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Dear Regulatory Reporting Team 
 
Anglian Water’s response to Consultation on Regulatory Reporting for the 
2017-18 Reporting Year  
 

We welcome the opportunity to respond on Ofwat’s proposals for regulatory 

reporting and we have provided our answers to the specific questions raised in the 

consultation document, followed by more general queries and comments.  
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Questions relating to 2017-18 reporting 

Q1 Appendix 1 contains new tables for;  
• Information on new connections (table 2J)  
• Information on cost assessment (tables 4J to 4W)  
  
a. Do you agree with expanding the APR with more tables to capture  
more granular cost data?  
b. Do you agree costs should be captured through a controlled process?  
c. Do we have sufficient guidance and definitions for the additional line items provided?  
d. What line items need further definition?  
 

a. It is important for companies to understand the intended use of the data derived 
from an expanded APR and companies must also be assured that any additional 
requirements meet the principles of proportionality set out in Ofwat’s risk based 
approach to delivering proportionate and targeted regulation. 
 
Ofwat should also acknowledge that the provision of reliable and consistent data, 
at a more granular level, will be largely dependent on robust guidelines that are 
understood and agreed upon by companies and that in the short term, confidence 
grades are likely to be low. 
 

b. Yes, to ensure consistency, a controlled process must be in place, but one which 
is agreed in advance to enable companies to put in place their own processes 
within existing assurance arrangements. 

 
c/d. There are a number of lines that we believe require further definition, which 

should be a matter for the next RAWG meeting. Please see additional comments 
at the end of our response. 

 

Q2 What are your views on the proposed changes to the existing tables in Appendix 1?  
a. Tax and non-appointed revenue (table 1A)  
b. Totex analysis (table 2B, 4D and 4E)  
c. Other minor changes  
 

a. No further comment 
b. We are comfortable with the proposed changes 
c. No further comment 

 

Q3 Do you agree that there will be some residual non-household retail activities  
(for example, developer services and meter reading) for an incumbent that  
exits the non-household retail market?  
 
Yes. We suggest that costs will be immaterial and simply included in wholesale, 
accompanied by a note of the impact on wholesale totex. 
 

Q4 Do we have sufficient guidance around cost allocations between business units?  
 
Yes, the boundary points are clear and diagrams to illustrate boundary points are 
particularly useful. 
 
Any guidance on cost allocation should provide enough flexibility for companies to be 
able to report costs in what they believe is the most accurate way. 
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Q5 Do we have sufficiently defined boundaries for water resources and Bioresources?  
 
Yes 
 

Q6 Have we provided sufficient guidance for Average Pumping Head in table 4P  
(wholesale water non-financial data) 
 
Yes 
 

 

Questions relating Outcomes reporting  

Q7 Should companies accrue for future ODI revenue rewards/ penalties?  
 
No; rewards or penalties should only be reflected in a company’s accounts as they 
crystallise through increased or reduced revenue resulting from a change in tariffs and it 
would be incorrect to try and anticipate the impact of future price changes. 
 
The key principal of IAS37 (the IFRS standard for Provisions) is that a provision, and by 
the same token accrual, is recognised only where there is a liability, i.e. a present 
obligation results from a past event. Only genuine liabilities should be recognised in the 
financial statements, and therefore the effect of planned future changes in prices are 
excluded from recognition. 
 
The other standard to be considered is IFRS15, Revenue from Contracts with 
Customers.  This is a new standard which replaces IAS18, and comes into effect for the 
year ending 31 March 2019. We are not aware of any triggers in IFRS15 which would 
result in a different policy on ODI reward/penalty accruals. 
 

Q8 Do you have any comments on our proposed shadow reporting of leakage, supply 
interruptions and sewer flooding according to the new consistent reporting guidance?  
 
We saw clearly how Ofwat’s attempts to set challenging but reasonable ODI targets at 
PR14 were hampered by the lack of cross-industry data on key performance metrics. We 
also noted that, as a result, companies received differing levels of challenge. 
Consequently, we have strongly supported the Water UK consistency project and have 
been active participants in the groups which have been responsible for developing new 
reporting requirements for all four areas. We also support the commencement of 
shadow reporting so that parties can start to build up the picture of industry 
performance that they will need for appropriate targets to be set at PR19. 
 
