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Introduction

Rob Lee

Official
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• Purpose of the day

• Housekeeping

Introduction
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Agenda

Time Description Lead

10:15 Coffee and registration

10:25 Introduction Rob Lee

10:30 Cost assessment David Young (OFWAT)

Phil Trussell (Anglian Water)

11:30 Refreshment break

11:45 • Review of 2016-17 APR

• Grants and contributions – reminder

• Net debt – table 1E

• Forward look to 2017-18 APR

Jenny Ngai

Gayle Webb

Martin Malinowski

Rob Lee

12:45 Lunch

13:30 IFRS 16 - leases Dave Rogers (United Utilities)

13:40 General application questions (please 

submit questions in advance)

Rob Lee

13:50 Data capture system Hanif Jetha

14:00 • LTVS

• Financial flows metric

Elinor Mathieson

Martyn Andrews

15:00 Water resources Peter Hetherington, Thames Water, 

Northumbrian Water

15:25 Reporting separate controls after 2020 Alison Fergusson

15:40 Wrap-up; feedback and next steps Rob Lee
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Ofwat – Cost Assessment 

David Young, Principal

RAWG - 8th February 2018
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Regulatory Accounts Working Group – 8th February

10.30am to 11.30am

Agenda:

1. Introduction (David Young)

2. Update on Process (David Young) – 5 mins

 Update on 2017 Cost Assessment Information

3. Brief feedback Average Pumping Head (Paul Martin) – 5 mins

4. Presentation from Anglian (Phil Trussell and Richard Goodwin) 

5. Q&A

Agenda for Cost Assessment



Trust in water 7

Average Pumping Head Update

Paul Martin

February 2018
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Average Pumping Head Findings
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Comparison of Jul & Dec CA17 submissions

CA Jul 17 m.hd CA Dec 17 m.hd Movement m.hd

CA Jul 17 CA Dec 17 Movement

m.hd m.hd m.hd

AFW 152.03 125.39 -26.64

ANH 162.17 162.17 0.00

BRL 152.45 189.95 37.50

DVW 222.61 222.61 0.00

NES 105.50 105.50 0.00

NWT 78.00 73.26 -4.74

PRT 152.57 68.08 -84.49

SES 188.76 187.12 -1.63

SEW 157.94 157.94 0.00

SRN 285.88 155.05 -130.84

SSC 177.72 173.88 -3.84

SVT 152.80 152.95 0.15

SWB 138.36 132.86 -5.49

TMS 127.80 103.16 -24.65

WSH 159.53 155.91 -3.62

WSX 131.10 129.65 -1.46

YKY 126.45 122.92 -3.53

Period 2011-17
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- Overall a majority improvement in the submitted data.
- Some major issues addressed, resulting in some significant changes.

- The ‘Denominator’ is now the flow through each price control sub unit 

(Abstraction, Transport, Water Treatment & Treated Water Distribution) so 

includes waste, and not the universal use of DI.
- Therefore overall figures should reduce. 

- This is the case for most Companies, but not all:

- ANH, DVW, NES, SEW and SVT, no or little movement

- BRL increased substantially

- Further Industry reporting improvements are expected for APR18 and 

beyond
- Some companies acknowledge that there is more to do to improve reporting

Headlines and Next Steps
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www.ofwat.gov.uk

Twitter.com/Ofwat

Thank you and questions
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Refreshment break

OFFICIAL 
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Review of 2016-17 APR

Jenny Ngai

OFFICIAL 



Trust in water 26

APR observations

• 1A – YKY commentary gave further transparency on table 

1A adjustments between stats and APR

• 1E – ANH good commentary reconciling APR to IFRS

• 1E  - YKY commentary for subsidiaries re interest and 

dividend flows

• 2C – ANH and WSH useful commentary for retail actual 

versus FD, in particular links with non-financial information

• 2D – SWT reconciliation of depreciation charge

• 2I – ANH and WSX good commentary on income 

performance

• Tax commentary – SVT an easy to find, concise 

commentary

• Tax reconciliation note comparing actual to FD – SRN 

clearly explained a complex reconciliation 

• Still having issues with electronic files not reconciling to published 

APRs

• Issue noted in Bioresources RCV allocation data tables, base versus 

enhancement in tables 2B, 4D, 4E
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Review of transactions with associates

Reminder of RAG 3.09

6.2.1 The licence requires that all transactions between the appointee and its associated 

companies must be disclosed and if any single transaction exceeds 0.5% of the turnover 

of the appointed business (or £100,000 if greater) it should not be aggregated.

6.2.3 Transactions may be aggregated with any other similar transaction in the same category 

with the same associated company (unless prohibited by the 'single transaction' rule in 

para 6.2.1).

6.2.4 Additionally where more than one associate company has transactions which are below 

the threshold then these should not be amalgamated such that there becomes a 

disclosure between the appointee and ‘various’ associates, even for common transaction 

types. 

6.2.6 Amounts disclosed should not be rounded below the £1000 level e.g. £0.652m rather 

than £0.7m.  

6.3.1 The following details should be included in the published annual performance report:
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Review of transactions with associates

Review of 2016-17

Our review of 2016-17 APR’s highlighted that some companies are still not 

following the RAGs in this area.

• Three companies have disclosed amounts where £m values are rounded

to 1dp.

• Three companies did not follow the transfer pricing table template fully in

its APR.

