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1 Executive summary 

This document sets out our assessment of company requests for a company-specific 

adjustment to our allowed cost of capital, based on business plan submissions. This 

exercise has been carried out as part of our PR19 Initial Assessment of Plans (IAP) 

process, and forms part of the overall assessment of company plans.  

In our PR19 final methodology, we set out a three-stage approach to assessing 

requests for a company-specific adjustment to the cost of capital, asking:  

1. Is there compelling evidence that the level of the requested adjustment is 
appropriate? 

2. Is there compelling evidence that there are benefits that adequately 

compensate customers for the increased cost? 

3. Is there compelling evidence of customer support for the proposed 

adjustment? 

We have assessed the evidence provided by companies against this three-stage 

approach, and summarise our findings below in table 1. We find that Portsmouth 

Water has provided sufficient evidence in support of its request for an uplift to its cost 

of capital, while Bristol Water and SES Water have not.  

Table 1 – Outcome of our three-stage approach to assessing applications for a 

company-specific adjustment 

Assessment Bristol Water Portsmouth 

Water  

SES Water  

Level of uplift: 
 

Fail Pass Pass 

Customer benefits: 
 

Fail Pass Fail 

Customer support: 

 
Fail Pass Fail 

Overall decision: Fail Pass Fail 

Portsmouth Water’s business plan provides convincing evidence that it satisfies the 

criteria in all three assessments required to have its company-specific adjustment 

funded by its customers. Bristol and SES Water’s business plans do not achieve this 

for one or more assessments. These two companies will have the option to submit 

https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/initial-assessment-of-plans/
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representations about our approach when they resubmit their business plans, and 

may choose to include additional evidence in support of any proposed uplift, or 

remove the uplift. We will consider and respond to such submissions in producing 

draft determinations for these companies, but are unlikely to revise our view unless 

presented with compelling new evidence that the criteria for all three assessments 

are satisfied.  

The rest of this chapter summarises the key determinants of our decisions for our 

three-stage approach.   

1.1 Level of uplift 

Three out of the four smaller water-only companies in the sector have included a 

company-specific uplift in their overall cost of debt allowance, the impacts of which 

are summarised in Table 2. All three proposals relate to the cost of debt, with no 

companies proposing an uplift to their cost of equity.1 

Table 2 – Uplifts included by companies and their cost to customers 

 Uplift on overall 

cost of debt 

relative to our 

‘early view’ 

Cost to 

customers over 

2020-25  

 (£m, 2017-18 

prices)2 

Our assessment 

of average bill 

impact, 2020-25 

(£/yr, 2017-18 

prices)3 

Bristol Water 0.45% 6.7 1.94 

Portsmouth Water 0.30% 1.7 0.81 

SES Water 0.25% 2.1 1.22 

Our review of recent analysis is that any premium for a small company due to its 

small size is likely to lie in a range of 25 to 40 basis points over an efficient 

                                            

 

1 Wessex Water proposed an uplift to their cost of equity, but they are not a small water-only company 
– we have not assessed their proposal under our three-stage approach.  
2 Ofwat calculations based on notional share of debt applied to company RCV projections 
3 Ofwat calculations based on apportioning revenue requirement according to share of residential in 
total wholesale costs, and dividing by number of households served.   
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benchmark driven by large company borrowing costs. This range is derived from 

analysis which controls for other factors affecting bond yields such as tenor and 

timing of issue. We find that:  

 Bristol Water does not pass this assessment. Its proposed uplift of 45 basis 

points lies outside our range, and is not supported by convincing evidence.  

 Portsmouth Water passes this assessment, as its proposed uplift of 30 basis 

points lies within our range. 

 SES Water passes this assessment, as its proposed uplift of 25 basis points 

lies within our range. 

1.2 Customer benefits 

This assessment considers whether benefits provided by each company adequately 

compensate for the increased cost of its proposed company-specific adjustment. We 

firstly consider the contribution each company is likely to make to our cost and 

service benchmarks, then considering whether there are any other, non-

benchmarking related benefits, which each company may provide.  

1.2.1 Benefits to our benchmarks 

We have used two approaches to consider the contribution of companies in terms of 

customer benefits:  

 Single-period approach: This approach considers the extent to which each 

company’s historical data and forecast commitment levels will strengthen our 

PR19 cost efficiency and service benchmarks - resulting in a more stringent price 

control that will benefit customers over the period 2020-25.  

 Forward-looking approach: This approach considers a company’s future 

contribution to our ability to set stringent benchmarks beyond 2020-25, focusing 

on the most material determinant of bills – totex. We consider it necessary to 

estimate benchmarking benefits from future controls because of our view that not 

providing an uplift would increase the probability of a company merging, and that 

this would affect price controls after PR19.   

We have placed most weight on our forward-looking approach, using the single-

period approach as a cross-check. This is because the 2020-25 benchmarking 

impacts implied by companies’ submissions will not be affected by any impact on 

merger probability triggered by the decision to allow an uplift, and also because 

companies which do not currently strengthen our benchmarks may do so in future 
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(and vice versa). Previous merger decisions in the water sector have however found 

that forward-looking benchmarking benefits are lower than single-period estimates to 

account for a ‘catch-up’ effect and ranking changes over time, so we consider that 

the single-period estimates are useful as a cross-check to our forward-looking 

comparison of costs and benefits. 

Table 3 sets out our current view of the benefits the three companies seem likely to 

bring to our benchmarks for PR19 under our single-period approach. We have 

focused on cost and performance measures where we have utilised the upper 

quartile to challenge companies to achieve improvements in efficiency and service 

performance. This is because it is clearest in these measures that the inclusion or 

exclusion of a company has an impact on our efficiency or service challenge to the 

sector. 

Table 3 – ‘Single-period approach’ - forecast benchmarking benefits provided 

over 2020-25 (£m, 2017/18 prices) 

 Bristol Water Portsmouth 

Water 

SES Water 

Base wholesale water totex  -11.2 +125.0 -11.2 

Retail -6.1 -6.1 -6.1 

Supply interruptions +3.2 +3.2 +3.2 

Leakage +0.7 -1.7 +0.7 

Net benchmarking benefits4 -13.5 +120.3 -13.5 

For the PR19 (2020-25) period we consider that Portsmouth Water is likely to have a 

large beneficial impact for customers through its impact on our benchmarks. While 

Bristol Water and SES Water have committed to future service levels in Supply 

Interruptions and Leakage which are upper quartile in comparison to the rest of the 

sector, their inclusion weakens the upper quartile benchmark for wholesale base 

                                            

 

4 Numbers may not sum exactly due to rounding. 
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totex and retail. We assess the net benchmarking impact in terms of reduced 

efficiency and service challenge to the sector from including these companies is 

likely to be negative, at -£13.5m for each company.  

Table 4 sets out our forward-looking estimate of net customer benefits, adjusted for 

the cost of providing an uplift. We forecast large positive net benefits for Portsmouth 

Water, and negative net benefits for Bristol Water and SES Water. We have also 

provided a qualitative assessment of the contribution of non-totex factors if we were 

to extend our forward-looking approach to include them. This assumes, in line with 

findings of previous merger enquiries, that forward-looking benchmarking impacts 

can be approximated by scaled down single-period impacts, representing ‘catch-up’ 

and ranking changes.     

Table 4 – ‘Forward-looking’ approach – forecast benchmarking benefits 

provided over 2025-2050 (£m, 2017/18 values and prices) 

 Bristol Water Portsmouth 

Water 

SES Water 

Base totex benefits 
 2 64 1 

Cost of uplift 
24 11 8 

NPV5 
-22 53 -7 

Net contribution of non-totex 
factors Negative Negative Negative 

At PR14, we applied a scaling factor to the equivalent totex benchmarking benefits 

from table 4 – scaling them to one to two sixths of the total to account for the 

possibility that companies not receiving an uplift might not merge, or that those 

receiving the uplift might merge anyway. We continue to consider the principle of 

scaling benefits as sound, as there are factors other than providing an uplift which 

may influence whether a merger may take place. However, a scaling factor would 

not affect our decisions in this assessment and so we have not included a scaling 

                                            

 

5 Based on subtracting costs from the midpoint of the base totex range benefits figure 
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factor at this time. We may however include a scaling factor, should we revisit our 

assessment for draft or final determinations. 

1.2.2 Other evidence of customer benefits 

The three companies also commissioned a third-party report into potential customer 

benefits provided by small and local companies, and supplied anecdotal evidence of 

good performance from their own track records as companies. This evidence 

provides helpful context, however it overlaps with our analysis of benchmarking data 

and we have concerns that it is not sufficiently comparative against the performance 

of larger companies. In addition, the report did not attempt to monetise benefits and 

we have concerns that some stated benefits are already paid for by customers 

through existing mechanisms of the regulatory framework. In the round, we do not 

consider that this evidence is developed enough to provide data to inform our overall 

comparison of costs and benefits at the level of specific companies.  

1.2.3 Overall assessment of benefits 

Our overall assessment of customer benefits in support of the company-specific cost 

of capital uplift is that:  

 Bristol Water does not pass this assessment. This is principally because we 

forecast negative net benefits under our forward-looking approach. On the 

basis that net non-totex benchmarking benefits from our single-period 

approach are negative, we consider that extending our forward-looking 

approach to encompass these measures is unlikely to change our conclusion.  

 Portsmouth Water passes this assessment. This is principally because we 

forecast large positive benefits under our forward-looking approach. Though 

there is a negative net contribution from non-totex measures in our single-

period approach, we consider it is not large enough to change our finding for 

the forward-looking approach, were we to encompass these additional 

measures. 

 SES Water does not pass this assessment. This is principally because we 

forecast negative net benefits under our forward-looking approach. On the 

basis that net non-totex benchmarking benefits from our single-period 

approach are negative, we consider that extending our forward-looking 

approach to encompass these measures is unlikely to change our conclusion. 
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1.3 Customer support 

This assessment considers whether there is compelling evidence that each 

company’s own customers support the proposed adjustment. All three commissioned 

customer engagement exercises to gauge willingness to fund the uplift. Our review 

of their submissions finds that:  

 Bristol Water does not pass this assessment. Although the company states 

that a majority of those surveyed were willing to fund its proposed uplift, we 

have concerns with the use of this finding to infer customer support for it 

overall. A majority of surveyed customers supported the uplift conditional on: 

its cost remaining below £4.50 per year (the company’s estimate of annual 

benefits provided by its cost efficiency and leakage performance relative to 

other companies), or on the inclusion of a sharing mechanism returning 

potentially all of the uplift contingent on the company’s performance over 

2020-25. We do not recognise the £4.50 per year figure, as it is not 

consistent with our own assessment of negative net benchmarking benefits 

under both single-period and forward-looking approaches. In addition, the 

sharing mechanism tested with customers is significantly more generous than 

that included in the final plan; it is not clear that a majority in support of the 

uplift would have been achieved with this less generous mechanism.  

