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Aileen Armstrong
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7 Hill Street
Birmingham, B5 4UA
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RH1 1LJ
Telephone: 01737 772000
Facsimile: 01737 766807
Website: www.seswater.co.uk
Email: contactus@seswater.co.uk

By Email Only

Dear Aileen
Consultation on regulatory reporting for 2018-19
Thank you for providing the opportunity to comment on the Regulatory Accounting Guideline
changes before they are issued. A response to each consultation question is included in Annex
1. We have made a number of suggestions on clarifying further the definitions for the inputs to
the financial flows table. In particular, we would like clarification on whether the net interest paid
input should exclude preference share dividends and bond fee amortisation and how this aligns
with the requirements for net debt reporting in Table 1E.
We have also been working with the industry to identify improvements to the definition of the
new common performance commitment on unplanned outages. We support the revised
definition developed and ask that Ofwat supports this definition for reporting of 2018/19
performance, which is due by 15 May. The proposed changes relate to two areas, the
definitions of ‘Peak Week Production Capacity’ (PWPC) and of the duration of an outage. The
revised definition is included in Annex 2 with changes highlighted.
Yours sincerely

Paul Kerr
Finance and Regulation Director

SES Water is a trading name of Sutton and East Surrey Water Plc
Registered office London Road, Redhill, Surrey, RH1 1LJ. Registered in England number 2447875

Annex 1
Response to questions
1) Transparency of financial flows - Appendix 1 contains our new table 1F;
a. Do you agree with the scope of the proposed information items in the new
table?
b. Is there any information missing from this table which you think should be
included in order to achieve transparency and consistency for financial flows
reporting?
Do any of the line item definitions require further explanation?
We have the following comments on line definitions where, from experience, we consider
changes can be made to clarify definitions that will improve comparability across companies:
 Actual performance adjustment – 2010-15
o Can you confirm that the PR09 out/under performance adjustment should be
divided by the input in line 1F.4 to calculate the value for this line? If so can
reference to 1F.4 be explicitly made in the definition?
 Regulatory equity
o As there are different ways of converting the published RCV figures to 2012/13
prices can the definition please state how it should be done. We believe, based
on queries on our submission last year, that the opening and closing RCVs
should be converted to 2012/13 prices first and then an average should be
calculated. The conversion for the opening RCV should be based on prior year
end RPI/average RPI 2012/13. The conversion for the closing RCV should be
based on reporting year end RPI/average RPI 2012/13.
 Gearing
o Can the definition please confirm if we should use the Return on Regulatory
Equity (1F.1) or the Adjusted Return on Regulatory Equity (1F.3) to represent the
“allowed return on regulatory equity – base” required in step (b) of the
calculation.
 Cost of debt
o In queries raised following last year’s submission you asked us to exclude bond
fee amortisation and preference share dividends from the calculation of net
actual interest paid. Please can the definition include these exclusions that we
have been asked to make.
 Retail out (under) performance
o Should this value reflect the outturn customer numbers given the retail control
flexes for actual customer numbers? We suggest that the definition for the
allowance for retail costs should reference using the allowance per customer and
allowance for depreciation as set out in the Final Determination and that the
allowance per customer should be multiplied by the actual customer numbers to
produce the allowance for retail operating costs. We also suggest that it is total
retail costs that should be calculated for this line and not retail operating costs.
It would be helpful if the APR tables issued auto calculate the values where possible as per the
template issued for last year’s submission.
2) New connections - Appendix 1 contains our new table 2K;
a. Do you agree with the scope of the proposed information items in the new
table?

b. Is there any information missing from this table which you think should be
included in order to achieve transparency and consistency for new connections
reporting?
Do any of the line item definitions require further explanation?
There are a number of uncertainties, largely outside of our control, that will result in differences
between receipts from infrastructure charges and costs incurred being different. We will provide
a narrative to explain any difference on an annual basis.
3) What are your views on the proposed changes to the existing tables in Appendix 1?
Please see comments in table below.
Table

Line
4P.103 to
4P.110

Issue
Changing this measure from % of distribution input to % of
maximum production capacity means that entries will be different
from what was submitted in the business plan. Is this intentional?