• Some companies have amalgamated several transactions together and

was >0.5% of turnover material threshold, but it was not clear if any single

transaction exceeded the 0.5% materiality threshold.

• One company has amalgamated several associates together

In general, companies reported Terms of supply using a wide variety of 

wordings i.e. actual costs, negotiated, pass through, other market testing, 

employment costs, contract price, recharge of costs, no market, competitive 

letting, cost, third party, market tested, recharge of appropriate costs, cost 

allocation, monopoly provider, benchmarking, competitive tender, or cost pass 

through, with no further detail behind it.  
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Review of transactions with associates

Illustrative example 

Appointee has 5 associates, 3 of which (A, B and C) form a sub-group with A 

being parent to both B and C. Appointee turnover is £400m, so RAG 5 

threshold is £2m.

Bad practice disclosure note

Associate 

Company

Service Provided Turnover of

Associate

£m

Terms of

Supply

2016-17

Value

£m

A Ltd and

subsidiaries

Waste treatment, transport,

accommodation, insurance,

laboratory, central services, staff costs

33.5 No market 7.9

D Ltd Information systems, transport, staff costs, 

central services 

15.9 No market 3.8

D Ltd Accommodation 15.9 No market 2.1

E Ltd Staff costs Nil No market 0.9
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Review of transactions with associates

Good practice disclosure note

OFWAT regulatory accounting guidelines require disclosure of all transactions between the 

appointee and its associated companies.  Additionally any single transaction in excess of 

0.5% of turnover (i.e. £2.000m) is disclosed below.

Associate 

Company

Service Provided Turnover of

Associate

£m

Terms of

Supply

2016-17

Value

£m

A Ltd Power, transport, laboratory 23.995 No market – actual costs 

recharged

2.9141

A Ltd Directors costs, HR, payroll, Occ 

H&S

23.995 No market – costs allocated 

by time allocation

0.650

A Ltd Insurance 23.995 Negotiated price 0.350

A Ltd Internal audit 23.995 Tendering 0.200

B Ltd Power, transport, Directors costs 7.021 No market – actual costs 

recharged

1.200

B Ltd Insurance 7.021 Negotiated price 1.050

C Ltd Directors costs, HR, payroll, Occ 

H&S

2.505 No market – costs allocated 

by time allocation

1.041

C Ltd Insurance 2.505 Negotiated price 0.500

D Ltd Information systems, HR, payroll, 

Occ H&S

15.903 No market – costs allocated 

by time allocation

3.3011

D Ltd Transport 15.903 No market – actual costs 

recharged

0.520

D Ltd Accommodation 15.903 No market – costs allocated 

by FTEs

2.140

E Ltd HR, payroll, Occ H&S Nil No market – actual costs 

recharged

0.931

[1] No contracts individually exceed the threshold of £2.000m.
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Grants and contributions - reminder

Gayle Webb

OFFICIAL 
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Reporting of grants and contributions (G&C’s)

Our review of 2016-17 APR’s highlighted that some companies are still not 

following the RAG’s in this area and several queries were raised.

Errors included,

• G&C’s accounted for as revenue in the statutory accounts, not adjusted 

out of revenue in APR. (Or adjusted in Table 2A instead of 1A)

• Use of wrong lines in table 2I to include G&C’s.

• Inconsistencies between G&C’s in table 2E and 2I.

The following slides set out the correct approach. It is important that 

companies correctly report G&C’s received, to ensure that Table 2I (Revenue 

reconciliation) correctly calculates any over or under recovery compared to 

FD allowed revenue. Inputs from this table are used to drive WRFIM 

calculations. (If companies need to correct errors in reporting in previous 

years please provide narrative in WFRIM reconciliation tables.)

Note – Stress importance to get reporting correct as it feeds the WRFIM 

reconciliation which will be assessed as part of the IAP.
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Step 1

If any G&C’s are accounted for as revenue in your statutory accounts, 

this must be adjusted out of revenue in Table 1A and moved to other 

income line. (Using highlighted inputs.)
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Step 2

In table 2I, any G&C’s must be only be brought in the table in the grants 

and contributions line (line 20). They must not be reflected in any other 

line, such as third party revenue.



Trust in water 35

Step 3

Table 2E should contain all grants and contributions – accounting 

treatment does not matter. No distinction between revenue and capital. 

The total of the 4 highlighted cells should be reflected in line 20 of Table 

2I.
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Step 4

Table 2I G&C’s (line x) should contain all price control G&C’s (connection charges, 

infrastructure charges and requisitions) This should be consistent with the appropriate lines 

in Table 2E, again accounting treatment does not matter. For a full list of income and 

whether it is in or out of the control please see Appendix 1 in RAG4. You have any income 

and are unsure whether it falls in or out of the price control please ask.
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Inconsistent debt reporting issue

Martin Malinowski

Official
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The issue of inconsistent cost of debt reporting…

Debt costs are an important input to our financial modelling, and consistent reporting is important 

to ensure equal treatment of companies, as well as maintaining external trust in the robustness 

of our analysis. 

