of the section headings, to the detailed input lines. 

 

Detailed view of input sheet – ‘expanded’ level 

2.33 The following screenshot shows the ‘Inputs Real’ sheet ‘expanded’ at the 
detailed level. 
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2.34 The sub-headings in the ‘expanded’ view (shown above) are listed below. 
Note that all of the following inputs relate to the wholesale aspects of the 
model, with the exception of the retail-specific inputs shown at the top of this 
sheet. 

Wholesale inputs 

0. Retail 

• Wholesale charge. 
• Household apportionment of wholesale charge. 
• Retail household creditor payment terms. 
• Retail non-household creditor payment terms. 
• Proportion of debtors to revenue. 

NHH advance receipts weighting 

• Unmeasured. 
• Measured. 

Fixed assets 

• Asset Life (whole years). 

Retail Net Margin Override 

• Household net margin. 
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• Non-household net margin by tariff band. 

Retail Dividend 

• Percentage distributed 
 

1. RCV 

• Totex. 
• RCV depreciation. 
• Cost of capital: water. 
• Cost of capital: wastewater. 
• Discount rate. 
• Other adjustments to RCV. 
• Other adjustments to revenue requirement. 

2. Fixed assets 

• Water. 
• Wastewater. 
• Investments and intangibles. 

3. Working capital 

• Current assets and liabilities. 

4. Other income and cash flow items 

• Other income. 
• Other cash flow items. 

5. Tax 

• Corporation tax rate and opening creditor. 
• Water. 
• Wastewater. 
• Deferred tax and other adjustments. 

6. Debt 

• Cash interest rates. 
• Floating rate debt. 
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• Fixed rate debt. 
• Index-linked debt. 
• Preference shares. 
• Interest receivable (other). 

7. Equity 

• Equity. 
• Dividends. 

8. Adjustment inputs 

• Stage counter. 
• Run-off rates and PAYG ratio. 
• Gearing adjustment. 
• Return on capital. 
• Dividend adjustment. 
• Equity injection. 
• Allowed revenue adjustment. 
• Bankable allowed input. 

9. Post-financeability indicators 

• Water: post-financeability adjustments. 
• Wastewater: post-financeability adjustments. 

10. Reprofiled Allowed Revenue, grants and contributions 

• Reprofiled revenue. 
• Capital Grants and contributions. 
• 2014 allowed revenue (for calculation of 1st period K). 

11. Customer projections (to be used on Executive Summary sheet) 

• Number of customers. 

12. Model parameters 

• Tolerance for solving algorithms. 
• Iteration limits for solving algorithms. 
• Default financial indicators for solving. 
• Default financial indicator tolerances for solving. 
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• Default financial indicator solving status. 
• Default for financial indicator inversion for solving. 
• Default limits for constraining the financial indicators. 

F_Inputs 

2.35 The inputs of the financial model will be sourced from separate Ofwat internal 
models and the business plan templates (BPTs). Additional user specified 
assumptions are also required. These are entered on the ‘Input sheet’ or via 
the user interface. 

2.36 Each input line which comes from a separate Ofwat internal model or the 
BPTs has a unique Fountain code to identify it. 

2.37 User specified inputs will be entered in the input sheets (nominal/real), not 
‘F_Inputs’. To help ensure these assumptions are captured they will be fed 
through to the ‘F_Output’ sheet.  

2.38 Note there is a separate client application developed by Ofwat to download 
data required for the ‘F_Inputs’ sheet, and upload information from the 
‘F_Output’ sheet, to and from Fountain. 

Calculation sheets overview 

Overview 

2.39 This section of the user manual describes the structure of the calculation 
sheets only. For further information on calculation methodology, the reader is 
referred to the PR14 Rulebook which describes the basis on which the model 
has been developed. 

2.40 As far as possible, the calculation sheets follow the structure of the PR14 
Rulebook, where main headings cross-reference to the flowcharts in the 
rulebook. 

Wholesale calculation sheets 

2.41 There are several key calculation sheets in the model which relate to the 
wholesale aspects of the model; these are listed in section 2.20. 
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2.42 The calculation sheets contain calculation cells only and are protected. 

2.43 No user inputs are expected on these sheets. 

2.44 The water and wastewater sheets contain identical calculations, using their 
respective inputs. 

Water, wastewater and appointee calculation sheets 

2.45 The wholesale calculation sheets have a common structure (as outlined in 
more detail in the sub-sections below). 

2.46 Each of the wholesale calculation sheets outlined in section 2.20 align to the 
structure of the PR14 Rulebook, where main headings correspond to the 
flowcharts in the rulebook. 

2.47 Note that any PR14 Rulebook headings missing from the list below relate to 
illustrative diagrams in the rulebook. These do not correspond directly to a 
discrete area of model functionality, thus not referenced in the model. 

• F3 – Retail Household Allowed Revenues. 
• F4 – Retail Non-Household Allowed Revenue. 
• F6 – Wholesale Revenue Requirement. 
• F7 – Wholesale Regulatory Capital Value (RCV). 
• F8 – Wholesale Notional Depreciation. 
• F9 – Wholesale Accounting Depreciation. 
• F10 – Wholesale Return on Capital. 
• F11 – Interest, Financing Costs, and Debt. 
• F12 – Working Capital. 
• F13 – Wholesale Taxation. 
• F14 – Capital Allowances. 
• F15 – Deferred Tax. 
• F16 – Initial Wholesale Price Controls Calculation. 
• F17 – Solving Wholesale Price Controls. 
• F18 – Dividends. 
• F19 – Financial Statement and Indicators. 

2.48 The calculations under each heading build up the financial projections for a 
company based on the assumptions in the input sheet – for example, from 
RCV, Allowed Revenue, working capital, financing, depreciation, to tax. 
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2.49 The service level calculation sheets (water and wastewater) calculate the 
service-specific revenue requirement. 

2.50 The initial revenue requirement is calculated under ‘Phase 1’. Subsequent 
phases overlay to facilitate additional calculations used in solving the price 
controls for each service. 