We believe that companies are going to differ in their ability to report against the new 
reporting requirements. Some may need to make investment to enable them to comply, 
with a consequence that it could be some years before a truly consistent dataset is 
available.  For reasonable target setting, it is imperative that the extent of compliance is 
known for each company’s reports and therefore it is also imperative that the quality of 
each company’s report is quantified with some form of a confidence grade or estimate of 
error margin. 
 
We would ask that Ofwat’s requirements are confirmed as soon as possible after the 
closure of this consultation to ensure we can meet the proposed reporting deadline of 31 
August. 
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Question relating to small companies (RAG3)  

Q9 Do you agree with the proposal to raise the small company turnover threshold to 
£10.2m?  
 
We have no comment on this 

 

Questions relating to transfer pricing guidance (RAG5)  

Q10 Does RAG5, in its current form, inhibit efficient bioresources trades from  
happening? If so, please explain why and if possible, provide evidence.  
 
We believe that, as currently drafted, RAG5 does inhibit bioresources trades from 
happening. We think that the issue has already been well set out in the consultation 
document but we summarise it again here: 

 Treating the sludge and other organic wastes of third parties is a non-appointed 
business (NAB) 

 Because the NAB depends on the use of appointed business (AB) assets, a 
transfer price must be made by the NAB to the AB to meet the requirement of 
companies’ instruments of appointment that there shall be no cross-subsidy of 
NAB by the AB 

 To avoid making a loss, the gate fee charged by the NAB to the third party must 
be at least equal to the transfer price so if the transfer price exceeds the market 
rate for treatment no trade will take place 

 RAG5, which sets out the basis on which transfer prices should be calculated, 
includes the statement that ‘allocations based on short-run marginal costing 
techniques should not be used in ensuring the full allocation of costs within the 
appointee and providing the basis for transfer prices.’ Water companies 
committed to regulatory compliance are reluctant to contravene such an explicit 
direction. 

 Trades will occur when a third party recognises that some of its costs can be 
avoided by procuring the treatment service from others 

 The range of costs which are avoidable depends on the term of the trading 
arrangement.  For long-term trades, they may include the costs of financing 
new capital investment but for short-term trades they may include only 
marginal operating expenditure 

 A transfer price that includes all costs will appear unattractive to a third party if, 
in buying the service, the third party can only avoid its short-run operating costs 

 Trades based on transfer prices which have been calculated on a short-run 
marginal cost basis may still be economic to both the service provider and the 
third party (and hence to their customers) so should not be discouraged. 

 
We illustrate the issue theoretically below, based on a worked example first presented 
to the Ofwat Sludge Working Group by Thames Water. The example considers the 
prospects for trading between two companies identical in size but with different costs. 
Company B’s opex costs are higher than those of Company A, so trading should be an 
efficient outcome for both companies, providing an acceptable basis can be found on 
which to calculate a transfer price. 
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  Company A Company B 
Variable opex (£) a 45 50 
Fixed opex (£) b 15 18 
Total opex (£) c=a+b 60 68 

Capital costs (£) d 72 72 
Total costs (£) e=c+d 132 140 

Units treated f 400 400 
Full average cost (£/unit) =e/f 0.33 0.35 
Marginal cost (£/unit) =a/f 0.11 0.13 
Average opex (£/unit) =c/f 0.15 0.17 

 
For short-term trades, where new capital investment is not avoided … 

 A transfer price from Company A based on full average cost will not prove 
attractive to Company B because it incurs costs of £0.33 per unit while avoiding 
only its marginal opex of £0.13 per unit (B does not avoid its capital costs by 
trading) 

 A transfer price from Company A based on average opex will not prove 
attractive to Company B because it incurs costs of £0.15 per unit while avoiding 
only its marginal opex of £0.13 per unit (in the short run B does not avoid its 
fixed opex costs by trading) 

 A transfer price from Company A based on marginal cost plus a return – say, 
£0.12 per unit – enables a trade because A earns a return of £0.01 per unit and 
B saves £0.01 per unit. 