OUR PREFERRED OPTION

The issue: Company-level ‘indicative weighted average nominal interest rate’ varies by 

+0.5% to -1.0% when comparing figures across these two submissions:

May 2017 “App20”- equivalent 

table

(for 31 March 2017)

Table 1E from 2016/17 APRs

(for 31 March 2017)

Description of submission: 

• Table containing granular-level

detail of individual debt 

instruments, swaps and other 

debt-like securities

• Some summary-level data (e.g. 

weighted average nominal 

interest rate)

• Table containing summary-level

detail on companies’ net debt:

Some possible factors could be: 

1. Different assumptions: For instance 

over what the right LIBOR/RPI/CPI 

assumption assumption is to use is (e.g. 

FY average vs. year-end)

2. Different calculation rules: For instance, on 

whether indicative weighted average nominal 

interest cost includes swap costs or not. 
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… and a potential solution:

Going forward, our proposed solution is a single submission which shows linkages between 

Table 1E and companies’ granular instruments listed in Business Plan Table App20, making 

assumptions that feed into indicative weighted average nominal debt costs more explicit. 

• Table 1E and App20 linked together as one workbook used to inform APRs and submitted to

Ofwat.

• Summary figures from Table 1E to be derived using the granular data from individual

instruments in Business Plan Table App20, and some other inputs not reported in that table

(e.g. cash balances).

• Assumptions for CPI, RPI and LIBOR used as an input to inform indicative nominal interest

costs, with guidance providing consistency on where to derive the assumption (e.g. FY year-

end value)

• An identical figure for “indicative weighted average nominal cost of interest” featured in

App20 and Table 1E (feeding from the same assumptions).

• Same App20 table submitted later in the year with business plan table submissions as

normal

Details of proposed solution:

Discussion point: What are your views on our proposed solution? Is it the best way to resolve 

the consistency issue?  
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Forward look to 2017-18 reporting

Rob Lee

Official
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Our objectives for WRMPs (what we’re trying to achieve)2017-18 reporting

On 16 November 2017 we published IN 17/08. This gives the annual update for the 2017-18 APRs. 

Some reminders and clarifications for this year’s reporting.

Annual performance report to be published by 15 July 2018

Grants and contributions 

We have clarified the definition of ‘revenue’ in the annual 

performance report following previous changes intended 

to prohibit the recognition of grant income as revenue. 

This better captures the breadth of company accounting 

treatments in this area. 

New connections, table 2J

Bioresources transfer pricing

Disclosure requirements expanded and clarified for: 

• transactions with the non-appointed business and 

associate companies; 

• non-appointed revenue analysis; 

• corporation tax – including disclosure for group relief 

transactions; and 

• return on regulatory equity (RORE). 

Cost assessment tables 
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Lunch 1245-1330

Official
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IFRS16 – leases

Dave Rogers

Regulatory Accounting Manager

United Utilities

Official
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Regulatory accounting impact of IFRS 16 – Leases
Summary

FOR 

INFO 

• IFRS 16 will cause a proportion of totex not to be reportable as totex. Adjustment is required to ensure 

companies can recover future rentals on existing operating leases from 2019/20

 c£120m NPV impact for UUW

• Assessment of efficient totex for AMP7 will reflect historic accounting for operating leases (as annual opex), 

which will tend to understate future totex requirements (as equivalent leases will be capex)

 IFRS 16 will result in an upward pressure on costs in AMP7 relative to recent history

• We will be required to report Direct procurement assets as appointee capex and net debt

 Resulting impact on appointee financials and ratios needs to be recognised
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Regulatory accounting impact of IFRS 16 – Leases
Background and impact of change

FOR 

INFO 

Currently the regulatory accounting for leases is aligned to IFRS reporting, for the two types of leases:

• Operating leases 

– IFRS: annual rental costs are reported within opex, no balance sheet impact

– Regulatory: consistent, annual rental costs are reported within opex/totex with no impact on RCV 

• Finance leases 

– IFRS: the value of lease asset recognised within capex at lease inception, with a ‘Right-of-use’ (ROU) 

asset and lease liability recognised as borrowings on the balance sheet (no opex impact)

– Regulatory: consistent, the value of lease asset recognised within capex/totex at lease inception, and 

hence would be added to RCV (no subsequent impact on totex)

– Both operating leases (through opex) and finance leases (through capex) allow for cost recovery through totex

From 1 April 2019, IFRS accounting will change with all leases (including existing leases) being treated as 

Finance leases

– Creates a transitional issue for existing operating leases which switch to finance leases from April 2019, as the 

remaining value will be added to fixed asset but with no recognition as totex – impact on UU of c.£120m

– Need to ensure future totex allowances assessed on a capitalised view of operating leases, rather than simple 

cash flows
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Current operating leases – beyond April 2019
• UU will have a substantial amount of operating leases at April 2019 - c£300m contracted future rentals/ c£120m 

NPV

• Under IFRS16 there will be a transitional ‘opening balance sheet’ adjustments on 1 April 2019:

- c£120m Right of Use (ROU) asset

• Regulatory reporting, under current RAGs, will be ‘blind’ to this atypical transitional adjustment, with no 

corresponding adjustments being made to the RCV 

• The ongoing c£4-5m annual lease payments will no longer flow through opex/totex, being treated instead as 

finance charges and repayments of debt

• As such, there would be no recognition in totex for the c£300m of contracted future lease payments

 This is an unintended consequence of an accounting change

• To recover the £300m of future rentals, which has a present value of £120m, requires regulatory adjustment (see 

next slide)