4Q

4Q.28 and
4Q.29

The Compliance Risk Index and Event Risk Index are calculated
by the DWI. The DWI may not have confirmed its calculation by the
required submission date for the Annual Performance Report.
Therefore we suggest that these lines are not included. We
consider that entering unconfirmed numbers is not appropriate as it
could result in confusion for our stakeholders. Last year draft
figures were received in May with the DWO making the statement
that “This information is for internal company use only and should
not be released or published prior to the publication of the Chief
inspector’s Report – Drinking Water 2017 which is due to be
published in July”.

4V

4V.1 to
4V.13

Operating costs for water resources split by source type.

4P

We have not seen any evidence that this data is used. Given the
not immaterial resources required to complete this table we
suggest it is inefficient to continue to request it unless its use can
be demonstrated.
4V

4V.14 to
4V.17

Employment costs and FTEs split by business unit and direct vs
indirect.
We have not seen any evidence that this data is used. Given the
not immaterial resources required to complete this table we
suggest it is inefficient to continue to request it unless its use can
be demonstrated.

2E

2E.5

Diversions are included in total grants and contributions (2E.7).
Grants and contributions in table 4D is then required to equal line
2E.7. For the purposes of reporting in table 4D diversions are
therefore included in the calculation of price control totex. This
contradicts the statement made in RAG 4.08 Appendix 1 which

states that diversions income is income not governed by the price
control. Please can Ofwat clarify the treatment of diversions.

4) What are your views on the issues highlighted in section 3 ‘Future developments in
performance reporting’? Are there any other issues which we should consider? We are
particularly interested in your views on the impact of additional price control units
(section 3.2).
In completing the business plan tables there was some confusion and inconsistency in relation
to treatment of recharges. We suggest that the business plan data table queries ref. 12, 549
and 576 and the responses you provided are reviewed and further discussion takes place prior
to consultation on the reporting requirements for the next price control period.
5) What are your views on our preference to require all costs associated with the ‘Traffic
management act’ to be reported (section 6)?
We appreciate Ofwat trying to achieve some consistency in reporting in this area as we have
noted on a number of occasions that the lack of a definition raises risks that companies are
recording different costs in this line. Requesting all costs will require a degree of assumption
based calculations, e.g. to calculate the additional cost of operating under schemes that place
restrictions on your time of work. We suggest that it is only efficient to request this if it can be
demonstrated how Ofwat intend to use this information outside of the price setting process.
For the purposes of the business plan we confirm that we included only the cost of the charges
set by local authorities for permits and lane rental. We suggest Ofwat reviews what each
company included in this line in the business plan data tables to help them reach a conclusion
on the definition.
6) What are your views on our additional asset type descriptions for Water resources
which recognise ‘desalination’ and ‘effluent reuse’ abstraction assets (section 7)?
We have no comment on the inclusion of additional disaggregation of asset type.

Annex 2
Revised definition for unplanned outages

Reporting guidance – Unplanned outage
Objective
The guidance seeks to enable all companies to report on outages for the defined year with
confidence and at a reasonable level of accuracy and with a common approach. Companies
shall apply consistent and robust methods and common assumptions. This will facilitate the
comparison of performance across companies by customers, regulators and other companies
with reasonable confidence.

Key Principles
There are several key principles applied in the compilation of the guidance:





Reporting of annual outage forms part of each company’s assurance process applied to
all measures reported annually by companies;
A company needs to have a written methodology or procedure in place for reporting
outage. This procedure is reviewed annually and updated as required;
The reporting guidance for annual outage reporting is set out as a consistent good
practice baseline for the industry which companies should achieve now or in the short
and medium term; and
Where a company is not able to meet any part of the good practice methods then it is
required to explain any shortfalls and its plans to address this.