• Phase 1 – financial statements and indicators. 
• Phase 2 – run-off rates and PAYG ratio. 
• Phase 3 – gearing adjustment. 
• Phase 4 – target rate of return. 
• Phase 5 – dividend adjustments. 
• Phase 6 – equity injection. 
• Phase 7 – Allowed Revenue adjustment. 
• Phase 8 – post-financeability revenue adjustments. 
• Phase 9 – reprofile Allowed Revenue. 

2.51 In the wholesale sheet, the inputs and phases are built up cumulatively, giving 
the financial projections for the overall wholesale business. 

Retail calculation sheets 

2.52 The following calculation sheets relate to the retail aspects of the model; 
these are listed in section 2.19. 

2.53 The calculation sheets contain calculation cells only and are protected. 

2.54 No user inputs are expected on these sheets. 

2.55 The screen shots on the following pages relate to the retail calculation sheets 
outlined in section 2.19. Note that several of the sheets follow a similar 
structure, so are not all shown below – for example, ‘Calc HH’ and ‘Calc 
NHH’; and ‘Price Limits HH’ and ‘NHH’. 

Retail Financial Stats Nominal sheet 

2.56 This sheet calculates the nominal financial statements for retail. 
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Calc sheets (HH and non-HH) 

2.57 These sheets calculate the household/non-household inputs to the retail 
financial statements. 

 

Price limits sheets (HH and non-HH) 

2.58 These sheets show the retail price control limits. 
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Headroom check 

2.59 This sheet calculates the headroom as a percentage of net margin for retail. 

2.60 The headroom check non-household calculates the net margin by tariff band 
using a margin on retail service expenditure approach. This is a known 
limitation of the model and may be addressed in future to reflect an overall 
EBIT margin. 

2.61 The aggregate non-household net margin is calculated as an overall EBIT 
margin. 
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HH Fin Stats, NHH Fin Stats 

2.62 These sheets calculate the retail income statement, balance sheet and cash 
flow for household and non-household respectively. They have exactly the 
same layout, other than for Advance Receipts. 

 

 

Price control solving 

2.63 The financial model provides users with optional functionality in order to help 
determine the wholesale price controls.  

2.64 This sub-section provides a brief overview of the key steps in the price control 
solving process. The stages available in the price control solving process are 
described in more detail in section 3 later in the user guide. 

2.65 The following steps are available to the user in determining the wholesale 
price controls. 

1. Reset Allowed Revenues. 
2. Adjust gearing. 
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3. Target rate of return. 
4. Adjust dividends. 
5. Adjust PAYG and run-off rates. 
6. Apply equity injection. 
7. Adjust Allowed Revenues. 
8. Overwrite bankable profiles. 
9. Reprofile Allowed Revenues; 

These steps may be accessed through the PR14 price control solving ribbon. 

2.66 For retail, household costs and non-household charges are subject to the 
application of a net margin, which in turn determines the retail price control. 
By design, the retail price controls must cover their underlying costs, including 
tax and interest costs. The primary lever to refine the retail price controls is 
the net margin assumption, specified in the retail inputs section of the input 
sheets. 

2.67 A headroom check is reported for the retail controls. This helps to inform 
whether the net margin specified by the user is sufficient to cover tax and 
interest. This is a manual check the user must make and can be reviewed  
on the ‘Headroom’ check sheet (detailed later in this document). 

2.68 Post-solving the wholesale price control, the retail headroom check must be 
re-checked for acceptability. See section 3.80.  

2.69 Upon changing the retail net margin assumptions or input costs, the wholesale 
price control must be re-solved. The model will notify the user and lead them 
through this. This is to help ensure that the wholesale charge takes into 
account any change in retail net margin which impacts appointee 
financeability. The user will be prompted for this as per the screenshot below. 
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 Note: Changes to the Adjustment sheet do not automatically force the user to 
re-solve the price controls. However, should an adjustment be made the user 
should manually re-solve the price controls by Resetting Allowed Revenues 
using the button on the price control solving ribbon. 

If the index linked debt macro has run then any adjustments made to PAYG 
and RCV run off rates will not be reset and the user will see the following. 

 

 

 

 

 

 

 

 

Please see section 5 for more information on the index linked debt macro. 

2.70 The default parameters for the price control solving are set in the ‘Input 
Nominal’ sheet. They include: 

Tolerance for solving algorithms 

• Tolerance for cash adjustment of gearing. 
• Tolerance on dividends. 
• Tolerance on allowed revenue. 
• Tolerance on NPV. 

If the algorithm suggests an adjustment of less than the tolerances specified 
here, then the adjustment is considered too small an adjustment and the 
algorithm concludes solving. 

• Newton-Raphson iteration limit. 
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• Newton-Raphson iteration limit for revenue reprofiling. 

These limits control how many iterations the Newton Raphson algorithm can 
perform. Greater iterations when coupled with smaller variable tolerances will 
lead to solutions which are technically more accurate. Increasing the number 
of iterations may slow down the performance of the model. It is entirely 
possible that the model may reach a solution within the specified iteration 
limits, in which case not all iterations will be performed. 

• Default financial indicators for solving. 

These inputs contain the default values for each financial indicator that the 
modelling is seeking to solve to. 

• Default financial indicator tolerances for solving. 

These inputs contain the default tolerances for each value for each financial 
indicator that the modelling is seeking to solve within. 

• Default financial indicator solving status. 

These inputs set the default for whether each financial indicator is to be 
targeted. ‘True’ means that the indicator is to be targeted, while ‘false’ means 
the indicator will not be targeted. 

• Default for financial indicator inversion for solving. 

These inputs set the default of whether the financial indicator is to be inverted 
for the purpose of solving. This is required for those indicators which may 
approach infinite values as they observe an asymptotic relationship when the 
denominator passes through zero. 

• Default limits for constraining the financial indicators. 

These inputs set the defaults range within which the financial indicators can 
be specified by the user during the price control solving user interface. 

Standard reports (model outputs) 

2.71 The output worksheets (standard reports) in the model are: 



Setting price controls for 2015-20: PR14 financial model user guide 
September 2014 

_________________________________________________________________________________ 
 
 

 
_________________________________________________________________________________ 

28 

• Dashboard; 
• HH Price limits; 
• NHH Price limits; 
• Headroom check (on retail net margins); 
• Executive Summary; and 
• Tax Reconciliation. 