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25

Operating costs 5.0 4.4 4.4 4.4 0 0 0 0 0 0

IFRS16 Fixed asset 

adjustment 120.0

Cashflow statement -5.0 -4.4 -4.4 -4.4 -4.4 -4.4 -4.4 -4.4 -4.4 -4.4

FOR 

INFO Regulatory accounting impact of IFRS 16 – Leases

Recorded in 

totex

Not recorded in 

totex

Still have ongoing cash 

payments, not recorded in 

totex

Fixed asset adjustment, not 

addition, hence not recorded in 

capex
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Options to avoid any issues with transition

Proposed solution: Add resulting increase in fixed assets to assumed AMP7 totex at PR19

• Add fixed asset increase (c£120m for UU) into assumed AMP7 totex. The fixed asset increase is a cost which 

cannot be reported as totex, so logical to treat as “non-menu totex”, similar to previous treatment of pension deficit 

costs

• As increase in fixed assets occurs in 2019/20, treat it as “transitional investment”

 Alternatively, defer IFRS 16 transition so recorded directly in capex/totex in AMP7

 A midnight adjustment to RCV at 31/03/2020 would have the same effect (similar to CIS model adjustment to 

RCV)

• For the avoidance of doubt, the above solution would be value neutral vs. no change in accounting standards

Why not just allow 2019/20 fixed asset increase to be reported as totex in AMP6?

 Relates to future lease payments so it is more logical to include as part of AMP7 spend

 Companies weren’t aware of this accounting change at PR14

 By recognising this in totex, it would create an erroneous totex overspend in AMP6

FOR 

INFO Regulatory accounting impact of IFRS 16 – Leases
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Regulatory accounting impact of IFRS 16 – Leases
Future totex allowances for new leases

FOR 

INFO 

– Operating leases currently assessed based on simple cash flows through opex

– Finance leases currently assessed based on capitalised amounts recognised through capex

– As all leases effectively treated as finance leases going forward, need to ensure future totex allowances 

assessed on a capitalised view of operating leases, rather than simple cash flows

– Creates upwards price pressure on AMP7 totex relative to AMP6

– e.g. a new 20 year operating lease rental from 01/04/2020 of £1m per annum would be accounted for as shown 

below:

2020/21 2021/22 2022/23 2023/24 2024/25

Capital expenditure 20 0 0 0 0

Operating costs 0 0 0 0 0

Cashflow statement -1 -1 -1 -1 -1

Allowance previously based on 

simple cash flows i.e. c£1m per 

year

£20m recorded in 

capex/totex in 

2020/21*

*Ignores discounting for simplicity, actual value would be the net present value of the £20m total cashflows

No change in allowance would result in 

AMP7 overspend of c£15m in this 

example
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FOR 

INFO 

• Ofwat expects that DPC assets and payments do not flow through appointee totex

• However, under IFRS 16, likely that most DPC assets will be classified as a lease 

– Classification dependent on whether company has the right to substantially all the economic benefits and 

the right to direct the use of the asset 

• Under current RAGs, this results in DPC assets being recorded in capex/totex and net debt

• e.g. a new DPC asset built by a 3rd party, £400m NPV and £20m annual rentals commencing 01/01/2024, 

would include the following regulatory accounting entries:

Regulatory accounting impact of IFRS 16 –
Leases
Impact upon direct procurement

2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30

Capital expenditure 0 0 0 400 0 0 0 0 0 0

Lease liability 0 0 0 400 Slowly unwinds over time through lease payments less interest

Operating costs 0 0 0 0 0 0 0 0 0 0

Cashflow statement – revenue collected from customers 0 0 0 20 20 20 20 20 20 20

Cashflow statement – lease rental payments 0 0 0 -20 -20 -20 -20 -20 -20 -20

£400m recorded in 

capex/totex in 

2023/24

Assumes we collect revenue from 

customer equal to annual lease 

payment

£400m recorded in 

liabilities in 2023/24 –

increases net debt
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FOR 

INFO 

• Adverse impact on financial ratios

• Lease liability will be reported in debt

 In DPC example on previous slide would increase net debt by c£400m in 2023/24

• Needs to be considered in financial models and metrics at PR19

• Important to have clarity on this issue prior to PR19 business plan submissions

 Companies need to confirm plan financeable as part of business plan submissions

 Could impact on companies’ assumptions for the use of DPC at PR19

Regulatory accounting impact of IFRS 16 –
Leases
Impact upon direct procurement
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Questions for OFWAT on 2017-18 reporting 

(previously submitted)

Official
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Questions

Question Answer

BRL - It said we need to publish table 3S 

Performance Commitment shadow reporting. 

Was this intended?

No – tables 3S only needs to be submitted to 

OFWAT, not published.

SRN - Table 2E – other contributions are now 

split between “price control” and “non-price 

control” – we are uncertain as to what would 

go in the non-price control line, would it be 

possible to provide examples?

We included this split following feedback that 

the previous disaggregation did not work in 

terms of linking to table 2I.

Can companies offer examples?

NES - Improving transparency concerning 

financial flows - IN17/08 states that ‘We are 

developing an appropriate metric to enable 

consistent reporting on a trial basis for 2017-

18.’ Can you provide an update on this and 

when will we receive notification of what is 

expected?

Will be covered in afternoon session.