For longer-term trades, where Company B can avoid making capital investment and 
incurring the associated capital costs, a transfer price based on the full average cost 
may prove attractive. 
 
Aside from the theoretical example, we have seen the same effect work in practice in 
discussing transfer prices for sludge treatment services with other water companies. 
We have refrained from committing to material trades with other companies on a 
marginal cost plus basis pending clarification of RAG5. 
 
 

Q11  a. Which of our proposed two options (Option A: incremental cost or above and Option 
B: incremental cost or above plus a margin) do you prefer and why?  

 
b. In the case of Option B, do you agree with our proposed approach to specifying an 
appropriate margin? Please explain your reasoning and provide evidence where 
possible. 
 
a.  We prefer option B as it meets four objectives: 

 An economically efficient trade for the buying company, with benefits for its 
customers from the lower cost base 

 A reward for the NAB for setting up the trade 
 Recovery of costs for the AB, ensuring no cross-subsidy of the NAB 
 A reward for the AB for providing the service and bearing some risk, which 

can be shared between the AB’s investors and customers 
  
b. We agree with the approach proposed of allowing the market to determine the 

margin which is charged above the transfer rice and for companies to decide an 
appropriate sharing of this margin between AB and NAB based on relative risk 
taken.  We agree that a 50:50 sharing of the margin is a reasonable default. 
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Q12 What implications or concerns (if any) do you foresee for new entry to the  
bioresources market, as a result of our proposals on transfer pricing for  
bioresources?  
 
It is possible that there may be implications for non-water company waste treatment 
providers if some gate fees quoted by water companies are based on incremental costs 
only. However, Ofwat’s proposals for transfer pricing represent a pragmatic, 
proportionate and necessary step if development of the market is to be promoted. 
 
Given the possible implications for treatment providers outside the water sector, we 
support Ofwat’s proposal to review the effectiveness of the arrangements for 
bioresources transfer pricing before 2025. We remain at all times cognizant of the 
need to comply with competition law in engaging with the organic waste market. 
 
 

Q13 Are there any other ideas that you propose, to improve our regulation of  
transfer pricing for bioresources? If so, please provide analysis and where  
possible, evidence, to support these. 
 
We have no further comment at this time  
 

Q14 Are there any other matters which we should be taking into consideration  
regarding transfer pricing for bioresources? 
 
The key sentence quoted earlier about not using marginal costing in providing the 
basis of transfer prices is included in paragraph 9.8 of RAG 5.06. The consultation 
document (page 40) states that Ofwat proposes to replace paragraph 9.8 but in the 
draft 5.07 paragraph 9.8 remains unaltered. 
 
We assume that Ofwat intends that the new section 11 that has been added to RAG 
5.07, in conjunction with the final sentence of paragraph 9.8, provides the necessary 
and sufficient remedy in RAG5 to the problem discussed under Q10. However, for the 
avoidance of doubt and removal of any ambiguity, we would prefer paragraph 9.8 to 
be replaced. 
 

Q15 Do our changes have any implications for the rest of RAG 5 or for activities  
other than bioresources?  
 
Any guidance given in RAG5 needs to align with the aims and proposals contained in 
future price controls, being practical and set out in a way so as not to inhibit efficient 
trading; we are particularly thinking about the impact on water resources trading in 
light of the impact that infrastructure will be a major factor in assessing a meaningful 
marginal cost that enables trading to take place.  
 
 

 

Additional consultation questions  

Q16 Should an additional line be added to table 1C in the non-current liabilities section; 
‘Deferred income – adopted assets’? 
 
We believe the APR tables in section 1 should continue to match the statutory accounts 
as far as possible and we therefore feel further deviation from the stats here would be 
of little benefit to the end user looking to compare the two. 
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Q17 Should RAG 1 be amended to specifically require amortisation of grants & contributions 
and adopted assets to be recorded as ‘other income’ and adjusted in table 1A? 
 