Measure Definition
This measure is to be used as a means of assessing asset health (primarily for noninfrastructure – above ground assets), for water abstraction and water treatment activities. It is
defined as the annualised unavailable flow, based on the peak week production capacity. or
PWPC), for each company. This measure is proportionate to both the frequency of asset failure
as well as the criticality and scale of the assets that are causing an outage.
It is important to understand planned and unplanned outage as they both reflect on asset
health. The actual unplanned outage should be reported as the temporary loss of peak week
production capacity in the reporting year weighted by the duration of the loss (in days). Outages
arising from planned works should be recorded separately to outages arising from unplanned
causes, such as asset failure.
The proposed calculation for both figures is
𝑅𝑒𝑑𝑢𝑐𝑡𝑖𝑜𝑛 𝑖𝑛 𝑝𝑒𝑎𝑘 𝑤𝑒𝑒𝑘 𝑝𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑜𝑛 𝑐𝑎𝑝𝑎𝑐𝑖𝑡𝑦 𝑥 𝐷𝑢𝑟𝑎𝑡𝑖𝑜𝑛 𝑖𝑛 𝑑𝑎𝑦𝑠
365
Unplanned outage for each water production site is calculated separately and then summed
over the reporting year to give a total actual unplanned outage for the water resource zone.
The company water resource zone weighted outage can then be summed (Ml/d) and
normalised based on overall company peak week production capacity to be reported as a
percentage.

A calculation example is as follows:
For a single source works:
A source works has a peak week production capacity of 30 Ml/d
For 15 days the maximum production capacity is reduced to 15Ml/d due to a temporary
unplanned outage (pump failure). This is a loss of peak week production capacity of 15 Ml/d for
15 days.
The weighted unplanned outage for this source works = 15 x (15 / 365) = 0.62 Ml/d
Each weighted unplanned outage is then summed over the reporting year to give a total
unplanned outage for the water resource zone.
For a water resource zone:
First source works in zone –weighted unplanned outage = 0.62 Ml/d
Second source works in zone –weighted unplanned outage = 2.58 Ml/d
Third source works in zone –weighted unplanned outage = 3.67 Ml/d
Zonal weighted outage = 6.87 Ml/d
The company water resource zone weighted unplanned outage can then be summed and
normalised based on overall company peak week production capacity.
Company normalising:
Zone 1 weighted unplanned outage = 6.87 Ml/d
Zone 2 weighted unplanned outage = 7.95 Ml/d
Company weighted unplanned outage = 14.82 Ml/d
Company peak week production capacity = 120 Ml/d
Unplanned outage proportion = 12.4%
Exclusions for managing raw water quality and other matters are permitted and described in
Section 5.6. Exclusions should be reported alongside the planned and unplanned outage
figures.

Reporting Process
The guidance is structured in the way that outage is normally estimated and components of
outage are described in Section 5.
The process for deriving planned and unplanned outage is shown in the following diagram.
A company is required to report against this definition and:





Disclose where its methodology does not comply with this guidance using the checklist
in Annex A;
Explain the reasons for any non-compliance;
Set out its plans and programme to comply with the guidance; and
Disclose any other factors which have an impact on the methodology for reporting
outage.

Components of Unplanned Outage Calculation
Peak Week Production Capacity
A company should define its peak week production capacity (PWPC) fFor each water
production site or source works included in its water resources management plan (WRMP) a
company should define its peak week production capacity (normally an input for modelling
purposes). PWPC for this measure is not expected to be the same number as reported for dry
year peak week production capacity (although it is possible that it may be the same).
For this measure, PWPC This is equivalent to the maximum volume of water which can be put
into supply and sustained over a period of one week measured in Ml/d. This should be at least
as great as the highest historic performance that has been sustained for any seven-day period
in the last five years (unless a change to assets or process can be evidenced) but could be
higher. This should be supported by physical tests to demonstrate capability undertaken at least
once every five years. It is expected that this value should be reviewed annually and as
modifications to assets and processes are completed which impact capacity.
It is expected that PWPC would be a fixed value for each production site each year unless a
change to assets or process can be evidenced.
Peak week production capacity does not account for seasonal changes in yield (most commonly
observed at groundwater sources) and allowed abstraction volumes (most commonly observed
at river sources) which are weather dependent and not an indicator of asset health.
A company is expected to:





Define PWPC for each water production site.
Review PWPC annually.
Support PWPC with evidence of actual output or of capacity tests undertaken on a
rolling programme each five years. This should be based on a risk-based approach for
each works and the duration of testing does not need to extend to seven days.
Support revisions to PWPC with evidence of changes to assets or processes.