NES - Data Capture System – the PR19 

methodology states that a version of the new 

online portal will be released to allow 

submission of 2017/18 APRs. When is this 

expected to be available?

Will be covered in afternoon session.
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Follow on query in response to question 3 of the RAG consultation;

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? 

We think that there is scope for reclassifying the activities that are currently considered to be “residual 

non-household retail” for those companies that have exited. 

Severn Trent Water completed the disposal of their non-household retail activities to Water Plus (a joint 

venture with United Utilities) during 2016/17 in advance of the market opening on 1 April 2017. 

However, certain activities which are classified as non-household retail under RAG 2.06 remained 

within Severn Trent Water. These activities were performed by Severn Trent Water wholesale teams 

and recharged to retail under the requirements of RAG 2.06. These were recorded in the Severn Trent 

Water non-household retail price control.

• Investigatory visits / first visit to the customer where the cause of investigation is not a network issue

• Developer services costs in relation to providing information and administration for new connections

Question – retail non-household activities

Recap what RAG4.07 classifies as retail – as per PR14
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Question – retail non-household activities

Classification of retail costs according to RAG 4.07 – table 2C definitions

Line description Non-household definition

2C.1 Customer 

services

The costs associated with providing the following services for non-household 

customers. 

• Billing. 

• Payment handling, remittance and cash handling. 

• Non-network customer enquiries and complaints. 

• Network customer enquiries and complaints. 

• Investigatory visits (where the cause of the investigation is not a network 

issue) 

Excludes customer services costs incurred in providing services to a third 

party’s customers (eg. where a WoC bills and collect payment on behalf of a 

WaSC).

2C.4 Meter 

reading

Costs associated with meter reading for non-household customers – including 

ad hoc read requests, cyclical reading, scheduling, transport, physical reading, 

reading queries and read processing costs, managing meter data plus 

supervision and management of meter readers. 

Income from meter reading commission should be netted off these costs. 

Excludes costs associated with meter reading for third parties. 
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Question – retail non-household activities

Line description Non-household definition

2C.5 Services to 

developers 

The operating costs of providing services to developers, to include: 

• provide developer information – deal with questions from developers 

where physical aspects of infrastructure are required to change, 

investigate and advise on implications; 

• provide connections for developers –including project management, 

contracting with third parties; and 

• administration for new connections. 

2C.6 Other 

operating 

expenditure 

Any other operating costs (ie, excluding interest and taxation) incurred 

serving non-household customers, on an aggregated basis. 

Include the costs of (among other costs): 

• provision of offices; 

• insurance premiums; 

• disconnections; 

• demand-side water efficiency initiatives; 

• customer side leaks; 

• other direct costs; 

• general and support expenditure; 

• local authority rates; and 

• other business activities. 
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Question – retail non-household activities

Rationale;

The wholesaler can bill the retailer for a customer visit where the 

problem was NOT of a network nature [e.g. a low pressure report which 

was actually being caused by a fault with a pipe within the customer 

boundary]

Investigatory visits 

(where the cause of 

the investigation is 

not a network 

issue) 

The operating costs of providing services to developers, 

to include: 

• provide developer information – deal with questions 

from developers where physical aspects of 

infrastructure are required to change, investigate and 

advise on implications; 

• provide connections for developers –including 

project management, contracting with third parties; 

and 

• administration for new connections. 

Rationale;

In the first instance, the owner of a 

new non-household premises would 

contact the retailer (who may not 

be the ‘incumbent’, e.g. a 

supermarket chain that uses a 

single retailer for sites across 

England). 
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Question – retail non-household activities

• disconnections; 

• demand-side water efficiency 

initiatives; 

• customer side leaks

Rationale;

Disconnections would be initiated by the retailer, could be 

a request from the customer or due to non-payment of 

charges

Demand-side water efficiency initiatives and customer 

side leaks– note the different treatment between 

household and non-household in RAG4. This would be 

based on the assumption that a non-household retail 

service could include initiatives to increase water 

efficiency and offer services such as leakage detection.

Household Non-household

- disconnections

net retail expenditure on 

demand-side water 

efficiency initiatives

demand-side water 

efficiency initiatives

net retail expenditure on 

customer side leaks

customer side leaks
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Data capture system pilot

Hanif Jetha, Senior Associate
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The overall aim is to replace current spreadsheet tables with an 

online portal for Ofwat data collections.

Ofwat

• Faster data capture – integration with our database

• More automation/ less reliance on manual input

• Easier to create data collections

• Automatic query logging

• Better data validation

Companies

• Easier to complete data submissions than Excel templates

• Better communication of queries

• Permissions control to give companies control over users and 

sign off

• What else would be useful to companies?

Aims of the Data Capture System
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March 2017 - First release of DCS

March 2017 – User feedback

March to June 2017 – work with two trial companies to work with to 

test the system (we are looking for one WOC and one WASC)

July 2017 – submission of the APR 2016-17 (or part of the APR)

August 2017 to December 2017 – Further development of DCS 

with a wider group of volunteer companies.

December 2017 – Final release of DCS

Early 2017 – roll out to companies ahead of APR 2017-18 and 

PR19 business plans

Development timeline (shared with RAWG Feb 2017)
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Long Term Viability Statements

Elinor Mathieson - Principal

Shifali Aggarwal - Interim

08 February 2018
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Introduction – Long Term Viability Statements (LTVS)

• Each Company’s Board is responsible for efficient operation of the company and for 

ensuring that the company is financially resilient  - i.e.  has the ability to cope with, and 

recover from disruption.