2.72 The standard reports produced by the model have their own dedicated section 
later in this user guide (section 4). 

‘F_Output’ sheet 

2.73 The ‘F_Output’ captures specific model outputs and other line items so that 
they can be uploaded to Fountain. 

2.74 It also contains user inputs which have been specified in the financial model – 
for example, introduced as part of the price control solving process. 

2.75 Integration with Fountain is not a feature found within the financial model. 
Fountain integration relies on a separate tool developed by Ofwat. 
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This user guide is a not a policy statement and users are referred to Ofwat’s 
methodology statement and associated documents for further information. 

3. Price control solving 

Introduction 

3.1 This chapter outlines the steps that may be taken in the user interface to solve 
the wholesale price control. 

3.2 Note that there is a separate process to set the price control for retail (via the 
net margin assumption, described later in this document). 

3.3 The retail price controls should be set first before the wholesale price controls. 
If the retail price control is set after the solving of the wholesale price control, 
then the wholesale price control must be re-solved. 

3.4 Where inputs are altered after the wholesale price control solving has been 
started the model will notify the user with the dialogue box below. The user 
has a choice of reversing the changes made to inputs, or restarting the price 
control solving process. 

 

 

If the index linked debt macro has run then any adjustments made to PAYG 
and RCV run off rates will not be reset and the user will see the following. 
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Please see section 5 for more information on the index linked debt macro. 

3.5 The initial price controls for retail and wholesale are calculated automatically 
from data in F_Inputs and user inputs. 

Retail price control – net margin headroom check 

3.6 For retail, Ofwat will assess retail margins proposed by companies on a pre-
tax basis (EBIT). In the business plans we have asked companies to submit 
margins based on their ‘Retail revenues’, which is the same as total revenues. 
This assessment is performed outside of the financial model. The financial 
model uses household costs and non-household costs, and applies a net 
margin that is derived from the overall EBIT margin which covers tax and 
interest costs, which in turn determines the retail price control. 

3.7 Note that the wholesale and retail elements are combined in the appointee 
financial statements for the purpose of assessing financeability and 
determining price controls. 

3.8 Retail net margin is specified at the retail inputs section of the ‘F_Inputs’ 
sheet. Should the user wish to override the base retail net margin this may be 
achieved in the ‘Input Nominal’ sheet. 

3.9 Note that if the inputs are changed for the retail model (for example, costs, 
revenue, or margin) then the wholesale price control solving process needs to 
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be updated by running the desired steps again. The wholesale price control 
solving process is described from section 3.15 onwards. 

3.10 Conversely, if the wholesale price control is updated, the headroom check 
needs to be carried out, and net margin may require revisiting. 

3.11 The user should visit the ‘Headroom check’ sheet in order to perform a 
manual check that the selected level of nominal net margin is sufficient – for 
example, to cover tax and interest.  

3.12 At the ‘Headroom check’ sheet, the following information is available for 
household and non-household. 

• Retail net margin calculated as a percentage of retail revenue inclusive of 
the wholesale charge(%). 

• Retail interest is calculated as a percentage of net margin (%). 
• Retail tax as a percentage of net margin plus interest receivable (%). 
• Headroom is calculated as retail net margin, less retail tax and interest on 

working capital. 
• Headroom is then also calculated as a percentage of net margin plus 

interest receivable (%). 

In addition to the above, tariff-level information for non-household is available 
at the ‘Headroom check’ sheet. Note: The net margin % calculated at the tariff 
level are not expressed as EBIT margins, they are expressed as margin as a 
percentage of retail revenue only for the tariff only (i.e. excluding the 
wholesale charge). 

3.13 If the headroom check is insufficient to cover interest and tax, the user can 
consider revisiting the inputs until they are satisfied that headroom is 
acceptable. 

3.14 The screenshot below shows the ‘Headroom check’ sheet in the model. 

Headroom check 

This sheet calculates the headroom as a percentage of net margin for retail. 
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Wholesale price control solving 

3.15 Once the initial wholesale price control has been calculated the user may 
elect to use optional functionality that will help determine price controls that 
are financeable. 

3.16 The optional wholesale price control solving functionality can be accessed 
through the PR14 Model ribbon menu. 

 

 

3.17 The above interface guides the user through the following steps in the 
wholesale price control solving process. Not all steps are mandatory, and 
some can be skipped by the user. For example, the user can skip to reprofile 
allowed revenues.  

• Reset Allowed Revenues. 
• Adjust gearing. 
• Target rate of return. 
• Adjust dividends. 
• Adjust PAYG and run-off rates. 
• Apply equity injection. 
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• Adjust Allowed Revenues. 
• Overwrite bankable profiles. 
• Reprofile Allowed Revenues. 

3.18 The solving functions are controlled through the user interface. The following 
diagram and subsequent paragraphs outline the process. 

Overview of the wholesale price control solving process 
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3.19 The user workflow occurs in stages whereby a discrete function sits in each 
stage. Note that the order of the calculations (outlined in section 2.50) for 
each function may differ to workflow that the user experiences. To help 
distinguish this difference, the user workflow refers to stages, and calculations 
are referred to by phases. The table below explains the mapping of the 
workflow stages to the calculation phases in the model. 

 Workflow 
stage 

Calculation 
phase 

Reset Allowed Revenues/Set initial revenues 1 1 

Adjust gearing 2 3 

Target rate of return 3 4 

Adjust dividends 4 5 

Adjust PAYG and run-off rates 5 2* 

Apply equity injection 6 6 

Adjust allowed revenues 7 7 

Overwrite bankable profiles 8 8 

Reprofile allowed revenues 9 9 

* Adjusting PAYG and run-off rates is stage 5 in the model workflow. This 
does not preclude the user from running other solving stages first. However, 
the user must skip or confirm required assumptions in earlier price control 
solving stages. For calculation purposes, any adjustments to the RCV – for 
example, via adjustment of the PAYG or run-off rates – must occur prior to 
performing a gearing adjustment as the gearing adjustment relies on the 
calculation of RCV. This is why the PAYG and run-off rate adjustments occur 
at calculation phase 2. 