Asset Failure / Unplanned Outage
The failure or deterioration of any asset which impacts on the ability to produce the peak week
production capacity should be recorded as an unplanned outage. This may be a failure which
impacts part or all of the production plant which contributes to peak week production capacity.
This can include:







source abstraction assets (e.g. abstraction pumps, screens, boreholes);
raw water transport assets (e.g. pumping plant and mains);
raw water storage assets (e.g. balancing reservoirs);
water treatment assets;
treated water storage assets (e.g. contact tanks, pre-distribution storage); and
treated water distribution assets before distribution input meter (e.g. treated water
pumping).

In some circumstances the failure of assets upstream of the treated water distribution assets
may not impact on the peak week production capacity. For example, where a river abstraction is
pumped to bankside storage and then stored water is pumped onto treatment works, the failure

of an abstraction pump may not impact peak week production capacity as water onto the
treatment works can be maintained from the raw water storage. The length of time that this
asset is unavailable will determine whether the peak week production capacity is reduced and
therefore contributes to unplanned outage.
Where asset failures occur at water production sites with standby assets this may also not
impact peak week production capacity. For example, a groundwater site with a peak week
production capacity of 10Ml/d may have three boreholes on site, all with capacity of 5Ml/d.
Under normal circumstances boreholes 1 and 2 may be operated to provide the site output of
10Ml/d. If the pump in borehole 1 fails then borehole 3 is switched on to replace the lost
capacity. Providing borehole 3 is switched on within 24 hours to replace the failed asset in
borehole 1 there would be no unplanned outage recorded. There may need to be an outage at a
later stage to repair or replace the failed pump. Whilst this can be scheduled and planned for a
convenient time the reason for the need to make the repair is an unforeseen failure of an asset
and therefore the outage for the scheduled repair or replacement should also be classified as
unplanned.

Planned Outages
Where assets are taken out of supply or made unavailable for supply to enable planned
maintenance or capital works to be completed then these should be recorded as planned
outages. The same principles for work on standby assets apply here as for unplanned outages.
It is expected that a company will have a process whereby planned works on production assets
are approved and scheduled. This may be the basis of evidence to demonstrate that the outage
is planned.
Where planned work results from an asset failure any resulting outage should also be recorded
as unplanned.

Duration
Only outage events which exceed 24 hours in duration should be included in this measure.
Outage duration should be recorded to the nearest whole day with normal rounding rules
applied. For the avoidance of doubt, all outages below 24 hours are excluded and rounding
does not apply. The duration may span a calendar day
By way of an example of rounding, an unplanned outage of 79 hours would be 3 days whereas
an unplanned outage of 115 hours would be 5 days.
A company should identify the start of an outage period using telemetry data wherever possible.
This is likely to relate to an alarm, the unexpected loss of water into supply or a planned switch
off. If a company uses another source of data to indicate the start of an outage period it should
specify the data source and demonstrate auditable record keeping.
The end of the unplanned outage period should be recorded as the time when the asset was
returned to a state meaning the availability of peak week production capacity is restored. For
the avoidance of doubt this should not be when the individual asset is repaired or planned work
completed but when the recommissioning process is completed, except when there is no
immediate requirement to put an asset back into service.
In this case the repair time is taken as the end of the unplanned outage period. If when the
asset is next required to be put into service, it operates in a way that would count as an