Agreed. This is inline with 2016/17 reporting 
 

Q18 Should RAG 1 1.8.1 be amended to specifically include ‘income recognised in the year 
which is recorded as negative operating expenditure’ and require this to be adjusted 
and shown as ‘other income’? 
 
Agreed. 
 

Q19 Should supervision fees be added to RAG 4 appendix 1 as price control income and the 
reference in the 2E.11 line definition be removed? 
 
Agreed, this is in line with the approach taken to supervision fees by us at PR14. 
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Other comments on the consultation 

Proposed RAG changes to text – comment by exception 

RAG Issue Description AWS response 

RAG 3 
Tax and 
group 
relief 

Disclosure of group relief 
transactions 

The requirement to disclose the 
associate surrendering the 
group relief may be problematic 
as it could be one or more of 
several companies, and this 
may not be decided until the tax 
computations some months 
after the APR is submitted. 
 

 

Proposed changes to tables and definitions – comment by exception 

Table Issue 
Description 
of change 

AWS response 

4J and 4k 

  We are not clear on what these tables 
are intending to show. Atypical items 
should simply be added to 4D and 4E 
 

4N 

  We understand the need for this table, 
but the confidence grade that we would 
be able to apply to it will be low: it is 
extremely difficult to allocate Sludge 
Transport, Sludge dewatering, Sludge 
Treatment and Sludge disposal costs 
back to the originating STW. 
 
Throughout the year a STW will send 
sludge to one of several Sludge 
Treatment centers or dewatering hubs 
depending on the availability on the day 
and the lowest overall cost to the 
business.  The provision of this data will 
put an additional burden on the 
business. 
 
Does this table include business rates 
under direct costs?  If not the total 
should be Total operating expenditure 
(excl 3rd party costs and Business rates) 
 

4O 

   
Functional Expenditure – is this total 
operating expenditure (excl 3rd party 
costs and Business rates) 
 
 
 

4W 
   

What is Other indirect operating 
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expenditure?  Is this General & Support 
expenditure as used in tables 4N & 4O? 
 

4P 
Lines 5, 6, 11, 
12  and 57-60 

 Remove rows completely as they are 

highly unlikely to be significant cost 

drivers in cost models, so it is 

disproportionate to expect companies to 

report them routinely. 
 
 

4Q Line 27  
4U Line 16  

4V 
Line 4V.9-
4V.12 

 

4W 
Line 4W.17-
4W.20 

 

4P Line 54 and 55  Should be merged 

4L and 4M 

  cost drivers on tables need to be 
reviewed to ensure they align with the 
AMP7 drivers of enhancement 
expenditure 

 

Other general comments 

Employment costs and FTE 

We are unclear why Ofwat requires an assessment of the number and cost of companies’ 

employees and we are concerned that a level of accuracy and consistency will be assumed 

in the information that companies provide that will then form the basis for decision making. 

We also question the proportionality of introducing employment metrics. 

The allocation of FTE and costs at a water and sewerage level requires a number of 

allocation assumptions to be made, but the expansion of this to an upstream service level 

with the inclusion of estimated contractor values results in an almost entirely arbitrary 

allocation which in our view is of little value.  

Line Item Definitions - existing and new tables 

There is a significant level of ambiguity in the additional line item definitions provided 

below the main tables. These are often simply a duplicate of the row description and 

provide little additional help as evidenced by the number of queries received by Ofwat in 

relation to the information request. This will inevitably lead to inconsistencies in companies’ 

reporting. We suggest that Ofwat works with companies, through RAWG, to refine the 

definitions further. 

Accounting Methodology Statements 

With the growth in the level of detail and complexity now required in the reporting tables, 

the ability to meaningfully inform stakeholders of the assumptions and processes 

underpinning completion of the tables is becoming increasingly difficult in this document. 

The look and feel of companies’ statements can be quite different, and in light of the 

changes to RAGs and the improvement in companies’ reporting since the introduction of 

accounting separation, we would challenge how useful the methodology statement now is. 

Clearly, other companies and Ofwat may feel differently and we would like to suggest that 

this matter is raised with RAWG for discussion. 