 Portsmouth Water passes this assessment. The company found that a 

majority of those surveyed were willing to unconditionally fund its proposed 

uplift, based on a sufficiently large sample of customers whose responses 

were weighted to be representative of the demographics of Portsmouth’s 

service area. We consider this to be compelling evidence of customer 

support.  

 SES Water does not pass this assessment. This is because we have 

concerns over the approach used to test support for the additional bill impact 

implied by its customers funding the premium. We consider that explanatory 

materials given to surveyed customers risked giving a misleading impression 

that customers were already paying for the uplift, and therefore that bills 

would not increase as a result. In addition, the sample of customers whose 

views were sought was small, at only 100 respondents. 

 



Technical Appendix 4: Company-specific adjustments to the cost of capital  
 

10 

2 Introduction 

2.1 PR19 methodology  

In our final methodology, we said if any small water only company considers that its 

customers should incur the costs of a company-specific cost of capital adjustment, 

that we must be satisfied that an adjustment is necessary and appropriate in light 

also of our duty to customers.  

We said we would apply a three-stage approach in our cost of capital test of the 

initial assessment of business plans:  

1. Is there compelling evidence that the level of the requested adjustment is 

appropriate?  

2. Is there compelling evidence that there are benefits that adequately compensate 

customers for the increased cost? 

3. Is there compelling evidence of customer support for the proposed adjustment?   

This document sets out how we have applied this approach in our initial assessment 

of business plans.  

We consider our approach - which builds on that from PR14 - is necessary and 

appropriate, when considering all of our statutory duties. Customers should not be 

expected to pay more than the efficient financing costs for the services they receive. 

Customers have no choice of supplier; where they are supplied by a small company 

that seeks a company specific adjustment, there should be convincing evidence that 

of the need for that uplift, of compensating customer benefits and customer support. 

Evidence from recent mergers which have removed the need for future customer-

funded company-specific adjustments6 suggests that company-led solutions present 

a viable alternative to regulatory intervention to resolve the issue posed by any 

existence of a small company premium on the cost of capital.  

Our quantification of customer benefits is based on the fact that individual companies 

can have the capacity to generate benefits to customers through our use of 

                                            

 

6 Such as the merger of Bournemouth Water with South West, or Dee Valley with Severn Trent – both 
of which resulted in commitments to not seek a company-specific adjustment in respect of the smaller 
company.  
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benchmarking to challenge the poorer-performing companies to improve. We 

confirmed in our PR19 final methodology that we expected to follow an approach 

closely aligned with our 2015 approach to mergers7 in attempting to quantify these 

benefits. We also indicated that we were open to considering other, non-

benchmarking benefits, which companies could propose as contributing to benefits 

that might compensate customers.  

Our third assessment also builds on the approach which was applied at PR14; 

considering evidence that a company’s own customers support the proposed uplift. 

This is because, although any benefits from retaining the company as an 

independent comparator will tend to benefit all customers across England & Wales, 

the costs of funding the uplift fall on those within its service area.  

2.2 Proposals in company business plans  

Three small water-only companies (Bristol Water, Portsmouth Water and SES 

Water) include a company-specific uplift relative to our ‘early view’ cost of capital.  

Notably, one smaller water-only company (South Staffs Water) does not seek a 

company-specific uplift. Wessex Water bases its plan on a cost of capital which, at 

5.78% in nominal terms, is 31 basis points higher than our early view. We have not 

included Wessex Water’s submission in the scope of this document because it is not 

a small water-only company. The company also has not indicated it is addressing 

our three-stage approach for considering company-specific cost of capital 

adjustments.   

The rest of this document provides the detailed findings of applying our three-stage 

approach to the three companies which have applied for a company-specific uplift: 

 Section 3 considers the evidence that the level of uplift sought by each 

company is appropriate, given evidence on the notional borrowing costs faced 

by small companies, relative to a large company benchmark. 

 Section 4 considers the evidence that the benefits to each company 

remaining an independent comparator adequately compensate for the 

increased cost of providing it  

                                            

 

7 Ofwat, Ófwat’s approach to mergers and statement of methods’, October 2015 

https://www.ofwat.gov.uk/publication/ofwats-approach-to-mergers-and-statement-of-methods-2/
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 Section 5 considers the evidence that the customers of each company 

support funding its proposed uplift.  
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3 Level of uplift assessment 

This section sets out our assessment of whether the level of uplift proposed by 

companies to their allowed cost of debt is appropriate. Our review of recent evidence 

on the cost of debt premium which may be faced by small companies due to their 

small size alone, points to a figure lying in the range 25 to 40 basis points. 

 

Portsmouth Water and SES Water propose uplifts lying within this range, and so 

pass this assessment. Bristol Water’s proposal is higher than the top end of our 

range and is not supported by convincing evidence; the company has not passed 

this assessment.  

3.1 Background 

In our final methodology, we set out an expectation that companies seeking a 

company-specific adjustment to their allowed cost of capital should provide 

compelling evidence that the level of uplift is appropriate. We stated that an 

allowance based on our ‘early view’ cost of embedded debt implied a range of out 

and under-performance across the sector, largely reflecting timing and tenor, which 

are not factors which specifically relate to company size. We consider that passing 

through these costs to customers would dilute incentives to issue debt efficiently, 

which would be to customers’ overall detriment.  

 

There is some evidence that smaller water-only companies have historically had, 

and may continue to have, more limited access to the more cost-effective financing 

options available to larger companies. This may potentially lead to a notional cost of 

debt which is higher even after factors such as timing and tenor are controlled for. 

This may in turn suggest it is reasonable to allow an uplift to the cost of debt 

allowance to reflect these costs, conditional on satisfying criteria on customer 

benefits (section 4) and customer support (section 5).  

 

Proposals for company specific adjustments were as follows:  

 Bristol Water proposes an appointee cost of capital of 5.74% in nominal 

terms (27bp higher than our ‘early view’). This difference is due to an 

assumed cost of debt allowance 45bp higher than our early view, consisting of 

55bp uplift to the cost of embedded debt, and 15bp uplift to the cost of new 

debt. 

 Portsmouth Water proposes an appointee cost of capital of 5.65% in nominal 

terms (18bp higher than our ‘early view’). This difference is due to an 
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assumed overall cost of debt allowance which is 30bp higher than our ‘early 

view’.  

 SES Water proposes an appointee cost of capital of 5.62% in nominal terms 

(15bp higher than our ‘early view’). This difference is due to an assumed 

overall cost of debt allowance which is 25bp higher than our ‘early view’.   

In the rest of this section we consider recent evidence on the level of small size 

premium which might apply in the water sector.  

3.2 Embedded debt: 

Table 5 sets out recent exercises to estimate the potential embedded debt premium 

which may be faced by small companies on their cost of borrowing due to their small 

size:  

Table 5 – Estimates of premia on embedded debt faced by small companies  

Source Estimate of 

premium  

Estimation approach: 

PwC for Ofwat, 
Artesian Debt (2014)8  

+ 26bp  

Average WoC spread at issuance to large-
company driven efficient benchmark. 
Benchmark used is the average of A and BBB-
rated iBoXX GBP nonfinancial 10+yrs indices, 
with an adjustment of -15bp representing a 
contribution from the sector’s ability to 
outperform the iBoXX.  

PwC for Ofwat, Listed 
bond issues (2014)9 

+ 30bp  

Difference between average WaSC and WoC 
spread to benchmark gilt at issuance, 2008-
2014.   

                                            

 

8 PwC, ‘Company specific adjustments to the WACC’, August 2014 
9 Ibid. 

https://www.ofwat.gov.uk/wp-content/uploads/2015/10/rpt_com1408pwcuplift.pdf
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Source Estimate of 

premium  

Estimation approach: 

PwC for Ofwat, Bank 
debt (2014)10 

+20bp to +40bp 

Comparison of WaSC and WoC spread to 
LIBOR pricing information from bank interviews 
and business plan submissions.  

 CMA for Bristol Water 
determination, Artesian 
debt (2015) 11 + 37bp  

Difference between average spread to sector 
benchmark at issuance for WaSCs and WoCs. 
Benchmark used is average of A and BBB-
rated iBoXX GBP nonfinancial 10+yrs indices. 

NERA for Portsmouth 
Water, all bond issues 
(2017)12 +28bp  

Difference between average spread to 
benchmark gilt at issuance for WaSCs and 
WoC bonds; all outstanding GBP-denominated 
issues, 1998-2017.  

KPMG for Bristol 
Water, ‘Method 1’ 
(2018)13 +51bp to +54bp 

Comparison of average WaSC and WoC bond 
spread to benchmark gilt at issuance, 2001-
2017. Excludes bonds of less than 10 years to 
maturity at issuance and WaSC issues below 
£100m.  

KPMG for Bristol 
Water, ‘Method 2’ 
(2018)14 

+58bp to +76bp 

Comparison of average WaSC and WoC bond 
spread to benchmark index at issuance, 2001-
2017. Benchmark used is average of A and 
BBB-rated iBoXX GBP nonfinancial 10+yrs 
indices. Excludes bonds of less than 20 years 
to maturity at issuance, WaSC issues below 
£100m, and securitised bonds rated A or 
higher.  

KPMG for Bristol 
Water, ‘Method 3’ 
(2018)15 

+51bp to +61bp 

Comparison of average WaSC and WoC bond 
spread to benchmark iBoXX index at issuance 
with the same rating (i.e. A or BBB), 2001-
2017. Excludes bonds of less than 20 years to 
maturity at issuance, WaSC issues below 
£100m, and securitised bonds rated A or 
higher. 

