
 

 

  

Consultation on regulatory reporting for the 2017-18 reporting year 

 

Response from Northumbrian Water Limited 

 

Questions relating to 2017-18 reporting 

 

Q1 Information on new connections and cost assessment 

 

Q1a Do you agree with expanding the APR with more tables to capture more granular 

cost data? 

 

We agree with the inclusion of table 2J in the APR, which will provide increased 

transparency to stakeholders in respect of network reinforcement and site-specific 

infrastructure. 

 

We accept the requirement to capture additional cost assessment data for PR19 

purposes but do not agree that this should be included within the APR.  The primary 

purpose of the APR is to report on our current performance in a transparent and 

accessible way.  The cost assessment information is for regulatory modelling purposes of 

interest to Ofwat rather than customers.  This could still be produced in a controlled way 

(see Q1b below) and published on websites for transparency without bringing the 

additional technical detail into the APR. 

 

Q1b Do you agree costs should be captured through a controlled process? 

 

Yes, we agree that the cost data should be captured through a controlled process, with 

appropriate assurance.  However, as mentioned in our response to Q1a above, we do 

not believe that it is necessary for this to be published in the APR. 

 

Q1c Do we have sufficient guidance and definitions for the additional line items 

provided? 

 

For tables 4J and 4K it would be helpful to provide further clarification on what could be 

reasonably classified as an atypical item, or some level of de minimus. 

 

Q1d What line items need further definition? 

 

No further comment. 

 



 

 

Q2a What are your proposed views on the changes to: Tax and non-appointed revenue 

(table 1A)? 

 

The tax changes appear reasonable. 

 

We do not support the request for additional analysis of non-appointed revenue in this 

table, or elsewhere in the APR. 

 

Q2b What are your proposed views on the changes to: Totex analysis (tables 2B, 4D, 

and 4E)? 

 

As we have stated in our response to previous consultations, we do not agree with 

attempting to retain concepts such as infrastructure renewals within regulatory reporting 

unless it has a clear purpose.  We do not therefore agree with the addition of rows 2B.5 

and 2B.6, or the equivalents in tables 4D and 4E. 

 

We agree with the addition of a row for infrastructure network reinforcement 

 

Q2c What are your proposed views on: Other minor changes? 

 

None. 

 

Q3 Do you agree that there will be some residual non-household retail activities (eg. 

Developer services and meter reading) for an incumbent that exits the non-

household retail market? 

 

Our view is that, having exited the non-household retail market, we would not expect to 

have any residual non-household retail activities.   

 

We intend to report developer services as a wholesale activity.  We intend to treat any 

meter reading provided to retailers as Non Appointed activity. 

 

Q4 Do we have sufficient guidance around cost allocation between business units? 

 

We are satisfied with the current guidance. 

 

Q5 Do we have sufficiently defined boundaries for water resources and bioresources? 

 

We are satisfied with the current guidance. 



 

 

Q6 Have we provided sufficient guidance for Average Pumping Head in table 4P 

(wholesale water non-financial data)? 

 

We are satisfied with the current guidance. 

 

Questions relating to Outcomes reporting 

 

Q7 Should companies accrue for future ODI rewards/penalties? 

 

Current IFRS accounting standards do not permit accrual of future revenue relating to 

ODI rewards or penalties.  We do not see any benefit in introducing this to regulatory 

reporting, as this would simply create a further difference between statutory and 

regulatory definitions. 

 

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 will provide comments on shadow reporting when we submit our 2016/17 data in 

August. 

 

Questions relating to small companies (RAG3) 

 

Q9 Do you agree with the proposal to raise the small company turnover threshold to 

£10.2m? 

 

We agree with this proposal. 

 

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 agree that RAG5 in its current form inhibits efficient bioresources trades from 

happening.  This is due to the requirement for an appointee to make a fully allocated 

average cost charge that is rarely lower than the marginal cost saving for a trading 

company for any trade to be viable.  In commercial markets, businesses frequently sell 

spare capacity at marginal rather than average prices. 

 



 

 

Q11a Which of our proposed options (Option A: incremental cost or above and Option 

B: incremental cost or above plus a margin) do you prefer and why? 

Q11b In the case of Option B, do you agree with our proposed approach to specifying an 

appropriate margin?  Please explain you reasoning and provide evidence where 

possible. 

 

We prefer a simple incremental cost approach.  Requiring an undefined margin would 

create uncertainty over whether a trade is complying with RAG5.  It could also undermine 

the incentive to trade, as the appointee margin would presumably be part of the revenue 

control.  An appointee will often be unaware of the ‘market price’ that a Non Appointed 

business may be charging and so have no idea on the level of margin that could be 

shared.  It is not clear to us that the Appointee has a right to know this Non Appointed 

information 

 

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? 

 

Provided incremental pricing is for spare capacity only, we do not envisage this would 

have an impact on new entry.  We suspect that any new entrant would also price on an 

incremental basis, with a baseload from a non bioresources market for example. 

 

Q13 Are there any other ideas that you propose, to improve regulation of transfer 

pricing for bioresources?  If so, please provide analysis and, where possible, 

evidence to support these. 

 

None. 

 

Q14 Are there any other matters which we should be taking into consideration 

regarding transfer pricing for bioresources? 

 

None. 

 

Q15 Do our changes have any implications for the rest of RAG5 or for activities other 

than bioresources? 

 

None at this stage. 

 

 



 

 

Additional Issues Noted for RAGs Consultation 

 

Q16 Should an additional line be added to table 1C in the non-current liabilities section; 

‘Deferred income – adopted assets’? 

 

We are not clear what benefit this would achieve and therefore would prefer not to add 

an additional row. 

 

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? 

 

This clarification would be helpful. 

 

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’? 

 

This clarification would be helpful, as long as it relates specifically to grants and 

contributions only. 

 

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?  

 

We report supervision fees in table 2E on the same row as the activity to which they 

relate, eg. requisitions, diversions etc. 

 

 

Northumbrian Water 

19 July 2017 