• The requirement for all listed companies to produce a LTVS was introduced as part of 

the UK Corporate Governance Code in 2015. 

• Ofwat have extended this requirement to cover all WaSCs and WoCs.

• The LTVS is a statement made by a company’s board which sets out that the board has 

undertaken procedures to satisfy themselves that the company is financially viable over 

the long term. 

• We have reviewed the 2015/16 and 2016/17 APRs and have challenged those 

companies who have not looked forward atleast 5 years.

• We have also been reviewing the quality of the statements published in the 2016/17 

APR and have identified areas where further clarity is required. 
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Key concerns - 2016-17 viability statements 

• Some companies have only looked forward 3 years when completing their LTVS

• Unclear approach to LTVS assessment methodology across a wide range of companies

• Insufficient details on the choice of stress tests and variable bounds applied

• Link between risk assessment and stress testing not clearly articulated  

• Only a few companies have made a reference to outcomes of stress testing and 

mitigating actions 

• Internal/external review processes and level of reporting not detailed
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Expectations from companies – Additional guidance 

• Further guidance to be issued before the end of March 2018. 

• Companies should clearly explain the approach they have taken in making their 

assessment and follow best practice:

• Reasons for selecting appropriate time period;

• Linking the wider risk assessment to the assessment of long term viability; 

• Identification of appropriate stress tests (severe, plausible and reasonable scenarios) 

to cover principal risks facing the business over short and long term;

• Explaining impact of the stress tests on the company’s ability to maintain financial 

metrics / credit rating/ ability to service debt;

• Clearly setting out the management’s action plan to address any concerns;

• Ensuring that companies take account of the impact of the actions of other group 

companies in their assessment; 

• Use third party assurance per latest CMF review;
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Next steps

• Publish new guidance (IN) by end March 2018

• Companies to publish 2017-18 LTVS in July 2018 

• Ofwat will look at the LTVS as part of the CMF assessment

• Companies to explain how they are financially resilient in their PR19 submissions 

• We will assess company submissions on resilience in the IAP
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Q&A
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RAWG Meeting

Financial Flows Metric

Keith Mason – Senior Director

Martyn Andrews - Director

08 February 2018
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• Transparency is increasingly important

• Capital structures and financing arrangements have become more complex 

and opaque since privatisation.

• Jonson Cox’s challenge to Thames Water in June 2017

‘Transparency and clarity about the financial returns to the company’s

investors each year. This requires a clear comparison in the annual 

report between the financial flows under the complex highly-leveraged

structure the company has chosen and what those returns would be

under the more conservative structure we use for assessing 

all companies’

Why is this needed?
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• Created a working group of five company CFOs to look at certain financial 

issues

• Looking to develop a metric that allows us to compare cash flows under a 

companies’ notional capital structures (used for setting price limits) with its 

actual capital structure.

• Agreed to build on RORE concept.

How developed?
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• Tabular metric supported by complementary narrative

• Comparison of RORE expected at a price review for a company with a 

notional capital structure through to the actual RORE with its actual capital 

structure.

• The actual and FD RORE are then linked to the forecasted and actual 

dividend yields. 

• Uses a three column approach:

• Notional returns/Notional capital structure

• Actual returns/Notional capital structure

• Actual returns/Actual capital structure

• Reports in both percentages and absolute values

So what is it?
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Under the “three column approach”.  

 The first column shows the expected RORE from the PR14 final determination based on the notional 

capital structures.

 The second column analyses the actual returns across various elements (base, financial, totex and ODIs) 

again based on the notional capital structure.

 The third column uses the actual return analysis from the second column but bases this on the actual 

capital structure rather than the notional one.

For the purpose of explanation the pro forma shows the same three columns with the 

absolute numbers.  It is likely that the published metric will only show the percentage 

version (since RORE is expressed as a percentage).

The financing element is split further into a number of components because these 

are the key ones in understanding the movement from expected return on a notional 

structure to actual returns on the actual structure.   

 The “gearing” component shows the effect on returns of gearing up i.e. the impact in simple terms of 

replacing equity with debt.

 The “cost of debt” and “swaps” elements shows the comparison of costs assessed at FD with actual costs.  

Similarly for the “group relief” and “reduction in corporation tax” elements.

So what is it?
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Worked Example

To be confirmed

Yorkshire Notional returns Actual returns Actual returns Notional returns Actual returns Actual returns

2016-17 Notional regulatory equity Notional regulatory equity Actual regulatory equity Notional regulatory equity

Notional regulatory 

equity Actual regulatory equity

% % % £m £m £m

Base equity return 5.7 3.6 5.7 117 74 74

Note: Equity base (£m) 2,071 2,071 1,309

Financing:

Gearing 0.0 1.1 1.8 - 23 23

Reduction in C Tax 0.0 0.0 0.0 - 0 0

Group relief 0.0 0.3 0.5 - 7 7

Cost of debt 0.0 -0.7 -1.1 - (15) (15)

Hedging instruments 0.0 -1.3 -2.1 - (28) (28)

Sub total 5.7 3.0 4.7 117 62 62

Totex outperformance 0.0 0.8 1.3 - 17 17

ODI outperformance 0.0 0.3 0.5 - 7 7

Retail out/(under)performance - 0 0

Total earnings 5.7 4.1 6.5 117 85 85

RCV growth 2.2 2.2 2.2 45 45 28

Total shareholder return 7.8 6.3 8.7 162 130 114

Retained value 3.8 1.4 3.8 162 66 49

Net dividend yield 4.0 4.9 4.9 0 64 64

Total dividends

Net dividend yield 4.0 3.1 4.9 83 64 64

Round trip' dividend 0.0 3.1 4.9 0 64 64

Total 4.0 6.2 9.8 0 64 64
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• Metric will form part of APR for 2017-18

• Will be in ‘shadow’ form for this year– not a formal part (no audit/assurance 

required).

