
2017-18 RAG consultation (link) 

Q1 Appendix 1 contains new tables relating to (link to new tables): 

 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? 

 

 
New Connections: 
In respect of information on new connections (table 2J), we note that the cost information working group, 
in which we participated, considered what information should be collected on new connections and we are 
generally happy with the suggestions made.   
 

(a) The capture of more granular costs in the APR will improve transparency.  Table 2J, in particular, 
will help developers understand better how infrastructure charges fund infrastructure network 
reinforcement and should help build trust and confidence between developers and water 
companies. 

 
(b) Costs should be captured through a controlled process so that customers have confidence in the 

APR process. 
 

(c) It would be much clearer and there would be less scope for confusion if each line of each table 
was defined both with and without reference to other lines in other tables. For example, line 2J.1 
“excludes capital expenditure on new or upsized distribution and trunk mains that is captured in 
4D.14, 4D.15 or undertaken by third party capex”.  We think it would be helpful to include the 
actual definition of 4D.14 and 4D.15. 

 
Cost Assessment: 
We welcome the regular collection of cost assessment data, and agree it should have the same level of 
guidance and undergo the same level of assurance as section 4 of the APR. This will systemise its collection 
and ensure a more efficient process of assurance. 
 
It does not need to (nor should it) be part of the APR to accomplish this. Its inclusion within the published 
documents will increase their length, complexity and reduce laypersons comprehension by overloading 
them with additional data. 

 

Q2 What are your views on the proposed changes to the existing tables in Appendix? 
 
Specifically: 

a) Tax and non-appointed revenue (table 1A) 
b) Totex analysis (table 2B, 4D and 4E) 
c) Other minor changes 

 

We agree with all the proposed changes. 
 
 

http://www.ofwat.gov.uk/consultation/consultation-regulatory-reporting-2017-18-reporting-year/
http://www.ofwat.gov.uk/publication/proforma-tables-2017-18/


 

Q3 Do you agree that there will be some residual non-household retail activities (for 
example developer services & meter reading) for an incumbent that exits the non-
household retail market? 

 

Incumbent companies that exit the market are still likely to incur the cost from providing retail services to 
developers if they choose to provide the service though their incumbent companies. 
 

 

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

We are happy with the current guidance on allocating costs between business units. 

 

Q5 Do we have sufficiently defined boundaries for water resources & bio resources?  

Water Resources 
The revised diagrams in Appendix 2 of RAG 4.07 are useful in clarifying the boundaries between Water 
Resources and Network +.  For completeness, it would have been good to include a diagram of a borehole 
site. 
 
The definitions in the tables in section 2 are sufficiently clear, except for one minor point about the 
meaning of the word “new” in the paragraph below for which we would welcome clarification.  We assume 
all these activities in relation to existing sources are also part of Water Resources. 
 
“The water abstraction service includes activities related to the identification of new sources, 
including catchment management, licence management, management of schemes in 
accordance with acts of parliament and other legal obligations, and the abstraction 
infrastructure which may include pre-treatment where it is upstream of raw water distribution.” 

 
Bio-resources 
The boundaries make sense to us and we feel they are in a good place in order to run SludgeCo. under a 
separate price control.  
 
The only exception is that the current boundary definitions are fairly silent on measuring equipment; they 
are tiny assets in terms of cost but big in terms of value (as they will be required for charging mechanisms). 
More explicit guidance on the ownership of these would be beneficial. 
 
 

 

Q6 Have we provided sufficient guidance for average pumping head in table 4P?  

Appendix 1 of RAG 2.07 provides guidance on how to allocate pumping head between Water Resources 
and Network plus for situations where borehole pumping crosses the boundaries between price controls.  
The proposed approach is a simplification of the actual split of head (and thus pumping costs), as pumping 
head is actually related to the difference in water levels and friction losses in the pipelines, not the 
differences between pump level, ground level and top water level.   
 
Nevertheless, the guidance is clear and the impact of the simplification may not be material. 
 
 
 
 
 
 

 



Q7 Should companies accrue for future ODI revenue rewards / penalties?  

We have discussed this with our auditors, and the view was that this is not supported by current 
accounting rules. If we were to do this they would not be able to sign of our accounts.  

 

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 have no issues with shadow reporting these numbers, as long as it is clear that they do not reflect 
performance against our current performance commitments. 
 
This is as we are developing data improvement plans to enable us to meet the requirements of the best 
practice guidelines.  Until these have been delivered, the confidence grade associated with our shadow 
estimates will be low and there will be uncertainty associated with our 2016/17 (and likely 2017/18) 
shadow values.  
 
It is likely that other companies will be in a similar position and therefore we have concerns about the 
shadow estimates being used as a comparative metric.     

 

Q10 Does RAG5, in its current form, inhibit efficient bio resource trades from happening? 
If so, please explain why and if possible, provide evidence. 

 

The existing RAG 5 need not inhibit trading. To avoid unintended consequences Ofwat could, instead of 
amending RAG5, issue guidance on how it would expect companies to apply the principles in RAG5 to bio-
resource trades. 

 

Q11 a) Which of our proposed two options (option A: incremental cost or above 
and option B: incremental cost or above plus 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 consider that the arguments made in favour of option B are sound.  Until a thriving market in 
bioresources develops, market testing will not be possible and a rule-based method of pricing is 
most appropriate. 

 
(b) Setting a price based on incremental costs plus a margin should ensure that price is cost-

reflective.  You provide, in RAG5, a definition of incremental cost but it might be more helpful to 
provide companies with a worked example so that this definition is adopted consistently.   
 
At PR14, Ofwat set a rate of return for the regulated business, which could provide the lower 
bound of an appropriate margin, when regulated assets are used in sludge trading activities.  The 
margin set should take into account the margins achieved by non-regulated other organic waste 
providers and the level of investment and risks incurred by the regulated and non-regulated 
businesses since profit margins incentivise enterprise and investment by providing an appropriate 
return.  The simplest method (of allocating the margin between the two businesses on a 50:50 
basis) is probably most appropriate while the market is in its infancy. 
 
We consider all of the above should be added as guidance rather than a amendment to RAG5. 



 

Q15 Do our changes have any implications for the rest of RAG 5 or for activities other 
than bio resources?  

 

As above in Q10 we think that to avoid unintended consequences RAG 5 need not be changed but that 
additional guidance is issued. 

 

 