                                            

 

10 Ibid.  
11 Competition and Markets Authority, ‘Bristol Water PLC Final Determination’, October 2015 
12 NERA, ‘Evidence on Company Specific Adjustment for Portsmouth Water’s Cost of Debt’, August 
2017 
13 KPMG, ‘Company Specific Adjustment for PR19 for Bristol Water’, 2018 (unpublished) 
14 Ibid. 
15 Ibid. 

https://assets.digital.cabinet-office.gov.uk/media/56279924ed915d194b000001/Bristol_Water_plc_final_determination.pdf


Technical Appendix 4: Company-specific adjustments to the cost of capital  
 

16 

In determining which approach to assign most weight to, it is important to consider 

how precisely each one captures what we are trying to measure – i.e. the higher 

borrowing costs faced by smaller companies specifically due to their size difference 

relative to the rest of the sector. To do this effectively, the best approaches should 

compare the borrowing costs of large and smaller companies, while controlling as far 

as possible for other factors which are liable to drive differences in borrowing costs – 

leaving the small company premium as the residual difference. The three primary 

factors are:  

 Timing of issue: Yields on corporate borrowing tend to move in the same 

direction as movements in the underlying risk-free rate16, which has shown 

historical periods of volatility.  

 Tenor of issue: All other things equal, borrowing for longer will increase the 

required yield, as making an investment for a 1-year period tends to carry lower 

risk than doing so for a 20-year period.  

 Credit rating: Ratings agencies assess companies’ creditworthiness based on a 

wide range of criteria (for instance gearing). Companies with lower credit ratings 

tend to face higher borrowing costs.   

These factors mean that simply comparing the average yield of small and large 

company borrowing across very different time periods, or where the tenor or credit 

rating of the two groups is materially different, is liable to give a distorted estimate of 

the small company premium. Recent analysis aiming to control for these 

confounding factors and isolate the small company premium can be grouped into two 

categories – ‘spread to iBoXX’, and ‘spread to gilts’ approaches. 

3.2.1 ‘Spread to iBoXX’ approaches    

Both PwC (2014) and CMA (2015) exercises from Table 5 compared average WoC 

spread at issuance17 to a large-company efficient benchmark derived using the 

iBoXX average A/BBB indices18. This approach controlled for the timing of issue, and 

partially for the tenor of issue, due to ensuring that the bonds being compared had a 

                                            

 

16 Usually taken to be UK gilts, for GBP-denominated debt instruments.  
17 i.e. the difference in yield-to-maturity implied by the pricing and coupon of the bond, versus the 
same calculation for the iBoXX index. 
18 
 Technically the simple average of the yield to maturity of the A and BBB-rated GBP iBoXX 
nonfinancials 10+yrs index 
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remaining maturity of at least 10 years. Credit rating was not controlled for, but we 

do not observe in the current credit ratings a material difference between the 

average rating of WaSCs and that for smaller WoCs.  

The difference in the estimate of small company premium from both methods (26 

basis points in the PwC exercise versus 37 basis points for the CMA) is largely due 

to a differing view of the efficient benchmark for large companies. Both the CMA and 

PwC analysis agreed that Artesian bond issues (which account for the majority of 

WoC borrowings) on average underperformed the iBoXX A/BBB index by 11 basis 

points. But while PwC used Ofwat’s view of the the iBoXX A/BBB yield minus 15 

basis points as the efficient benchmark, the CMA found that a higher negative 

adjustment of 26 basis points was a more appropriate reflection of the ability of large 

companies to outperform the index, on average.  

KPMG’s (2018) ‘Method 2’ approach employed a similar approach to PwC and the 

CMA but derived a much higher estimate of the small company premium: 58-76 

basis points. This is because it excluded water company bonds rated higher than A, 

excluded bonds with less than 20 years to maturity at issuance, and excluded large 

company bonds under £100m – thereby causing WoC bond underperfomance in the 

residual sample of bonds to look higher. It is clear that these exclusions drive the 

higher estimate of small company premium, as a 2017 exercise by KPMG 

reperforming the CMA’s approach with new data resulted in an estimate of 39.6 

basis points, which is aligned with the CMA’s finding of 37 basis points.19 We 

disagree with the rationale for all three exclusions: 

 Bonds rated higher than A: KPMG justify their exclusion by arguing that the 

decline in average sector credit rating since the 1990s means the iBoXX A/BBB 

index is not a good proxy for the average credit rating of bonds issued more than 

10 years ago, and that any outperformance of securitised bonds with these 

ratings relative to the index was misleading. We consider that the A/BBB iBoXX is 

not meant to proxy for the actual credit rating of the sector, but to provide a 

reference point for the cost of borrowing faced by a company with a solid 

investment-grade rating. We are not convinced that basing the estimate of small 

company premium on a calculation excluding those WoCs which have decided to 

target ratings higher than this reference point (but still within the ratings range 

used to derive it), is appropriate. It is also unclear why the securitised status of 

                                            

 

19 KPMG, ‘Bristol Water: Quantifying the small company premium’, August 2017 (unpublished) 
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bonds matters in the context of an exercise comparing the spreads which WaSCs 

and WoCs were in practice able to achieve.  

 Bonds issued at less than 20 years to maturity: KPMG justify their exclusion 

due to the iBoXX A/BBB composite having an average years to maturity of ~20 

years. We consider that by excluding water bonds of less than 20 years to 

maturity at issuance, the sample of water sector bonds would be likely to have an 

average years to maturity higher than the iBoXX A/BBB’s ~20 years, which runs 

counter to the goal of controlling for tenor. 

 Bonds smaller than £100m: It is unclear why excluding large company 

issuances below this threshold would give a more accurate estimate of the small 

size premium. Issues under £100m are at the scale that small water companies 

might be expected to issue at given their size, implying large company debt in 

this range would be well-suited as a comparator, controlling for size of issue as 

well as other factors. 

Finally, KPMG in its ‘Method 3’ (2018) approach estimated the small company 

premium by comparing WaSC and WoC spreads to the iBoXX index containing 

bonds with the corresponding rating.20 The resulting estimate of the small company 

premium is 51-61 basis points. KPMG argued that controlling for credit rating leads 

to the most robust estimate of the small company premium.  

While we agree that controlling for credit rating could potentially increase the 

accuracy of the estimated small company premium, we consider that the gains of 

this approach over using the iBoXX A/BBB composite index are likely to be limited. 

This is because each iBoXX index (A and BBB) encompasses bonds which may 

have one of three ratings21. This means that the weighted average rating of each 

index will move over time within this three-notch band as instruments drop out of the 

index and are replaced with others, meaning it will not necessarily match the rating 

of bonds whose yields are being compared. In addition, the relatively small 

difference between the weighted estimates of the premium between KPMG’s 

‘Method 2’ and ‘Method 3’ (7 basis points) suggests that rating differences are not an 

important driver of the small company premium, consistent with our above 

observation that the average credit rating of WoCs and WaSCs is similar. Finally, as 

KPMG also excluded bonds below 20 years tenor and securitised bonds for their 

                                            

 

20 i.e. bonds rated A+/A/A- to the A index and bonds rated BBB+/BBB/BBB- to the BBB index 
corresponded to the same 
21 The A-rated iBoXX may contain bonds with an A+, A or A- rating and the BBB may contain bonds 
with a BBB+, BBB or BBB- rating. 
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‘Method 3’ approach, we have similar concerns for this approach as noted above for 

‘Method 2’.    

3.2.2 ‘Spread to gilts’ approaches 

One drawback of spread to iBoXX approaches is that the exact weighted average 

years to maturity of the iBoXX A/BBB composite is liable to change over time as new 

bonds are added to the indices and others fall off it. To the extent that there exists 

mismatch between the weighted average years to maturity of the composite index 

and bonds whose yield is being compared, this is a source of inaccuracy when using 

spreads to the iBoXX to estimate the small company premium.22 

Estimation exercises which compare average spread at issuance to benchmark gilts 

for large and smaller companies – such as NERA (2017) and KPMG ‘Method 1’ 

(2018) – control for tenor of bond issue better. This is because the spread for each 

bond can be calculated against the relevant daily yield curve for government bonds. 

We note however that the KPMG estimate of the premium (51-54bp) was 

substantially higher than the NERA estimate (28bp). While the latter exercise seems 

comprehensive, stating it included all outstanding bonds issued between 1998 and 

2017, the KPMG exercise excluded bonds of less than 10 years to maturity at 

issuance, and WaSC issues below £100m. As explained above, we are not 

convinced by KPMG’s rationale for excluding these bonds. 

3.2.3 Conclusion 

In informing our review of company proposals on level of uplift for our Initial 

Assessment of Plans, we recognise that both ‘spread to iBoXX’ and ‘spread to gilts’ 

approaches have merit in controlling for factors unrelated to size which affect 

required bond yields. We have used a range of 25 – 40 basis points as our view of 

the plausible incremental additional borrowing costs faced by a notional small 

company due to its size. This range uses the PwC (2014) ‘spread to iBoXX’ estimate 

as the lower bound and the CMA (2015) ‘spread to iBoXX’ estimate as the upper 

                                            

 

22 For instance, if WoC issues were clustered in periods when the iBoXX A/BBB weighted average 
years to maturity was atypically low, this would tend to bias estimates of the small company premium 
upwards.   
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bound. We have not used KPMG’s analysis to inform our range due to our concerns 

over the rationale for excluding certain debt instruments. 

3.3 New debt  

Table 6 sets out recent exercises to estimate the premium faced by small companies 

on their cost of new debt due to their size, which we have relied on in assessing 

these companies’ claims: 

 

Table 6 – Estimates of premia on new debt faced by small companies  

Organisation Estimate of 

premium  

Estimation approach: 

 PWC for Ofwat (2014) 

23 
+ 0 bp 

Comparison of large WoC traded bond yields 
with those of WaSC comparators with similar 
remaining years to maturity, 2009-2014.  

CMA for Bristol Water 
determination, ‘iBoXX 
approach’ (2015)24  + 37bp (implied) 

Uses the 11bp estimate of historical average 
WoC underperformance vs the iBoXX A/BBB 
10yr + indices, and the CMA’s implicit view of 
historic WaSC outperformance vs the same 
indices (on average 26 basis points).  