3.20 There is a user interface for each stage in the price control. On each user 
interface: 

• the ‘Apply’ button applies the user input parameters as shown on the 
solving user interface; 

• the ‘Cancel’ button reverts the user back to the model and reverts they 
change you made; 

• if you press ‘ESC or click the form close button ( ‘X’ ) it does the same as 
the Cancel button; 
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• the ‘Skip – Remove Effects’ button allows you to continue to the next 
stage, it removes the impact of the skipped stage; and 

• you cannot skip a phase and retain the effects of that stage unless you 
click Apply. 

3.21 The user begins at stage 1, and progresses through each stage sequentially, 
as per the guidelines detailed in later sub-sections of this document. 
Subsequent stages will be locked or ‘greyed out’ in the user form unless the 
previous stage has been addressed. 

3.22 It is possible to skip stages 2, 4, 6, and 7 by clicking the ‘Skip’ button, which 
means the relevant step will not be applied. To complete the solving process, 
other stages must be addressed by either accepting or changing the values 
currently used in the model, which are shown in the user form. 

3.23 If the user reverts to an earlier stage, the effects of subsequent stages are 
removed until they are returned to and applied. If the user exits the form, 
changes applied up to that point are retained.  

3.24 At stage 5 the user is required to confirm the PAYG and run-off rates for water 
and wastewater. Note that if these rates differ to those used in previous 
stages, then the user must return to stages 2, 3, and 4. This is because 
changing PAYG or run-off rates has implications for gearing, rate of return, 
and in turn dividends.  

3.25 With reference to the diagram earlier on the price control solving process, the 
following sub-sections outline how the model’s user interface guides the user 
through the steps available to help determine the wholesale price controls. 

3.26 Note that the user workflow is described in stages; whereas the model 
calculations are applied at the phases outlined at section 2.50. This reflects 
that there is a difference between the calculation flow, and the user 
experience. 

3.27 At some stages in the solving process there is the option to set model inputs 
by service (water and wastewater). If producing model outputs for a water only 
company (WoC) the user should select options to specify inputs at Water 
service level wherever available. As will be described later, if the input labelled 
‘Company type’ in the ‘Input’ sheet (at section 12 Model Parameters) is set to 
‘WoC’, then the options for wholesale and/or wastewater will be disabled in 
the dialogue boxes for stages 3, 5, 6, 8 and 9. 
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Stage 1 – reset Allowed Revenues 

3.28 This step removes all user inputs relating to wholesale price control solving – 
that is, it sets these inputs to zero. Each time a user elects to begin a new 
version of the model, based on a previous version which has solved the price 
controls, this step must be applied to clear old inputs. 

3.29 This is a semi-automated stage; the user must manually run this stage, while 
the model automatically calculates the initial Allowed Revenues. 

3.30 This step is implied at the ‘Calculate Initial Allowed Revenue’ stage as shown 
at the solving process diagram in the previous sub-section. 

3.31 To perform this step, go to the ‘PR14 Model’ tab in the ribbon and click the 
button ‘1 Reset Allowed Revenues’. 

 

3.32 If you wish to revert to an earlier stage between 2 and 9 in the solving 
process, a warning box will appear to ask if you want to reset the input values 
and outputs for the current model scenario.  

 

 

 

 

 

 

 

3.33 If you click ‘Yes’ you will lose the inputs that you have applied in the current 
and subsequent stages. Note that this will not remove any PAYG and run off 
rates as defined in stage 5 (phase 1). 
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3.34 If you click ‘No’ the dialogue box closes and the model remains unchanged. 

3.35 If you wish to revert to stage 1 in the solving process, a warning box will 
appear to ask if you want to reset the input values and outputs for the current 
model scenario.  

 

 

 

 

 

 

 

3.36 If you click ‘Yes’ you will lose the inputs that you have applied in the current 
and subsequent stages. Note that this will reset the PAYG and run off rates as 
defined in stage 5 (phase 1). 

3.37 If you click ‘No’ the dialogue box closes and the model remains unchanged. 

Stage 2 – adjust gearing 

3.38 This step allows the user to choose the target for gearing (net debt:RCV). The 
user may target the opening gearing in the base year or the average over the 
first five years.  

Note there is a gearing adjustment input on the Adjustments sheet. This 
input only affects the gearing used to calculate the recommended 
dividend under the dividend growth method. This has no impact on the 
capital structure or effective gearing. 

3.39 This is a semi-automated stage, in that the user must determine the target 
gearing and the gearing approach desired. The model then calculates the 
appropriate movements in net debt and reserves that will satisfy the user-
chosen gearing level. 
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3.40 If the user is intending to put the company onto a fully notional basis, which 
reflects Ofwat’s view of both gearing for an efficient company and the cost of 
debt, the following steps need to be carried out before running the gearing 
adjustment below.  

3.41 The notionalisation process is used to move the capital structure used in the 
model from the company’s actual capital structure to a notional capital 
structure. The company’s actual capital structure uses its actual debt 
instruments, actual cost of debt and proposed level of dividends as presented 
in the business plan tables. This is input into the model through the various 
feeder models and F-Inputs. The notionalisation process converts it to a 
notional capital structure based on a notional level of gearing and including a 
notional cost of debt and notional level of dividends which are consistent with 
the notional appointee WACC. 

3.42 For companies which are geared above the notional level of gearing, the tax 
calculations take into account the company’s actual level of gearing and the 
cost of debt embedded within the notional WACC when calculating the 
interest shield available to offset against the tax charge. For companies which 
are below the notional level of gearing, the interest used in the tax 
computation is based on the both the notional gearing level and the cost of 
debt embedded within the notional WACC. 

3.43 Applying the notional cost of debt/cost of capital: 

1. Set the cost of capital and real cost of debt in line with Ofwat’s view of the 
notional structure. 

2. Set the household and non-household retail margins in line with Ofwat’s 
view of the notional structure. 

3. Set the cash/overdraft interest rate equal to Ofwat’s view of the notional 
cost of debt (nominal). This input will also override the retail working 
capital financing rates for both household and non-household. 

4. Set the interest rates for existing and new fixed rate debt so that they 
equal Ofwat’s view of the notional cost of debt (nominal) and the interest 
rates for existing and new index linked debt so that it is in equal to Ofwat’s 
view of the notional cost of debt (real). 