• Likely to develop longer time trend (starting 2015-16). 

• Ofwat to provide initial template

What is expected?
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www.ofwat.gov.uk

Twitter.com/Ofwat

Thank you and questions
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Water resources – RAG discussion

Peter Hetherington, Simon Harrow

OFFICIAL 
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What we are going to cover

• Background: Why the water resource definition matters?

• Our position in final methodology

• Water resources boundary definitions in RAG 4.06

• Practical example – Desalination (Thames Water)

• Practical example – Effluent reuse (Northumbrian Water)

• Open discussion
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Background: Why the water resources definition matters?

Water resources boundary

• In our May 2016 decision document 

we confirmed that we would be 

introducing a separate binding 

control for water resources. This 

was subsequently confirmed by a 

licence modification

• A separate control is a targeted and 

proportionate response to limitations 

of the existing wholesale control 

framework for water resource 

market development

• The realisation of benefits from 

markets is an important part of the 

case for separate controls, but not 

the only element

• Separate controls will also help in 

developing better targeted 

regulatory incentives and will 

increase the focus on water 

resources

• To meet our objectives for the 

separate control and avoid distortions 

we need good quality accounting 

information on water resources that is 

consistent in scope across companies

• The RAG is the mechanism through 

which we ensure companies are 

reporting their water resources assets 

and costs consistently

Weirs and 
fish 

passes

Abstraction 
meters

Reservoirs Boreholes

River 
abstractions

Pre 
treatment 

assets

Figure: Overview of water resource assets (not exhaustive)
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Our position in the final methodology

• The focus of the water resources control will be abstraction licences and raw 
water abstractions

• At a high level, where an asset or an incurred cost provides a quantity of water 
available for transport, and ultimately treatment, then they will sit within water 
resources

• However many options are likely to consist of investment across water 
resources and network plus water activities

• As part of the licence change we have the possibility of designating, at the 
margins, raw water transport or storage activities as part of the separate 
control. This is because the boundary between these activities has not always 
been clear or consistently applied (note water treatment and distribution are 
excluded)

• This safeguard reduces the risk of inadvertently having set the boundary in the 
wrong place in RAG 4.06 (confirmed in 2016). If this was the case, the benefits 
from a separate control would not be fully realised

• We shall set out the final designations of the activities between the water 
resources and the network plus water control in the final determination

• That said our expectation is that incumbents will prepare business plans on the 

basis that the boundaries will not change from RAG 4.06

We want to get your views on whether there are issues we are unaware of that may 

require changes at the margins to the designations at PR19
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Water resources boundary definitions in RAG 4.06

Desalination and effluent reuse are not currently included 

in the asset list for the raw water abstraction

Water resources – raw water abstraction

The water abstraction service includes activities related to the 

operation of existing water resource sites, identification of new 

sources, 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.

Pre-treatment processes can vary, from a relatively simple physical 

separation of the largest impurities, to more complex chemical 

treatments. In some circumstances, transport from the water 

abstraction site is included within the abstraction service rather than 

in raw water transport. Where raw water is transported between 

Water resources assets, the assets supporting this transport should 

also be included in Water resources – Raw water abstraction.

Assets

• Reservoirs, springs and lakes with an abstraction licence – including all 

associated assets e.g. dams, control rooms, valves, sluices.

• Reservoirs filled by catchment rather than abstracted water from another water 

body.

• Reservoirs/other storage assets without an abstraction licence where the 

function of the asset is to support a flow condition or abstraction at another point 

as part of a recognised scheme (e.g. as part of a licenced operation that covers 

multiple locations and sources).

• Reservoirs that do not have any of the above (own abstraction licence, natural 

catchment or support downstream abstraction) but do have 15 days or more 

usable storage.

• Pre-treatment (upstream of raw water distribution) devices including Ultra Violet 

Panels, pH correction, other chemical process or screening/grit separation in 

order to protect pumps or downstream pipework.

• Aquifer recharge assets (e.g. as part of a licenced operation that covers multiple 

locations and sources) which augment groundwater yields.

• Borehole abstraction assets – pumping equipment, buildings and other sundry 

equipment.

• River abstraction assets – pumping equipment, buildings, weirs, screens, inlets, 

fish passes, stilling well, other sundry equipment and other assets that support 

abstraction (regardless of their location in relation to the source).

• Pipework between Water resources defined assets. Where an abstraction asset 

is the first Water resource asset but not directly at the source (e.g. riverbank), 

any pipework between the source and first Water resource asset should also be 

Water resources.

• The asset used to control the volume of abstraction e.g. pump, penstock, weir or 

valve.

• Abstraction meters.