NERA for Portsmouth 
Water (2017)25 

+22bp 

Comparison of traded bond yields for WoC 
bonds and WaSC comparators, ensuring they 
are: GBP, fixed-rate, bullet repayment, of 
similar years to maturity and credit rating, and 
with no embedded options.  

KPMG for Bristol Water 
(2018)26 

+15bp 

Estimate of cash holding costs from comparing 
different scenarios where cash from a loan is 
spent over different time periods, and with 
different estimates of the ‘wedge’ separating 
the bond interest rate and short term cash 
deposit rate.  

                                            

 

23 PwC, ‘Company specific adjustments to the WACC’, August 2014 
24 Competition and Markets Authority, ‘Bristol Water PLC Final Determination’, October 2015 
25 NERA, ‘Evidence on Company Specific Adjustment for Portsmouth Water’s Cost of Debt’, August 
2017 
26 KPMG, ‘Company Specific Adjustment for PR19 for Bristol Water’, 2018 (unpublished) 

https://www.ofwat.gov.uk/wp-content/uploads/2015/10/rpt_com1408pwcuplift.pdf
https://assets.digital.cabinet-office.gov.uk/media/56279924ed915d194b000001/Bristol_Water_plc_final_determination.pdf


Technical Appendix 4: Company-specific adjustments to the cost of capital  
 

21 

3.3.1 Traded yields analysis 

The implied yield to maturity (or ‘traded yield’) of listed bonds can provide a guide to 

the market yield which would apply for any new debt issued by the originating 

company, provided the bond is traded frequently enough to represent up-to-date 

valuations of market participants.  

 

PwC’s (2014) exercise compared large WoC traded bond yields with those of 

comparator WaSCs, finding that there was no conclusive evidence that the large 

WoCs faced higher borrowing costs compared with the WaSCs. This exercise 

excluded listed bonds issued by smaller WoCs Bristol Water and South Staffs Water, 

however, and so is less relevant as an exercise to determine any premium faced by 

the current group of smaller companies on their cost of new debt.  

 

Including these smaller companies, NERA (2017) found that traded yields for listed 

WoC bonds were on average 11bp higher than those of WaSCs, or 22bp higher, if 

Affinity Water bonds were excluded – which NERA argue is appropriate due to the 

timing of that company’s securitisation.  

3.3.2 Other approaches 

 

The CMA’s (2015) ‘iBoXX approach’, effectively assumed that the small company 

premium estimated for embedded debt represented a good estimate for the premium 

on the future cost of new debt. We consider this to be an upper bound estimate of 

the notional cost of new debt premium, as it is significantly higher than estimates 

derived from comparing traded yields. As a backwards-looking approach it also does 

not reflect recent developments, such as the increased popularity of private 

placements, which have increased the ability of WoCs to issue bonds in smaller 

denominations than was previously the case.  

 

KPMG’s (2018) analysis did not ground the argument for a small company premium 

on differences in yields. Instead, it argued for an uplift based on the additional cash 

holding costs which arise because of the greater need of small WoCs to ‘pre-fund’ 

investment which is then spent over time, incurring a ‘cost of carry’ - defined by 

KPMG as the cost of debt paid on the amount raised versus the interest rate on cash 

held on deposit.  

 

We do not agree with the inclusion of this category of cost as part of a company-

specific adjustment, for the following reasons: 
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 Our ‘early view’ allowance of 0.1% for issuance and liquidity costs already 

includes an allowance for cash holding.27  

 Making a more specific assumption about the financing and drawdown speed 

of the notional small company would legitimately raise the question of 

whether other financing characteristics specific to small companies (such as 

their tendency to have a greater share of lower-cost short term bank debt) 

should be reflected in the allowance.  

 

Neither PwC (2014) nor the CMA (2015) proposed a separate allowance for cash 

holding costs in the notional allowance, because of their view that these costs were 

broadly offset by lower costs elsewhere (and in particular lower costs from having a 

higher share of short-term bank debt). Our assessment of evidence provided in 

company submissions is that this yield differential between short-term bank debt and 

long-term lending continues to persist. Notwithstanding this, KPMG’s estimate of 15 

basis points for the small company premium on new debt is not vastly different to the 

estimate of 22 basis points from NERA’s traded yields analysis.  

3.3.3 Conclusion 

Overall, our view is that the plausible range for a notional premium which may be 

faced by a small company premium on the cost of new debt is 22 – 40 basis points. 

This range uses the NERA (2017) analysis of traded yields as the lower bound and 

the CMA (2015) estimate as the upper bound. In forming this conclusion we have 

assumed the notional small company’s issuance will not include a higher share of 

cheaper short-term bank debt than the large company benchmark, and placed more 

weight on datapoints provided by the smaller WoCs, given that the three companies 

are amongst their number.    

3.4 Level of uplift assessment – our conclusions: 

We consider that our evidence on the higher overall cost of debt faced by a small 

notional company due to its size points to a plausible range of 25-40 basis points. 

This range is derived from an overall allowance which incorporates the lower-bound 

figure for new and embedded debt and the upper-bound allowance for new and 

                                            

 

27 Europe Economics, ‘PR19 – Initial assessment of the Cost of Capital’, 11 December 2017, p72 
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embedded debt.28 We have used this range to assess company proposals for a 

company-specific adjustment in our Initial Assessment of Plans.  

 

Portsmouth Water and SES Water’s proposed uplifts lie within our plausible range; 

they pass this assessment. Bristol Water’s proposal is higher than this range, and we 

do not consider its supporting evidence convincing. The company has therefore not 

passed this assessment.   

 

  

                                            

 

28 We have used weights according to our final methodology ‘early view’ notional split of embedded to 
new debt of 70:30. 
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4 Customer benefits assessment 

In this section we assess the case for there being benefits which adequately 

compensate a company’s customers for the increased cost of providing its proposed 

cost of capital uplifts. Our main area of focus is in terms of each company’s 

contribution to strengthening the cost and service benchmarks we use to challenge 

the sector to improve its performance. We consider, in turn, benchmarking benefits 

contributed by each company for the current PR19 (2020-25) period, and future 

benchmarking benefits in a highly important driver of customer bills – base wholesale 

totex – over 2025-50. 

 

For the forthcoming PR19 (2020-25) period, we assess that only Portsmouth Water 

will contribute benchmarking benefits which are net positive overall, at £120m - with 

Bristol Water and SES Water both having a negative contribution of -£14m.29 

Forecasting base wholesale totex benchmarking benefits over a longer period (2025-

2050), we assess that only Portsmouth Water will contribute positive net benefits, at 

£53m.  We forecast the equivalent figures for Bristol Water and SES Water as 

negative, at -£22m and -£7m, respectively.30  

 

Taken in the round, we consider that in the case of Portsmouth Water, there is 

convincing evidence of large positive benchmarking benefits which adequately 

compensate customers – the company passes this assessment. For Bristol Water 

and SES Water, net benchmarking benefits are negative under both approaches. 

Though both companies demonstrate a positive contribution in terms of some 

benchmarking and non-benchmarking related benefits, we consider there is not 

convincing evidence in the round that overall benefits adequately compensate for the 

cost to customers of these companies’ uplifts. These two companies have not 

passed this assessment.   

4.1 Background: 

In our final methodology we set out an expectation that companies seeking a 

company-specific adjustment should provide compelling evidence that there are 

                                            

 

29 All figures in 2017/18 prices 
30 All figures in 2017/18 prices and values using a discount rate of 3.5% 
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benefits that adequately compensate customers for the increased cost. This 

requirement builds on that employed at PR14, where we expected companies to 

show there was an offsetting benefit to customers (the ‘benefits test’).31  

Our PR19 final methodology stated that we would assess company proposals using 

the following questions: 

1. Has the company had a beneficial impact on our cost benchmarks?  

2. Has the company had a beneficial effect on our service benchmarks?  

3. Are there benefits in other areas?32  

The remaining sections of this chapter consider these three questions in turn.  

We have considered companies’ evidence on claimed customer benefits and 

conducted our own assessment of benefits using company submissions and data.  

4.2 Our high-level framework 

Our benefits estimation framework primarily considers the impact of each company’s 

business plan and track record on the benchmarks we use to challenge the sector to 

achieve stretching levels of efficiency and service quality. We have used two 

approaches to consider the contribution of companies in terms of customer benefits: 

 Single-period approach: This approach considers the extent to which each 

company’s historical data and forecast commitment levels will strengthen our 

PR19 cost efficiency and service benchmarks - resulting in a more stringent price 

control that will benefit customers over the period 2020-25.  

 Forward-looking approach: This approach considers a company’s future 

contribution to our ability to set stringent benchmarks beyond 2020-25, focusing 

on the most material determinant of bills – totex. We consider it necessary to 

estimate benchmarking benefits from future controls because of our view that not 

providing an uplift would increase the probability of a company merging, and that 

this would affect price controls after PR19.33   

 

                                            

 

31 Ofwat, ‘Setting Price Controls for 2015-20 – risk and reward guidance’, January 2014, p23 
32 In particular, considering benefits areas such as innovation which are not encompassed by 
benchmarking benefits 
33 We set out why we consider this to be the case in more detail in Annex 1 

https://www.ofwat.gov.uk/wp-content/uploads/2015/12/gud_tec20140127riskreward.pdf
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We have placed most weight on our forward-looking approach, using the single-

period approach as a cross-check. This is because the 2020-25 benchmarking 

impacts implied by companies’ submissions will not be affected by any impact on 

merger probability triggered by the decision to allow an uplift, and also because 

companies which do not currently strengthen our benchmarks may do so in future 

(and vice versa). Previous merger decisions in the water sector have however found 

that forward-looking benchmarking benefits will be lower than single-period 

estimates. This is due to an assumption that poorer-performing companies will catch 

up to the upper quartile benchmark, reducing penalties paid, and also that upper 

quartile companies may lose ranks over time34. We therefore consider that the 

single-period estimates are useful as a cross-check to our forward-looking 

comparison of costs and benefits.  

At PR14 we applied a scaling factor to calculated benefits based on our assessment 

that not allowing a company-specific uplift would result in 1 or 2 out of the 6 

remaining small companies merging. This was used to scale merger benefits to one 

to two sixths of the total, in order to derive an estimate of the benchmarking impact 

of retaining a given company as an independent comparator. We consider that the 

principle behind scaling benefits remains sound – not providing an uplift to some 

companies at PR14 has not resulted in all of these companies merging, and 

providing Bournemouth Water with an uplift did not prevent it merging in 2015.  