3.44 Under the notional capital structure it is assumed that all debt (including any 
bank balances) bears interest at a rate that is consistent with the cost of debt 
embedded in the notional WACC. To enable this to flow through the model 
correctly it is assumed that all debt, including preference shares, is either 
categorised as fixed rate debt on which a nominal interest rate is changed or 
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index linked debt on which a real interest rate is charged and where the 
capital element increases annually by inflation. Floating rate debt and the 
associated interest is set to zero as the model uses an input value for the 
interest on the debt rather than recalculating it from first principles. 

3.45  Applying the notional capital structure: 

5. Set the floating rate debt interest to zero. 
6. Override the opening fixed rate debt to the sum of the opening balances 

for fixed and floating rate debt and preference shares (set formula to 
‘=Debt.Float.Bf.Input+Shares.Pref.2015.Input+Debt.Fixed.Bf.Input’. 

7. Set the opening floating rate debt balance to zero. 
8. Set the movements in fixed and floating rate debt to zero and remove any 

apportionments. 
9. Set the interest receivable in line with the above capital structure, e.g. to 

zero. 
10. Set the opening preference shares balance and the movements in 

preference shares to zero. 

 3.46 Preparing notional dividends: 

11. Set the preference share dividends to zero. 
12. Set the inputs for ordinary dividend and special ordinary dividend paid per 

share to zero.  
13. Set the percentage of dividends issued as scrip shares and the interim 

dividends to zero. 
14. Set the dividend yield and real dividend growth figures for all years in line 

with Ofwat’s view of the notional structure. 
15. Set the share issues in each year to zero. 

3.47 Applying index linked debt: 

16. Set the indexation rate for index linked debt in line with Ofwat’s view of 
RPI (set formula to ‘=Inflation.Yearly.Average‘). The model will recalculate 
the indexation of index lined debt rather than using input values. Note that 
using Ofwat RPI figures is part of moving to the Ofwat view of costs and is 
done for consistency across all companies rather than being part of 
notionalisation. 

17. Set the gearing in phases 1 and 2 of the model for the purpose of 
calculating dividends under the growth method using the 
Gearing.Adjustments on the Adjustments sheet. In most cases the 
adjustment should be equal to the opening gearing value in the actual 
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model although this will not always be the case. If, having set the interest 
rates and dividend assumptions in line with the costs embedded within the 
WACC, the average gearing at Phase 1 differs significantly from the 
company’s target level of gearing pre notionalisation then the modeller 
may wish to consider making an adjustment to the opening level of debt 
so that the average gearing across each AMP is in line with target levels. 
This will ensure that an appropriate interest shield is used for the 
purposes of calculating the tax to be included in allowed revenue. 

3.48 The modeller should follow the appropriate steps depending on whether the 
company’s actual gearing is above or below the notional level to ensure that 
the model calculates the tax value to be included in the allowed revenue 
correctly.  

If the company’s actual gearing (Appointee Nominal Phase 1 - Financial 
Indicators) is below the notional level, then follow steps 1 to 3 (Option A). If the 
company’s actual gearing is above the notional gearing then follow steps 4 to 
6. (Option B). 

Option A: Actual gearing is below the notional level  

1. Option A: Set the movements in index linked debt to zero and the 
apportionments to blank using the override lines. 

Run the Gearing Adjustment on the PR14 Toolbar to set the gearing to 
the notional level. The target gearing approach adopted is ‘base year’ 
and the blended interest rate on change in borrowings should reflect 
the notional cost of debt (nominal). Ensure that you select the option 
‘Do not hold tax for allowed revenue constant’. 

2. Option A: If you wish to set index linked debt as a specific proportion of 
opening net debt then the following additional steps now need to be 
followed. Having run the Gearing adjustment above identify the 
opening net debt figure (Appointee Nominal Phase 3 - Financial 
Indicators) and calculate the target value for opening index linked debt. 
(Notional % x opening net debt). Enter this amount in the override for 
opening net debt. Press ‘Yes’ when asked to clear the Other Tax 
Adjustments. Press ‘No’ when asked to hold the tax constant. 

3. Option A: Re run the gearing adjustment to reset the gearing to the 
required level, keeping the inputs the same as in step 1 above. 



Setting price controls for 2015-20: PR14 financial model user guide 
September 2014 

_________________________________________________________________________________ 
 
 

 
_________________________________________________________________________________ 

41 

Option B: Actual gearing is above the notional level 

4. Option B: Run the Gearing Adjustment on the PR14 Toolbar to set the 
gearing to the notional level. The target gearing approach adopted is 
‘base year’ and the blended interest rate on change in borrowings 
should reflect the notional cost of debt (nominal). Ensure that you 
select the default option ‘Allow interest movement to flow to financial 
statements while holding the tax for allowed revenue constant’.  

5. Option B: If you wish to set index linked debt as a specific proportion of 
opening net debt then the following additional steps now need to be 
followed. Having run the Gearing adjustment above identify the 
opening net debt figure (Appointee Nominal Phase 3 - Financial 
Indicators) and calculate the target value for opening index linked debt. 
(Notional % x opening net debt). Enter this amount in the override for 
opening net debt. Press ‘Yes’ when asked to clear the Other Tax 
Adjustments. Press ‘Yes’ when asked to hold the tax constant. This will 
hold the tax position as if no adjustment to index linked debt had been 
made. 

6. Option B: Set the movements in index linked debt to zero using the 
override lines. 

7. Option B: Re run the gearing adjustment to reset the gearing to the 
required level, keeping the inputs the same as in step 4 above. 

3.49 To adjust gearing, click on the ribbon tab called ‘PR14 Model’ and click on ‘2 
Adjust Gearing’. 

 

 

3.50 The relevant dialogue box appears, showing the current and target gearing, 
and allows the user to do the following. 

• Input the target for gearing. 
• Choose the target gearing approach at the drop-down menu at the top of 

the box: 
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̶ using the base year – gearing is set such that the first year is set to 
equal to the target gearing; or 

̶ a five-year average – gearing is set such that average gearing for 
five years equals target gearing. 