• IT assets – abstraction sites control.

• Vehicles.

• Premises.
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Practical example - desalination

Thames Water

Beckton Desalination allocation



Regulatory Reporting

February 2018

Regulatory accounting 
implications of desalination 

schemes 



Site diagram with price control 

boundaries

82
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River intake
Lamella clarifiersFlocculation

sulphuric acid+
poly aluminium chloride +

chlorine dioxide

Chlorine Contact Tank

MgSO4 + CO2 + lime 

4 stage reverse osmosis

Salinity Buffer Tank

Filtration

Supply

Ultrafiltration

sodium
hypochlorite 

sodium hydroxide +
antiscalant + sodium bisulphite

sodium bisulphite +
ammonium sulphate + 

Sodium hydroxide

cleaning chemicals

orthophosphoric acid

Process Overview and price control boundaries:

Raw water 

abstraction
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River intake
Lamella clarifiersFlocculation

sulphuric acid+
poly aluminium chloride +

chlorine dioxide

Chlorine Contact Tank

MgSO4 + CO2 + lime 

4 stage reverse osmosis

Salinity Buffer Tank

Filtration

Supply
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sodium
hypochlorite 

sodium hydroxide +
antiscalant + sodium bisulphite

sodium bisulphite +
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Sodium hydroxide

cleaning chemicals

orthophosphoric acid

Process Overview and price control boundaries:

Water treatment
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River intake
Lamella clarifiersFlocculation

sulphuric acid+
poly aluminium chloride +

chlorine dioxide

Chlorine Contact Tank

MgSO4 + CO2 + lime 

4 stage reverse osmosis

Salinity Buffer Tank

Filtration

Supply

Ultrafiltration

sodium
hypochlorite 

sodium hydroxide +
antiscalant + sodium bisulphite

sodium bisulphite +
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Sodium hydroxide

cleaning chemicals
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Process Overview and price control boundaries:

Treated water 

distribution
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The Allocation to Price control and 

implications
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Practical example – effluent reuse

Northumbrian Water

Langford recycling allocation
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Northumbrian Water presentation
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Northumbrian Water presentation
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Open discussion
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Discussion 

• Have you identified any boundary issues at the margin between 

water resources and raw water transport/raw water storage?

• How would you allocate desalination and effluent reuse assets? 

• Do these differ from the examples given?

• Are there any further updates or clarifications needed for the 

water resources definitions?
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Reporting separate controls after 2020

Alison Fergusson

February 2018
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Reporting separate controls after 2020

Co-located 

WwTWs

Raw 

Sewage

Raw sludge 

dewatering liquors

Products for 

recycling/disposal

CHP Engines or 

biomethane production

Used to power 

sludge treatment 

centre

Raw 

Sewage

Used to 

power co-

located 

WwTW

Export to 

power gridWastewater 

treatment 

works

Raw sludge 

dewatering 

hubs

Sludge 

treatment 

centres

Return Liquors

Sludge transport, treatment, recycling and disposal

Using bioresources as example, but principles will apply to water resources too
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What do we need?

A bit of a re-think!  And trial for a couple of years?

The RCV allocation exercise revealed:

• Different assumptions over energy generated and used within 

the company;

• Different assumptions about costs/revenues when items cross 

the boundary between business units; and

• Different assumptions over shared costs/assets.

To demonstrate compliance with separate wholesale controls we 

will need transparency and consistency. For bioresources this 

means bringing to light:

• Gross cost of bioresources processing, including transport costs 

(by road and by pumping), energy consumed, treatment of return 

liquors; and

• Revenue to bioresources from energy generated, renewable 

incentive schemes and biosolids sales. This includes energy 

“sold” to co-located wastewater treatment works.

• Any costs, revenue and profits to appointed business from non-

appointed business.



Trust in water 99

Electricity costs and revenues

• We want all companies for the value of the transfer for energy 

between business units to use the market value of cost avoided.

• This means they should use the cost of energy network plus 

would have to buy from the external electricity market for energy 

that is generated by bioresources activities but used within 

network plus.

• There could possibly be an adjustment for ‘distribution’ costs 

avoided.

• Companies should not use the market value of revenue 

foregone (ie the price that bioresources could sell electricity for 

on the market). 

• We may need to give more guidance in RAG2 and RAG5.

• We may look to develop more granular information requirements 

for data currently reported on tables 2B, 4E for the separate 

controls.
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Non-appointed revenue: RAG 5.07

Bioresource trade worked example 

We need to consider 

how much detail 

companies should 

reveal in the APR 

and where.
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Don’t forget market activity reporting

https://www.ofwat.gov.uk/wp-content/uploads/2017/10/Bioresources-

market-information-guidance-final.pdf

• Market information guidance document published in October 2017

• First compulsory reporting July 2018 with the APR

https://www.ofwat.gov.uk/wp-content/uploads/2017/10/Bioresources-market-information-guidance-final.pdf
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Wrap up and next steps

Any feedback?

• When should we have another RAWG meeting?

• Any ideas on the topics we should cover?

• What do you think of the venue facilities/location?

2018-19 RAGs;

• Consultation to be launched in April.

• Revised RAGs to be issued in October 2018.

FinanceAndGovernance@ofwat.gsi.gov.uk

mailto:FinanceAndGovernance@ofwat.gsi.gov.uk