However, a scaling factor would not affect our decisions in this assessment and so 

we have not included a scaling factor at this time. We may however include a scaling 

factor, should we revisit our assessment for draft or final determinations. 

                                            

 

34 A recent example is the 2015 Pennon Group – Bournemouth Water enquiry, where the Competition 
and Markets Authority assessed £8m ‘static’ detriment from a weaker Supply Interruptions 
benchmark, reducing to £6m in ‘forward-looking’ terms based on a 35% catch-up rate and assuming 
possibility of rank changes. 
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4.3 Has the company had a beneficial impact on our cost 
benchmarks?  

4.3.1 Base water wholesale totex –single-period approach 

Our modelled view of water base totex for 2020-25 given proposed deliverables in 

business plans stands at £16,483m35. We are proposing to apply efficiency 

challenge to this figure via the use of an upper quartile benchmark for efficiency 

scores derived using historical cost data. This means that each of the three 

companies contributes to the upper quartile which we use to apply efficiency 

challenge to all companies.36  

As set out in Technical Appendix 2: Securing Cost Efficiency, we have built 

econometric models which allow us to compare a given company’s actual base totex 

with a fitted prediction from models based on data covering the period 2012-2018. 

Actual spending as a percentage of our modelled view (the ‘efficiency score’) is one 

measure of company efficiency. In order to set stretching efficiency targets for 

companies at PR19, we propose to use the upper quartile threshold of company 

efficiency scores derived from this historical data in setting base totex allowances for 

2020-25. We calculate this upper quartile as 95.2%, meaning that companies would 

receive 95.2% of the cost allowance which our models predict their business plan 

should cost.  

Figure 1 sets out the three companies’ efficiency score and rank against the rest of 

the sector, and the upper quartile for our water wholesale base totex. This shows 

that Portsmouth is the frontier company in terms of its modelled historical efficiency, 

and that Bristol and SES Water are near the bottom of the rankings.  

                                            

 

35 Figure is prior to applying efficiency challenge.  
36 We do not consistently use the upper quartile in our proposed efficiency challenge for enhancement 
and unmodelled totex, which is why our focus is on base totex.  

https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/initial-assessment-of-plans/
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Figure 1 – Historical efficiency scores for base water wholesale totex, 2014-

201837 

Source: Ofwat analysis of business plan submissions and historical cost data 

 

A provisional estimate of the base totex benchmarking benefits to customers from 

the inclusion of one of the three companies over 2020-25 can be calculated by 

considering how the exclusion of each company from our data would affect the upper 

quartile benchmark38 used to challenge the sector to achieve greater cost efficiency. 

By comparing our post-efficiency challenge totex allowance against one calculated 

using an upper quartile where one of our three companies has been removed, we 

derive monetised benefits over 2020-25 from each company’s inclusion as follows 

(2017/18 prices): 

 Bristol Water: -£11.2m 

 Portsmouth Water: +125.0m 

 SES Water: -£11.2m 

                                            

 

37 The efficiency score in this chart represents company proposed costs for their business plan as a 
percentage of what our modelled view of costs is. 
38 Our current view of this benchmark is 95.2%, meaning that companies would receive 95.2% of the 
cost allowance which our models predict their business plan should cost. 
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4.3.2 Base water wholesale totex – company estimates 

Two companies provide their own estimates of near-term totex benchmarking 

benefits: 

 Bristol Water cite NERA analysis of early models from our March 2018 cost 

modelling consultation and a forecast of relative efficiency in 2016/17 which 

concludes that its performance on water totex was upper quartile and worth £2.48 

per household per year (approximately £1.3m39).40 We have not placed any 

weight on this finding as it is based on versions of our cost efficiency models 

which have since been superseded. As set out in the preceding section, our 

latest models suggest that Bristol’s inclusion in the wholesale water base totex 

rankings weaken the upper quartile benchmark, resulting in efficiency challenge 

which is not as stringent as it might otherwise be.  

 Portsmouth Water include analysis by NERA which also uses early models from 

our March consultation to conclude that the company is upper quartile. Using an 

approach similar to that which we have used, albeit with a different set of 

efficiency scores, and assuming PR14 levels of base water totex, NERA 

conclude that the company is likely to provide wholesale totex benchmarking 

benefits over 2020-25 of £42.9m.41 Although we agree Portsmouth is upper 

quartile on totex efficiency, we prefer our estimate, as it is based on our latest 

models and data.  

4.3.3 Base water wholesale totex –forward-looking approach 

Our forward-looking exercise focuses exclusively on base totex, because it is one of 

the most material drivers of bills, there exists better historical data on which to base 

forecast relative to other measures, and because we have a relatively greater 

expectation that our approach to incentivising efficiency using the upper quartile will 

endure over time.  

We have modelled the benefits of our three companies remaining as independent 

base totex comparators over five control periods (PR24 - PR44), adapting a 

framework used by the CMA in merger cases and to conduct our benefits test at 

PR14. This framework uses historical data on changes in efficiency rank to make 

                                            

 

39 Based on figure multiplied by Bristol Water’s forecast average 0.52m households over 2020-25 
40 Bristol Water, Financeability Risk & Return and Affordability, p81, 2018 
41 NERA, Customer Benefits Test for a Specific Company Adjustment for the Cost of Debt, June 2018  
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forecasts about how a company’s future efficiency rank will change over time, and 

the benefits which might be expected to accrue to customers based on whether the 

company is upper quartile or not. These cases have typically considered three 

approaches to forecasting rank changes:     

 The changes approach, which identifies the frequency of the change in ranking 

over a five-year period, taking no account of the starting ranking. 

 The permutations approach, which identifies the frequency of a change in 

ranking over a five-year period by combining the change in rank over a two year 

period and a three-year period. This increases the number of observations and 

also takes no account of the starting ranking. 

 The transitions approach, which identifies the frequency of a change in ranking 

over a five-year period, taking account of the ranking the company started at. 

Each of these approaches has limitations. The permutations approach assumes that 

changes in ranking in different periods are independent, which appears unrealistic 

and is likely to lead to an over-estimate of the chance of a large change in ranking 

over a five-year period. Both changes and permutations approaches assume that 

changes in rank are independent of starting position, despite previous merger case 

analysis suggesting that this may not be the case.42 The transitions approach, while 

being able to represent different probabilities for rank changes based on starting 

rank, does so at the cost of a reduced number of observations, reducing the 

statistical significance of the results.  

For our current exercise, we have attempted to increase the robustness of our 

analysis by drawing on both the changes and transitions approach. We have 

increased the number of observations under the transitions approach by identifying 

movements between quartiles, rather than ranks. This allows us to capture 

probability of rank changes conditional on starting rank, while maintaining a sufficient 

number of observations.  

More detail on our modelling approach is contained in Annex 1.  

Table 7 sets out our estimate of the forecast base water totex benchmarking benefits 

of each of the three companies not merging under our forward-looking approach, 

based on their current efficiency ranking.  

                                            

 

42 CMA, SWB–BWH merger final report: appendices, 2015, pE28 
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Table 7 –Forecast base totex benchmarking benefits PR24-PR44 (£m, 

2017/18 values and prices) 

Metric Bristol Water 

 

Portsmouth 

Water 

SES Water 

Benefits  
(changes approach) 

5.4 62.9 1.4 

Benefits  
(transitions approach) 

-0.5 65.0 0.0 

Benefits – midpoint 2.4 63.9 0.7 

Source: Ofwat analysis of business plan submissions and historical cost data. Figures are based on 

1,000 simulations of each price control.  

We assume for this assessment that both ‘Changes’ and ‘Transitions’ approaches 

have some merit, and that for the purposes of conducting cost-benefit analysis that 

an appropriate estimate of benefits overall is the midpoint between the estimate 

yielded by each approach.    

4.3.4 Retail benchmarking – single period approach 

As set out in Technical Appendix 2: Securing Cost Efficiency, for PR19 we have 

applied a forward-looking upper quartile efficiency challenge to companies’ 

proposals for their residential retail costs. As with base water wholesale totex, this 

means we can consider how the inclusion of our three companies is liable to affect 

the stringency of our efficiency challenge on this measure.  

Again, as with base totex, it is possible to construct efficiency scores for companies 

based on the ratio of their proposed spending to our models’ assessment of what 

this should cost. Figure 2 sets out companies’ relative ranking of efficiency scores. 

The upper quartile (0.74%) is depicted as a red line. All three companies under 

consideration were less efficient than this level, implying that their inclusion results in 

an efficiency challenge which is not as stringent as it might otherwise be.  

https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/initial-assessment-of-plans/
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Figure 2 –Efficiency scores for residential retail totex 

Source: Ofwat analysis of business plan submissions and historical cost data 

 

Recalculating the upper quartile by in turn excluding each of our three companies 

suggests that their inclusion results in a weakening of the benchmark of 

approximately 0.1% for all three – due to all three having efficiency lower than the 

upper quartile. Monetising this impact in terms of the reduced efficiency challenge to 

our modelled view of retail totex results in the following customer benefits impacts 

over 2020-25 (2017/18 prices).   

 Bristol Water: -£6.1m 

 Portsmouth Water: -£6.1m 

 SES Water: -£6.1m 

4.3.5 Retail benchmarking – company estimates 

One company includes its own estimates of near-term retail benchmarking benefits 

in its business plan: 

 Bristol Water relied on Economic Insight analysis and its forecast of relative 

efficiency in 2016/17 which concluded that its performance on retail totex was 
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upper quartile and worth £1.85 per household per year (approximately 

£1.0m43).44 We have not placed any weight on this finding as it is based on 

versions of our retail cost models which have since been superseded. As set out 

in the preceding section, our latest models suggest that Bristol’s inclusion in the 

retail cost efficiency rankings weaken the upper quartile benchmark, resulting in 

efficiency challenge which is not as stringent as it might otherwise be.  