• Select to apply one of the following tax treatments: 
̶ allow interest movement to flow to financial statements, while holding 

tax for Allowed Revenue constant (note this is an actual structure, 
with interest). This is the default option; 

̶ do not allow interest movement to flow to financial statements, while 
holding tax for Allowed Revenue constant (note this is an actual 
structure, without interest); or 

̶ do not hold tax for Allowed Revenue constant (if selecting this 
option, the tax structure would be fully notional – that is, not based 
on an actual company’s position). Note that neither tax nor interest 
are held constant in this option. 

• Input the percentage interest rate to be applied to the additional borrowing 
as part of the gearing adjustment. 

3.51 The above tax and interest options are available because gearing adjustments 
move gearing and financing away from an actual structure (based on 
company business plans) to a notional structure. This implies that the new 
corresponding structures are also notional. The user can therefore elect to 
apply one of the above options to hold tax constant, and allow or prevent 
interest movements flowing to financial statements. 
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3.52 Clicking ‘Apply’ will use the selected gearing approach and target in the 
model, with corresponding impact on the revenue requirements and price 
controls. 

3.53 Note ‘Apply’ must be clicked if changing inputs to move to a notional structure, 
in order for these changes to be implemented. 

3.54 Clicking ‘Skip’ will skip this stage in the process and remove the effects of any 
changes made in the model. 

3.55 Clicking ‘Cancel’ will exit the dialogue box and the model will remain 
unchanged. 

Stage 3 – target rate of return  

3.56 This step allows the user to set the desired blended target rate of return for 
the weighted average cost of capital (WACC) applied on the RCV in 
determining the revenue requirement and price controls. 

3.57 This is a semi-automated stage, in that the user must choose the basis on 
which the target rate of return should be calculated. The model then 
calculates the appropriate target rates of return by blending the input WACCs 
in line with the user-specified choice. 
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3.58 To do this, click on the ribbon tab called ‘PR14 Model’ and click on ‘3 Target 
Rate of Return’. 

 

 

3.59 The relevant dialogue box appears which gives the user several options. The 
solving process will select the blended rate of return on capital to apply, equal 
to whichever of the options the user selects, taking into account the model 
inputs (for example, sourced from a company’s BPTs). 

 

3.60 The options are as follows. 

• Wholesale level – the user can set target return on capital at wholesale 
level, to one of the following options: 
̶ annual blended cost of capital – this will set target return on capital 

to equal the average across both services for all years (that is,  
2015-16 to 2024-25); 

̶ average blended cost of capital (five years) – this will set target 
return on capital using five-year average across both services; and 

̶ average blended cost of capital (1,4,5); 
o this will set return on capital in the first year to equal that of the 

first year; 
o the average across both services for the next four years, and; 
o the average across both services for the next five years 

thereafter. 
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• Service level – the same options as wholesale can also be specified for 
each service (that is, setting different target returns on capital for water 
and wastewater). 

• If the user selects options in the service level (water and wastewater) 
sections of the dialogue box, then assumptions will be applied at service 
level. 

3.61 Once the desired option(s) has been selected, click ‘Apply’ to apply this 
choice in the model. 

3.62 Clicking ‘Cancel’ will exit the dialogue box and the model will remain 
unchanged. 

3.63 As noted earlier, if the input labelled ‘Company type’ in the ‘Input Nominal’ 
sheet (at section 12 Model Parameters) is set to ‘WoC’ (water only company), 
then the options at wholesale and wastewater level will be disabled in the 
dialogue box (as shown at the diagram below). In this case, the user will enter 
data into the ‘By service: Water’ section only. 

3.64 The ‘disabling’ described above in fact applies to all stages in the price control 
solving process where service level options and data entry are available (that 
is, stages 3, 5, 6, 8 and 9). If the company type is set to ‘WoC’, then it will only 
be possible to enter data at the water service level, and anything that applies 
to waste and/or wholesale will be disabled and ‘greyed out’. An example of 
this is shown below (but is not shown in this guide for every relevant stage in 
the price control solving process). 
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Stages 4–8 

3.65  In addition to the functionality to adjust gearing to a notional capital structure, 
to select a target rate of return (WACC) approach and to reprofile allowed 
revenues the financial model includes additional functionality stages that may 
be used at Ofwat’s discretion as part of setting price limits for PR14. The 
additional functionality does not set or imply an approach to policy. Ofwat’s 
approach to financeability is set out in the methodology statement. This user 
guide does not discuss these areas of functionality as they are not intended 
for company use in preparing business plans.  

3.66 For completeness the additional stages include:  

• adjust dividends – this contains the functionality to adjust dividends in the 
model to seek a set of financial indicators;  

• adjust PAYG and run-off rates – this contains the functionality to override 
the base data PAYG ratios and RCV run-off rates; 

• apply equity injection – this contains the functionality to apply an equity 
injection in any given year in the model; 

• adjust Allowed Revenues – this contains the functionality to adjust allowed 
revenues in the model to seek a set of financial indicators; and 

• overwrite bankable profiles – this contains the functionality to override the 
bankable allowed revenues determined during earlier price control solving 
stages. 

Stage 9 – reprofile Allowed Revenues 

3.67 This step allows the user to reprofile Allowed Revenues after the application 
of post-financeability adjustments, by smoothing them such that their net 
present value (NPV) remains the same as the original profile. 

3.68 To do this, click on the ‘PR14 Model’ tab on the ribbon, and click ‘9 Reprofile 
Allowed Revenues’. 

 

3.69 The relevant dialogue box appears which allows the user to: 
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• view the current Real Bankable Allowed Revenues in the model (greyed 
out in £m); 

• check boxes enable the user to select which periods to reprofile by AMP 
(2015-19; or 2020-24); 

• reprofile (smooth) Real Allowed Revenues such that their NPV remains 
the same as the original profile; 

• include or exclude specific years form the solving process; 
• enter or ‘force’ specific Allowed Revenues in £m; and 
• reprofile Allowed Revenue by service. 

 

3.70 If Allowed Revenue is changed without changing any other relevant factors in 
the model, then K will remain constant when ‘Reprofile’ is clicked and only 
Allowed Revenue will be changed. 