unplanned outage, the start time for the reported unplanned outage should be that of the
original outage.
For example, if a borehole pump is replaced due to an unexpected failure or planned works the
end of the unplanned outage is not when the pump replacement is completed but when any
subsequent pumping to waste and water quality testing is finished and full peak week
production capacity is restored, if the pump is required in service immediately.
If the pump is not required in service immediately, then repair or replacement time is taken as
the end of the unplanned outage. When the pump is next required to be put into service, should
it operate in a way that would count as an unplanned outage, the start time for the reported
unplanned outage should be that of the original outage.
Where planned work exceeds the duration of the scheduled outage any extension is to be
included within the planned outage figure.
Where a company chooses not to respond immediately to an unplanned outage such as a
failure at the weekend for which alternative water can be deployed the duration may be longer
than it might otherwise have been. A company should make no adjustment for this in the
measurement of the duration of the unplanned outage. This may result in reporting higher
unplanned outage figures but given that alternative sources are available it is unlikely that the
unplanned outage in this example would be contributing a large amount to the overall company
peak week production capacity and so would therefore have a relatively small impact on the
overall measure. This is something that could be reviewed as the definition of this measure is
further developed.
Repeated unplanned outages at the same water production site should be treated as separate
events with independent start and finish times unless the initial outage repair and
recommissioning was not concluded and there was not full restoration of available peak week
production capacity.
A company is expected to:










Record unplanned outages over 24 hours in duration.
Record unplanned outages as unplanned even if they result in a programmed outage
later.
Measure duration to the nearest whole day.
Record the start and end time of an outage using telemetry data.
Record the end of an unplanned outage as when recommissioning is completed and
peak week production capacity is fully restored except when there is no immediate
requirement to put an asset back into supply. In this instance the repair time is taken as
the end of the unplanned outage and when the asset is next required to be put into
service, if it operates in a way that would count as an unplanned outage, the start time
for the reported unplanned outage should be that of the original outage.
Make no adjustment for over-running planned outages.
Make no adjustment for unplanned outages which are not responded to immediately.
Justify use of data sources other than telemetry.

Reduction in Peak Week Production Capacity
For each unplanned outage the impact of the outage is recorded as the reduction in peak week
production capacity. For asset failures or programmed work resulting in the total loss of water
production from the site then the impact of the outage is recorded as the total peak week
production capacity for the site. Some asset failures or programmed work may result in a

reduction of peak week production capacity. For example, a groundwater source with a peak
week production capacity of 10Ml/d may have three boreholes on site, all with capacity of 5Ml/d.
Under normal circumstances boreholes 1 and 2 may be operated to provide the site output of
10Ml/d. If the pumps in boreholes 1 and 2 fail then borehole 3 is switched on but can only
replace half the lost capacity. The lost peak week production capacity in this instance would be
5Ml/d. The replacement of the failed pumps may require the whole output to cease for the
period of the works. From the point at which the output is zero the lost capacity would increase
to 10Ml/d and would have a separate duration to the initial partial reduction in capacity.

Exclusions
Unplanned outage arising from changes in raw water quality beyond the normal water quality
operating band shall be excluded as this is not a measure of asset health. Exclusions must be
evidence based including evidence to show what the normal water quality operating band for
that production site is. This exclusion applies to transient changes to raw water quality such as
turbidity, algae, pollution, spikes in nitrate and pesticide. If a company chooses to manage
variable raw water quality by proactively temporarily restricting water production then this should
also be classed as an exclusion.
Long-term trend based changes in raw water quality which result in unplanned outages are not
permitted as exclusions as a company should have the data to recognise a rising trend and
foresee the need to plan for treatment etc.
Extreme weather can result in raw water quality events as described above. In addition to this
they may present constraints on ability to resolve the unplanned outage e.g. a storm event may
increase turbidity and cause a site failure and flooding of the immediate area. It may be difficult
for operational staff to attend site to rectify the problem. In an example such as this the health
and safety constraint on access should be allowed as a further exclusion, but would need to be
well justified and assured. Extreme weather may also include heavy snowfall when access to
remote sites can be difficult.
A company is expected to:




Demonstrate based on evidence normal water quality operating bands for each water
production site.
Record raw water quality events outside of these bands and provide evidence of the
exceedance.
Provide evidence of extreme weather events such as storms and snowfalls which have
presented hazards preventing access to sites.

Glossary
PWPC
WRMP
Ml/d

Peak week production capacity
Water resources management plan
Mega litres per day