4.4 Has the company had a beneficial effect on our service 
benchmarks? 

Companies can benefit our service benchmarks by demonstrating a strong track 

record of delivering outcomes or setting stretching forecast performance commitment 

service levels in their plans. This information on achievable levels of performance 

can serve as the basis to challenge companies which lag behind in performance or 

ambition to increase the stretch implied by their service levels. For instance, at the 

2014 price review, we used comparisons across water companies to identify upper 

quartile performance and intervened to ensure that companies were only able to 

access financial rewards for genuinely stretching performance.45  

Given the business activities of the companies seeking a company-specific uplift, we 

have focused our analysis on the common performance metrics specific to the 

supply of water, where our assessment of business plan proposals has been 

informed by comparative assessment. Where an industry-wide benchmark (e.g. the 

upper quartile) is not applied to the sector, it is harder to assess the precise 

contribution of an individual company’s performance where we to step in to increase 

ambition in company plans that lag behind. We have not therefore sought to 

monetise benchmarking benefits where this is the case – but recognise that these 

may be non-zero.  

Table 8 sets out the sector ranking of the three companies for water-related common 

performance commitments and SIM, where green shading indicates upper-quartile 

performance. The final column indicates where we have made use of the upper 

quartile to challenge companies to make more stretching commitments. The table 

                                            

 

43 Based on figure multiplied by Bristol Water’s forecast average 0.52m households over 2020-25 
44 Bristol Water, Financeability Risk & Return and Affordability, p79, 2018 
45 Ofwat, ‘Draft price control determination notice: technical appendix A2’, August 2014, p19 

https://www.ofwat.gov.uk/wp-content/uploads/2015/10/det_pr1408draftappendixoutcomes.pdf
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shows that all three companies have more often than not achieved a high relative 

ranking in both current and future common performance commitments.   

Table 8 – Company rank in current and forecast common performance commitments 

Metric Bristol Water 

 

Portsmouth 

Water  

SES Water Upper 

Quartile used 

in challenge? 

Supply interruptions 
(2017/18) 

17 2 1  

Supply interruptions 
(2024/25) 

1 4 3  

Leakage (2017/18) 4 11 1  

Leakage (2024/25)46 1 11 2  

Mains repairs (2017/18) 14 2 1  

Mains repairs (2024/25) 11 2 1  

Unplanned outages 
(2017/18) 

4 12 9  

Unplanned outages 
(2024/25) 

5 9 7  

Per capita consumption 
(2017/18) 

12 10 14 

Per capita  consumption 
(2024/25) 

8 5 6 

Water quality - CRI 
(2017/18)47 

1 2 4  

SIM (2017/18)48 13 2 17  

Source: Ofwat analysis of company PR19 submissions and historical returns. Green shading 

indicates upper quartile status.  

                                            

 

46 Upper quartile challenge applied to some companies only.  
47 We have not included forecast CRI as we set out our expectation that all companies should target a 
score of 0 – the statutory requirement.  
48 Data on company C-MEX scores is not yet available: we have provided the latest SIM scores as 
context.  
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We have not attempted to quantify benchmarking benefits in common performance 

commitments where we have not proposed a sector benchmark to challenge poorer 

performers, as the contribution of individual companies is hard to evidence. In two 

areas relevant to water companies, we are proposing to intervene to make plans 

more stretching using an upper quartile benchmark:  

 Leakage: Challenging several companies who did not propose sufficiently 

stretching commitments to meet the forecast upper quartile performance 

commitment in each year of 2020-25 – or justify why not. 

 Water supply interruptions: Where we are proposing to challenge the entire 

sector to commit to achieving at least the forecast upper quartile performance 

level in each year of 2020-25  

In these two areas, for the purposes of our assessment we assume that all 

companies committing to performance lower than the upper quartile instead raise 

their performance to this level. We then estimate what the upper quartile would have 

been if we had excluded each of the three companies applying for an uplift - and 

what this change implies for the forecast level of commitment for all companies 

whom we challenged to propose more stretching future service levels. 

Where removing a company’s data from the dataset used to form the upper quartile 

results in more or less stretching forecast service levels, we multiplied the difference 

in units by our adjusted estimates of the marginal customer benefit per unit implied 

by companies’ proposed ODI rates, in order to monetise the impact. We then 

grossed up financial benefits across all affected companies. The marginal benefit 

values used are in some cases different to the valuations provided in company 

submissions. This is the case where the valuations proposed by a company are 

outside our current view of the reasonable range of ODI rates for the relevant 

performance commitment.49  

We find that all three companies are upper quartile based on their committed level of 

supply interruptions over 2020-25. We assess the value of additional challenge 

implied by including these companies at £3.2m for each company over 2020-25 (in 

2017/18 prices). Bristol and SES Water are upper quartile on committed level of 

leakage, normalised for number of properties, Portsmouth is not. We quantify the 

                                            

 

49 see Technical appendix 1: Delivering outcomes for customers for further information on our 
approach to estimating reasonable ODI rates for the purposes of the IAP.  

https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/initial-assessment-of-plans/


Technical Appendix 4: Company-specific adjustments to the cost of capital  
 

36 

benefits of increased challenge from the inclusion of the former two companies as 

£0.7m, and those provided by Portsmouth as -£1.7m.      

More detail on companies’ relative performance on current and forecast service 

levels is provided in Annex 2.  

4.5 Benefits in other areas 

The three companies seeking a company-specific adjustment jointly commissioned a 

report seeking to establish the value of small local companies.50 The report 

summarised academic literature from a range of different industries on the possible 

customer benefits of ‘small and local’ companies, given as:  

 small local firms have more agile decision making structures; 

 small local firms are better at innovation; 

 small local firms are more consumer orientated; and 

 customers prefer products and services from a local company. 

The report stresses that the theoretical benefits identified do not amount to definitive 

proof that they would apply in water, due to the evidence being drawn from a wide 

range of sectors (including non-water and unregulated sectors). Also, despite 

identifying examples of good practice provided by the three companies under the 

above headings, it did not attempt to monetise benefits, and there was very little in 

the way of attempts to compare performance against that of larger WaSCs. In 

addition, we have concerns that some stated benefits are already paid for by 

customers through existing mechanisms of the regulatory framework.  

For these reasons, we consider that the report represents a helpful starting point to 

inform future work which could quantify benefits provided by particular small water 

companies, rather than providing point estimates which we could use in this 

assessment.  

                                            

 

50 EY, ‘The value of small local water only companies’, May 2018 
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4.6 Customer benefits assessment – our conclusions: 

Table 9 draws together our overall single-period assessment of the contribution the 

three companies have made in terms of increased efficiency and service challenge 

for the PR19 price control process, affecting the period 2020-25. As discussed 

previously, the net impacts figure is not directly comparable to the cost of providing 

an uplift, as this contribution would likely remain irrespective of any impact on merger 

probability from providing an uplift. We recognise this benefits figure is provisional - 

and may change over the course of the price control as the level of cost efficiency 

and service challenge is calibrated based on emerging information.  

Table 9 – ‘Single-period approach’ – efficiency challenge benchmarking 

benefits provided over 2020-25 (£m, 2017/18 prices) 

 Bristol Water 

 

Portsmouth 

Water  

SES Water 

Base wholesale water totex  
-11.2 +125.0 -11.2 

Retail 
-6.1 -6.1 -6.1 

Supply interruptions 
+3.2 +3.2 +3.2 

Leakage 
+0.7 -1.7 +0.7 

Net benefits -13.5 +120.3 -13.5 

Source: Ofwat analysis of company submissions 

We have placed most weight on our forward-looking approach, focusing on totex 

benchmarking benefits. These are presented in present value terms against the 

costs of providing companies’ proposed uplifts in table 10. We have presented our 

assessment of the contribution of non-totex benefits qualitatively, as we have not 

modelled these directly. As assumed in analysis at previous merger decisions, we 

consider that the contribution of the forward-looking non-totex net impacts would be 

the single-period impacts scaled down to account for ‘catch-up’ of poorer-performing 

companies towards the benchmark and ranking changes.   

Table 10 – ‘Forward-looking’ approach – benchmarking benefits provided over 

2025-2050 (£m, 2017/18 values and prices) 
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 Bristol Water 

 

Portsmouth 

Water  

SES Water 

Base totex benefits 2 64 1 

Cost of uplift 24 11 8 

NPV51 -22 53 -7 

Net contribution of non-totex 
factors52 

Negative Negative Negative 

Source: Ofwat analysis of company submissions and forecast modelling 

Overall, we consider that only Portsmouth Water passes this assessment, as we 

assess large positive net benchmarking benefits under both single-period and 

forward-looking approaches. Crucially, our forward-looking approach calculates large 

base totex benchmarking benefits which exceed the cost of providing its proposed 

uplift, and we consider that the finding of positive net benefits is not altered by any 

negative benchmarking impacts from other measures. We therefore consider that 

providing their proposed uplift will result in net customer benefits.   

Net benchmarking benefits for Bristol Water and SES Water are negative under both 

single-period and forward-looking approaches. Due to our assessment of overall net 

benchmarking impacts on non-totex measures which are negative, we are not 

convinced that extending the coverage of our forward-looking approach modelling to 

non-totex factors would change this conclusion. We accordingly consider that there 

are unlikely to be benefits which would sufficiently compensate customers for the 

higher cost of funding their uplifts - these two companies have therefore not passed 

this assessment.   

 

                                            

 

51 Based on subtracting costs from the midpoint of the base totex range benefits figure 
52 i.e. Retail, Supply Interruptions, and Leakage 
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5 Customer support assessment 

This section sets out our assessment of the evidence provided by companies 

seeking a company-specific adjustment that their own customers support funding the 

additional cost implied. We find that Portsmouth Water has provided satisfactory 

evidence that this is the case, passing this assessment. We find that Bristol Water 

and SES Water’s evidence is not sufficiently convincing – these companies have not 

passed.  

5.1 Background 

In our final methodology we stated that we expect companies seeking a company-

specific adjustment to demonstrate that their own customers support funding it 

through higher bills. We also said that we expect to see assurance from the 

Customer Challenge Group that the quality and nature of the customer research is 

appropriate and appropriately robust to support the conclusion that an adjustment is 

necessary.53 This is because, although any benchmarking benefits from retaining the 

company as an independent comparator accrue to all customers, the costs of 

funding the uplift fall entirely on those within its service area. 

 

In the rest of this section we consider to what extent the evidence provided by 

companies satisfies these criteria. 