3.71 If the user ‘forces’ an Allowed Revenue by entering specific values in 
particular years, clicking reprofile will calculate K such that the NPV of the 
profile – including any forced adjustments – is equal to the original profile. 

3.72 It is possible to exclude specific years from the solving process using 
checkboxes against each year. If the check boxes at the top of the dialogue 
box are ticked (next to each year shown), then revenue will be held constant 
in the solving process for those years. 

3.73 Allowed Revenue for the first year may be input to the model, if a different 
value to the bankable Allowed Revenue (after applying post-financeability 
adjustments) is required.  
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3.74 The year 1 Allowed Revenue either as input or as pre-populated from 
bankable Allowed Revenue after post-financeability adjustments is held 
constant as part of the reprofiling stage for AMP 1. Year 1 Allowed Revenue is 
not reprofiled by the model. 

3.75 The user can combine exclusion from the solving process with overwriting 
values for revenue, by entering alternative revenue amounts in the input 
boxes for particular years. If the user does this, the relevant check boxes will 
be automatically ticked, and revenue will be held constant for those years. 

3.76 This functionality is not available in the dividend solving process due to the 
interrelationship between dividends across the years. 

3.77 If the profile is forced in such a way that the NPV cannot be held constant, the 
model will report that reprofiling revenues has not been completed 
(underneath the ‘Reprofile’ button). 

3.78 The user can click ‘Apply’ to save and apply the reprofiled Allowed Revenue 
profile to the model. 

3.79 Clicking ‘Cancel’ will exit the dialogue box and the model will remain 
unchanged. 

Headroom check revisited 

3.80 The headroom check is intended to apply to an efficient retailer in order to 
inform understanding of financeability of retail level margins. As noted in 
section 2.68, after solving the wholesale price control, the user must perform 
a manual ‘Headroom’ check at the ‘Headroom check’ sheet in the model. This 
checks that the retail net margin specified by the user is sufficient to cover tax 
and interest. 

3.81 Note that it is important to conduct this stage at whatever stage the Price 
Control Solving is terminated. This may not be stage 9 depending on the user 
preferences. 

3.82 There is a button on the PR14 ribbon which allows the user to go to the 
headroom checks which is the ‘Review Headroom’ button. 
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3.83 If the user is not satisfied with the headroom check, there is a button on the 
PR14 ribbon which takes the user to the ‘Input Nominal’ sheet whereby the 
net margin assumptions can be altered. 

3.84 If the retail assumptions are changed on the input sheet, the wholesale price 
controls must be re-solved. The user will be alerted to this by a message box 
and asked to reset the wholesale initial allowed revenues.  
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This user guide is a not a policy statement and users are referred to Ofwat’s 
methodology statement and associated documents for further information. 

4. Standard reports 

Introduction 

4.1 This chapter outlines the main outputs available in the model. The main 
output worksheets in the model are: 

• Dashboard – contains the model outputs for water, wastewater, and 
appointee financial indicators. It tracks the determination of the wholesale 
price controls from initial, to bankable; 

• HH Price limits – this report displays the retail HH price controls; 
• NHH Price limits NHH – this report displays the retail NHH price 

controls; 
• Net margin headroom check – this report enables the user to carry out 

a manual check that the applied retail net margin is sufficient to cover 
interest and tax for the control; 

• Exec Summary – contains price control outputs and specific information 
for wholesale and retail – for example, on Allowed Revenue, bills, income 
statement and financial indicators; 

• Wholesale Tax reconciliation – this report contains calculations to 
reconcile tax at wholesale and service levels; 

• F_Outputs – a single output sheet that formats key model outputs so they 
can be uploaded to Fountain; and 

• Appointee Fin Stats – a full set of nominal financial statements at the 
appointee level. 

Size columns 

4.2 To autosize the columns on the active sheet to fit the content of the cells the 
user can click the size column button. This action may not be undone. 
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Reports form 

4.3 To display and change the format of the report sheets described above, the 
user clicks the ‘Reports’ button on the ‘PR14 Model’ ribbon.  

 

4.4 This displays the following form. 

 

4.5 A user should select all reports they wish to display from the ‘Select Report’ 
list. 

4.6 The user can chose the period for the report, and which values to display 
through the ‘Display’ section of the form; at least one of these options should 
be selected. 
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4.7 Where ‘Show annual values’ is de-selected the ‘Start year’ and ‘End year’ 
fields are disabled and become greyed out. 

4.8 If a user selects ‘Change rounding settings’, the inputs in the ‘Format’ section 
of the form are activated. Here, the user can change the level of precision 
displayed for each of the following number fields. 

• Values in £ millions – between 0 and 3 decimal places. 
• Values in £s – between 0 and 2 decimal places. 
• Indicators (%ages) – between 0 and 2 decimal places. 

4.9 If the ‘Export to PDF’ option is selected the form will save PDFs of the reports 
selected to the same folder path as the model. 

4.10 On clicking ‘OK’ the reports are displayed according to the form inputs, and 
the user shown the Reports summary sheet. 

4.11 On clicking ‘Cancel’ the format and visibility of the reports are not altered, and 
the user moved to the Reports summary sheet. 

Dashboard 

4.12 This contains the model outputs for water, wastewater, and appointee 
financial indicators. The following sub-sections outline the main outputs 
available in the Dashboard worksheet, from top to bottom. 

Financial indicators – initial and current 

4.13 The following financial indicators are reported both for the initial values set 
before solving; and the final values set as a result of solving. 

• Return on Capital Employed (ROCE). 
• Return on Regulatory Equity (RORE). 
• Cash Interest Cover. 
• Adjusted cash interest cover ratio. 
• Funds from operations/debt. 
• Retained cash flow/debt. 
• Gearing. 
• Dividend cover. 
• Regulatory equity/retained earnings for the regulatory company. 
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• RCV/Earnings Before Interest Tax Depreciation and Amortisation 
(EBITDA). 

• Retained Cash Flow (RCF) to capex. 

4.14 The following screen shot shows the financial indicators section of the 
dashboard. 

 

Allowed Revenue 

4.15 Allowed Revenue breakdowns are provided by water and wastewater. 

4.16 The impact of the various optional user adjustments made as part of the 
solving process are set out by calculation phase as follows. 