5.2 Our review of the evidence 

For the purposes of our initial assessment of plans, we consider whether the 

evidence provided by companies that their proposed company-specific uplift is 

supported by their own customers’ preferences is convincing. In doing so, we place 

most weight on the following criteria:  

 that companies’ customer engagement is supported by a sufficiently large and 

representative sample of the customer base,  

 that the impact of the uplift on customer bills has been clearly portrayed; and  

 that elicited support for the uplift is not based on misleading information.  

                                            

 

53 Ofwat, ‘Our methodology for the 2019 price review, Appendix 12: Aligning risk and return’, p90 
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Where available, we have also drawn on CCG reports’ commentary on these 

customer engagement exercises. We have reproduced key parts of companies’ 

approaches in Annex 3 of this document, including flashcards, question wording and 

share of responses by answer. 

5.2.1 Bristol Water 

Bristol Water commissioned a questionnaire to test the extent of support amongst 

customers for paying an additional £3.00 per year on the average bill, given the 

benefits of being served by a smaller company.54 This figure is slightly larger than 

the extra £2.50 per year on the average household water bill which Bristol Water 

estimate their proposal will cost. This questionnaire involved 304 Bristol Water 

household customers selected according to quotas for age, gender and socio-

economic group provided by Bristol Water.  

The customer engagement that was undertaken suggests there is no majority for 

unconditionally keeping Bristol Water as water supplier. When the prospect of their 

supplier being taken over and not paying for an uplift was raised, 40% of 

respondents stated they would be keen to keep Bristol Water as their supplier as 

long as the company’s estimate of per customer benefits of £4.50/year compared 

with other companies exceeded the cost of funding its higher cost of borrowing. Only 

38% stated that they would be willing to keep Bristol as their supplier even if there 

were no offsetting benefits.55 Similarly, asked about willingness to support the uplift 

at the same time as a potential sharing mechanism (a mechanism sharing 50% of 

the uplift if forecast borrowing costs were lower than anticipated, and 50% if 

customer service targets were not hit), only 17% supported funding the uplift 

unconditionally, with a further 53% supporting the £3 uplift only if the sharing 

approach is in place.   

The report of Bristol Water’s customer challenge group did not set out detail of any 

challenge or assurance it had provided over the company’s evidence supporting its 

proposed company-specific adjustment. It did however state its view that the design 

                                            

 

54 ICS Consulting, ‘A report for Bristol Water: Acceptability and ODI Validation Survey’, August 2018 
55 Bristol Water, ‘Bristol Water For All’, September 2018, p176 



Technical Appendix 4: Company-specific adjustments to the cost of capital  
 

41 

of the sharing mechanism proposed by the company reflected Bristol Water’s 

business priorities as well as customer interests.56  

We have concerns over the validity of Bristol Water’s first question as a useful guide 

to customer preferences regarding its uplift. The £4.50 per year figure presented to 

customers is based on Bristol Water’s own view that it was an upper quartile 

performer in 2016/17 in wholesale and residential retail totex efficiency terms, and 

central customer willingness to pay for its lower level of leakage against the sector 

average. We have some concerns with Bristol Water’s approach in deriving this 

figure. We note that the company’s benefits estimate included measures where it 

deemed it had relatively strong performance (i.e. totex and cost efficiency) but not 

those it was weak on (e.g. supply interruptions57) – suggesting the net per-household 

benefits figure calculated using this type of approach could be lower. In any case, 

our own efficiency modelling suggests that Bristol Water’s historical performance is 

not upper quartile on base water wholesale totex or residential retail (section 4 of this 

document). Overall we are therefore not convinced that the £4.50 per year figure of 

company benefits put before respondents correctly depicted actual additional 

benefits which could compensate customers for the cost of funding the uplift.  

We also have some concerns around the company’s interpretation of responses to 

its second question testing the acceptability of its uplift. In this question, support for 

its uplift was tested by including the concept of a sharing mechanism applying to any 

company-specific adjustment allowed. We note that the mechanism tested with 

customers was more generous than that which it has included in its final business 

plan (the latter only puts at risk 50% of the company-specific uplift, as opposed to the 

mechanism tested with customers, which put at risk 100%). It is not clear that the 

entirety of the 57% of respondents who said they supported paying an additional £3 

based on the inclusion of the more generous mechanism would have done so when 

presented with the actual mechanism. This in turn casts some doubt on whether it is 

appropriate to infer a majority in support of funding the uplift, when only 17% of 

respondents to this question supported doing so unconditionally, and 57% supported 

doing so based on the more generous mechanism.  

Overall, we conclude that the majority support for the company’s uplift cited from 

customer engagement was secured contingent on materially different features to 

                                            

 

56 Bristol Water Challenge Panel, ‘Bristol Water Business Plan 2020-25: Assurance Report’, 
September 2018 p54 
57 Bristol’s 2017/18 performance on this measure was the worst in the sector, at 1hr 16 minutes per 
household 
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those which we have identified as actually existing in Bristol’s business plan. We are 

therefore not convinced that this customer research can be taken to represent 

compelling customer support for Bristol’s proposed uplift.  

5.2.2 Portsmouth Water  

Portsmouth Water estimate that its proposed 30bp uplift to its allowed cost of debt 

results in an annual average bill increase of under £0.80 for its customers.58 The 

company commissioned a survey and four focus group workshops to test customer 

support for their proposed uplift.  

The survey questioned 508 households served by Portsmouth Water. Quotas for 

respondents’ gender, age, and socio-economic group were set based on NOMIS and 

2011 Census data, in order to increase confidence that sample findings could be 

generalised to the service area. Weightings were applied to groups which were over-

and under-represented. Surveyed households were told that their water bill was the 

lowest in the sector and that Portsmouth Water believed that their small size meant 

that they could respond more quickly and provide a more tailored service, amongst 

other benefits.59 They were also told that Portsmouth Water’s small size led to higher 

borrowing costs already reflected in their bill of £0.80 per year on average. They 

were then asked how happy they were to pay for this premium. 88.0% of 

respondents (86.9% reweighted) stated they were very or fairly content to pay for the 

uplift. 60  

The focus group workshops took some account of the diversity of customer base, 

with each focus group focusing on attendees in the 18-45 or 46+ age range and from 

one of the C2DE and ABC1 socioeconomic groupings. These customers were told 

that Portsmouth Water was a small company and so faced a higher cost of 

borrowing compared with a larger water company of 0.3%, equating to £0.80 on the 

average annual bill, which would not apply if it was taken over by a larger water 

company. The research stated that focus group attendees unanimously supported 

                                            

 

58 Portsmouth Water, PORTSMOUTH WATER PR19 BUSINESS PLAN FINAL, pp 15 
59 See Annex 3 for more detail.  
60 ICS Consulting, ‘A report for Portsmouth Water, Business Plan Accceptability’, August 2018, p28 

https://ofwat.sharepoint.com/sites/rms/pr-pr19/Business%20Plans/Business%20plans%20-%203%20Sept%202018/PRT/Business%20Plan/Business%20Plan%20Document/PORTSMOUTH%20WATER%20PR19%20BUSINESS%20PLAN%20FINAL.docx
https://ofwat.sharepoint.com/sites/rms/pr-pr19/Business%20Plans/Business%20plans%20-%203%20Sept%202018/PRT/Business%20Plan/Appendices/2.%20Customer%20Engagement%20Overview/2.28%20ICS%20Acceptance%20Testing.pdf
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funding the uplift61 and did not favour the company being taken over in order to save 

the £0.80 per year cost that the continued ownership structure implied.  

The company’s CCG noted that it observed the process used to inform customers of 

current levels of performance and future costs and stated that it did not have 

concerns about these exercises being leading or biased.62 

We consider that the approach taken by Portsmouth Water was high quality and 

convincing. We largely base this on the clear majority supporting the uplift, based on 

a clearly-worded explanation of the bill impact, adequate sample size, and efforts to 

match the composition of the sample to the population of Portsmouth Water 

customers. An additional element of good practice is the inclusion of focus groups to 

triangulate findings and explore reasoning for providing particular responses.  

5.2.3 SES Water 

SES Water commissioned independent research to explore willingness to pay a 

premium to be served by a small and local company. This involved 100 customers 

recruited on the street who were shown a video about the company covering positive 

aspects of its performance and the benefits and drawbacks of being a small and 

local water company. They were asked the question “Are you supportive of paying 

an additional £4 a year to be provided with water services from a small local 

company?”. The report states that 82% of responses said that they were happy to 

pay the additional £4 per year.63 

The company’s CCG gave its view that there was robust evidence to support a small 

company bill impact, but said that it did not examine funding or efficiency arguments 

(viewing those as outside its remit), and focusing instead on the 82% of responses in 

favour.64   

We consider that the customer engagement approach taken by SES Water falls 

short of high quality. We base this conclusion primarily on the way in which the 

                                            

 

61 ICS Consulting, ‘Company Specific Premium and PR19 Financing Approach, Focus groups’, 
August 2018, p15 
62 Portsmouth CCG, ‘Report on Portsmouth Water’s PR19 Business Plan’, September 2018, p7 
63 Explain Market Research, ‘SES Water, Small Company Research’, May 2018, p12 
64 SES Water Customer Scrutiny Panel, ‘Report on SES Water’s 2020-2025 Business Plan’, 
September 2018, p32 

https://ofwat.sharepoint.com/:w:/r/sites/rms/pr-pr19/_layouts/15/Doc.aspx?sourcedoc=%7B1ECCD0D1-6283-4DB2-9EE1-45459F5CD5F1%7D&file=2.26%20Bill%20Profiling%20%26%20Company%20Specific%20company%20premium.docx&action=default&mobileredirect=true
https://ofwat.sharepoint.com/:w:/r/sites/rms/pr-pr19/_layouts/15/Doc.aspx?sourcedoc=%7B941D0596-4A85-45AC-A252-5324001EF25E%7D&file=Portsmouth%20PR19%20CCG%20Report%20V4.1%20Final.docx&action=default&mobileredirect=true
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company explained the cost of funding its requested 25bp uplift to its customers 

(estimated by the company to increase average bills by an additional £1.75 per 

year). Before answering the above question, respondents were shown a video which 

explained that being served by the company cost them £4 per year - the difference 

between the 2017/18 average water bill across the sector (£189), and for SES Water 

customers’ average bill (£193). 65 The closing text in the video asked ‘Are you happy 

to continue paying this?’.  