• Phase 2 – PAYG and run-off rates. 
• Phase 3 – gearing adjustment. 
• Phase 4 – target rates of return. 
• Phase 5 – dividend adjustment. 
• Phase 6 – equity injection. 
• Phase 7 – Allowed Revenue adjustment. 
• Phase 8 – bankable allowed revenue profile. 
• Phase 9 – reprofiled allowed revenues. 

4.17 The following screen shot shows the Allowed Revenue section of the 
dashboard. 
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Price control solving adjustments 

4.18 The next sections of the dashboard set out adjustments made in the solving 
process for the following areas. 

• PAYG and run-off rates. 
• Gearing adjustment. 
• Target rates of return (blended). 
• Dividend adjustments. 
• Equity injection. 
• Allowed Revenue adjustment. 

4.19 These adjustments are broken down as follows (where applicable). 

• Water. 
• Wastewater. 

4.20 The corresponding effects of the adjustments (alongside the adjusted driver) 
are shown through the following sections. 

• Allowed Revenues. 
• Financial indicators (initial and current). 

  



Setting price controls for 2015-20: PR14 financial model user guide 
September 2014 

_________________________________________________________________________________ 
 
 

 
_________________________________________________________________________________ 

55 

4.21 The following screen shot shows an example section of the dashboard for the 
PAYG and run-off rate adjustments. The calculations for the other 
adjustments outlined above follow the same broad format, albeit with 
differences to reflect the individual adjustments, which were explained in detail 
earlier in chapter 3 (on price control solving). 

4.22 Note that there are calculations for two further types of adjustment (reprofiling 
bankable revenues and post-financeability revenue adjustments) in phases 8 
and 9, which differ in format to the above adjustments, and are therefore 
explained separately in the following sub-sections. 

 

Override bankable allowed revenues and post-financeability revenue 
adjustments 

4.23 After determining Allowed Revenues that are considered financeable, the 
model allows post-financeability revenue adjustments to be applied. They 
include: 

• service incentive mechanism (SIM) adjustment (+ or -); 
• opex incentive allowance (+ only); 
• CIS adjustment (+ or -); 
• revenue correction mechanism (RCM) adjustment (+ or -); 
• equity injection claw back (- only); 
• tax refinancing benefit claw back (- only); 
• outcome delivery incentive (+ or -); and 
• totex menu additional income (+ or -). 
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4.24 These are entered at the bottom of the wholesale section of the ‘Inputs Real’ 
sheet: 

• in absolute terms (£); 
• +ve entry as a reward; 
• -ve entry as a penalty; 
• per annum; and 
• by service (water, and wastewater). 

4.25 The following screen shot shows the post-financeability section of the 
dashboard. 

 

Reprofile Allowed Revenue 

4.26 After determining Allowed Revenues and applying a post-financeability 
revenue adjustment(s), the user may elect to reprofile the Allowed Revenue 
and calculated K factors, by service. 

4.27 This step smooths revenues over a user-defined time period, such that the 
NPV of the revenue stream is maintained.  

4.28 The following screen shot shows the reprofiling section of the dashboard. 
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Executive Summary 

4.29 The Executive Summary report sets out the following information resulting 
from the price control solving process, which is outlined in detail in section 3. 

Price Control Allowed Revenues 

4.30 Information is provided as follows. 

• Wholesale Allowed Revenues. 
• Wholesale K factors. 
• K. 
• Broken down by: 

̶ water and wastewater. 
• Retail Allowed Revenues by: 

̶ household; and 
̶ non-household (based on average allowed revenue per customer by 

tariff band). 

4.31 The following screen shot shows the Allowed Revenue section of the 
Executive Summary. 
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Average household bills 

4.32 Information on average household bills is provided as follows. 

• Average water only bill. 
• Average wastewater only bill. 
• Average combined bill. 
• Respective growth rates. 

4.33 The following screen shot shows the household bills section of the Executive 
Summary. 

 

Summary income statement for the appointee 

4.34 The income statement for the appointee is provided in the Executive 
Summary report. 

4.35 The following screen shot shows the income statement section of the 
Executive Summary. 
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Financial indicators  

4.36 The financial indicators outlined earlier are provided at the appointee level, 
and are calculated in nominal outturn prices. 

• Wholesale (water and wastewater). 
• Retail (household and non-household). 

4.37 The following screen shot shows the financial indicators section of the 
Executive Summary. 
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Wholesale Allowed Revenue 

4.38 A detailed breakdown of wholesale Allowed Revenue is also provided by the 
cost elements and adjustments outlined earlier. This is shown at the screen 
shot below. Note these are shown in 2012-13 prices. 
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This user guide is a not a policy statement and users are referred to Ofwat’s 
methodology statement and associated documents for further information. 

5. Index linked debt macro 

Overriding index linked debt opening position 

5.1 The model includes functionality to override the opening index linked debt 
balance, via the Input Nominal sheet. If the opening index linked debt balance 
is overridden the model then provides the user with an option to hold the tax 
charge constant. The index linked debt macro sheet supports the calculation 
of the tax adjustment required to keep the tax consistent with the tax charge 
before the index linked debt override. 

5.2 The override to the index linked debt opening balance can be entered to the 
Input Nominal sheet in the override cell in section 6.4. There is a button on the 
index linked debt macro sheet which takes you to the cell where the 
adjustment should be made. 

5.3 The model will not allow the opening index-linked debt position to be over-
ridden without removing any existing tax adjustments. 

5.4 Upon overriding the index linked debt opening balance OR removing an 
existing override the model will automatically prompt the user with the option 
to remove existing tax adjustments and then to make a tax adjustment. The 
tax adjustment offered allows tax charge to be set consistent with the level of 
tax prior to adjusting the index linked debt.  

5.5 If the user opts to make the tax adjustment any previous tax adjustments input 
in the Input nominal sheet sections 5.2 and 5.3 are overwritten. The resulting 
tax charge will remain consistent with the pre-adjustment tax charge. Upon 
successfully adjusting the tax the user will be notified. 

5.6 If the user does not opt to remove the existing tax adjustments then the index 
linked debt override is not accepted and the model reverts to its pre-
adjustment state. 
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