Given the identical value of two financial figures representing different things (the £4 

from the video from higher bills relative to the sector, and the additional £4 whose 

acceptability was being tested in the question put to customers), we consider there 

was a considerable risk of giving the misleading impression that the bill impact was 

zero – as the £4 figure had been portrayed in a video as a cost respondents were 

already paying for. The company was not allowed a company-specific adjustment at 

the 2014 price review, therefore this is not the case. We consider that customers did 

not have the additional bill impacts of funding the uplift properly explained to them, 

and we are therefore not convinced that the engagement exercise represents 

compelling evidence of customer support.  

Furthermore, although the research stated that quotas of those surveyed were set to 

achieve a sample representative of SES Water’s customer base in terms of key 

demographics, the company did not provide analysis of over or under-represented 

groups in the sample and how this ought to effect interpretation of the responses. 

Finally, the number of respondents (100) was relatively low in the context of SES’s 

customer base of around 670,000.     

5.3 Customer support assessment - our conclusions: 

We consider that Portsmouth Water has provided convincing evidence that the 

proposed cost of capital adjustment is supported by customer preferences. Its 

approach to testing the acceptability of its uplift clearly presented the bill impact, and 

demonstrated majority support from a sufficiently large and representative sample.  

Bristol Water and SES Water have not passed this assessment. Bristol Water’s 

acceptability testing gained majority support contingent on benefits that seem 

                                            

 

65 This does not capture the cost of SES’s uplift, as SES was not allowed an uplift at the last price 
control.   
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significantly higher than those we assess from the company’s business plan. We are 

also not convinced that SES Water’s customer acceptability testing used an 

approach that clearly and accurately portrayed the impacts of the cost of debt uplift 

on customer bills to respondents.  
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Annex 1: Our approach to modelling forward-looking 
totex benefits 

A key assumption of our approach is that providing a small water company with a 

company-specific uplift will reduce the probability that it will merge with another 

company from the sector, and we explain our reasoning in this annex. Such mergers 

might reasonably be expected to change our sectoral benchmarks and hence the 

stringency of efficiency and service challenge we can apply to the sector. This is 

why, as signalled in our final methodology, we have adapted our framework policy 

for assessing mergers66 to address the question of benefits from allowing a 

company-specific adjustment.  

 

The CMA did not apply a ‘benefits test’67 in its redetermination of Bristol Water’s 

price control in 2015, noting concerns over our approach.68 We set out our response 

to these concerns and explained why we continue to consider the benefits test a 

necessary and appropriate fulfilment of our statutory duties in our final 

methodology.69 We have also updated our modelling to address the concern of the 

CMA that our previous approach gave too much weight to a particular scenario of 

merger by modelling all possible permutations of merger involving each small 

company applying for a company-specific adjustment.  

 

Relevant to the CMA’s statement that it was unconvinced of a causal link between 

the cost of debt uplift and merger-related benchmarking benefits, we set out below 

our stepwise assessment of the transmission mechanism leading from allowing an 

uplift to impacts on customer benefits:  

 

1. Decision to award uplift: The small water-only company receives an uplift on its 

cost of debt allowance, increasing its allowed revenues. 

2. Increase in valuation of small company by its shareholders: In standard 

corporate finance theory, equity in a company may be valued by discounting its 

predicted cashflows. Allowing a cost of debt uplift will increase predicted 

cashflows received by a small company, increasing the valuation of its equity by 

its own shareholders.  

                                            

 

66 Ofwat, Ófwat’s approach to mergers and statement of methods’, October 2015 
67 i.e. award a small company premium contingent on benefits which would offset the higher implied 
costs, as per our PR14 approach.  
68 CMA, ‘Bristol Water PLC, Final Determination’, Final Report, October 2015, p309 
69 Ofwat, ‘Our methodology for the 2019 price review, Appendix 12: Aligning risk and return’, p91 

https://www.ofwat.gov.uk/publication/ofwats-approach-to-mergers-and-statement-of-methods-2/
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3. Decreased probability of a merger: Mergers require agreement over a price to 

be paid to buy out the shareholders of the small company. Assuming a small 

company premium on the cost of new debt exists, one rationale for a large 

acquirer to buy a small company is that in the longer-term, when embedded debt 

can be refinanced, an independent small company’s regulatory capital value 

(RCV) may be financed more cost-effectively if it becomes part of a large 

company - because the premium ceases to apply. Effectively, the change of 

ownership has a positive impact on predicted cashflows from the small company, 

all other things equal. However, the impact of providing the small independent 

company with a cost of capital uplift is to increase the parity of the discounted 

cashflows which would result if a large company were its owner, implying 

valuations which are more similar between small company shareholders and the 

would-be acquirer. This reduces the attractiveness of a merger in terms of 

unlocked surplus which can be shared between the shareholders of both merging 

companies - and which would form part of the rationale for any transaction. In 

other words, if being a small company carries an additional financing cost that 

regulation does not account for and will not account for in future periods, and 

being taken over by a larger company removes that additional financing cost, 

then there is an incentive to merge. But if the regulatory framework compensates 

for that additional financing cost with an uplift but such an uplift will be removed if 

the firm is taken over, that incentive to merge may be reduced. 

4. Impact on sector benchmarks: For any distribution of efficiency or service 

scores, the replacement of two companies in the data with a merged entity will 

have an impact on the upper quartile – widely used as a benchmark to challenge 

poorer performers to improve cost efficiency or service quality. If both companies 

outperform the pre-merger upper quartile, this results in a weakening of the 

benchmark – associated with customer detriment. If both underperform the pre-

merger upper quartile, this results in a strengthening of the benchmark – 

associated with customer benefits. If the merger parties lie either side of the 

upper quartile, the impact of the merger will depend on which quartile the merged 

entity is expected to fall into.70 In general, companies which are above the upper 

quartile are less likely to offer benchmarking benefits from merging, due to being 

more likely to be part of a merger of the type described in the first scenario. 

5. Impact on customer benefits: The implication for a small company uplift to the 

cost of debt is that if failing to provide such an uplift increases the likelihood of a 

merger, the benefit consumers of that water company gain from lower prices 

                                            

 

70 For a more formal explanation see Europe Economics, ‘Valuing the Impact of Mergers in the Water 
and Sewerage Sectors and Identifying Undertakings in Lieu’, October 2015, p18 

https://www.ofwat.gov.uk/wp-content/uploads/2015/11/rpt_com20151021mergers.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2015/11/rpt_com20151021mergers.pdf
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(from the absence of the uplift) could be amplified or offset by gains or losses to 

consumers across all water companies from the impact such a merger could 

have on the strength of cost and service benchmarks. Increasing the likelihood of 

a merger (by not providing an uplift even when financing costs are elevated) 

could lead to costs for consumers if such a merger resulted in a less stringent 

upper quartile (which could happen if the small company in question is in the 

upper quartile). There are, therefore, cases where allowing an uplift could benefit 

consumers overall. On the other hand, this will not always be so, since increasing 

the likelihood of a merger (by not providing an uplift even when financing costs 

are elevated) could lead to benefits to consumers, instead of losses as above, if 

the small company in question is below the upper quartile. In general, reducing 

merger probability for companies above the upper quartile will be good for 

customers. 

Overview of the model 

We have forecast customer benefits for wholesale base water totex (henceforth 

‘totex’) benchmarking for five price controls using a forecast model which builds on 

our framework policy for assessing mergers – and our PR14 approach to estimating 

benefits. This model uses a Monte Carlo approach to determine how the ranking 

order of every company in the sector changes between price reviews, using matrices 

which set out the probability that a company of given totex efficiency rank will be in a 

particular rank in the next control period.   

These ranking changes are then combined with simulated efficiency scores applying 

for that price control. This allows an interpretation to be made of the impact of a 

merger between the company of interest and other companies in the sector, in terms 

of the impact on the upper quartile benchmark. By comparing the level of the upper 

quartile before and after the merger takes place, an estimate of the benefits of 

retaining the company as an independent comparator is calculated in terms of the 

change in efficiency challenge applied to sector-wide totex. Following from our 

argument that providing an uplift affects the probability of a merger, we ascribe some 

or all of the benefits estimate to the decision to provide an uplift, allowing it to be 

compared to the costs of providing the uplift.  

Our modelling approach uses the following steps to derive estimates of benefits in a 

particular price control over our forecast window (2025-50):  

1) Historical rank changes data are used to derive probability matrices mapping 

the probability that a company in a given rank based on its totex efficiency will 

move to another, based on either the changes or transitions approaches.  

https://www.ofwat.gov.uk/initial-assessment-of-business-plans-updated-models-and-data-tables/
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2) The 16 companies which are independent comparators71 are ranked based on 

their water wholesale base totex efficiency scores from the previous control. 

3) Each company’s efficiency rank from 2) is used to determine its rank for the 

current control, using the matrix-based mappings from 1) and randomly 

generated numbers.  

4) Once a full set of ranks for the current control is known, a set of simulated 

efficiency scores are generated as picks from a normal distribution following 

the sample mean and standard deviation of totex efficiency scores at PR14 

and PR19. These are assigned to the ranking of companies for the current 

control, in rank order.  

5) The upper quartile of totex efficiency scores is recalculated based on every 

possible permutation of two-company merger involving the company of 

interest. 

6) The impact on customer benefits from each merger permutation is taken to be 

the difference between the original and post-merger upper quartiles multiplied 

by the pre-efficiency challenge industry water wholesale base totex figure for 

the current control.  

7) A weighted average of benefits from all merger permutations is taken, 

weighted by user-defined probability of each merger occurring. This is taken 

to be the impact on customer benefits from the company merging. 

8) Steps 2-7 are carried out for price controls PR24 – PR44 (collectively 

representing one ‘trial’ of the model). The model runs for a user-defined 

number of ‘trials’.  

9) A simple average of the benefits impact across the number of trials for each 

control is taken. This figure for each control is discounted to a present value 

benefits figure using the Green Book discount rate of 3.5%. 

10)  The model derives the financial cost of providing the company’s proposed 

uplift over the next 5 price controls by assuming it remains the same, and 

discounting the resultant figure, again by 3.5%. 

11)  The net impact on customer benefits from allowing the uplift is taken to be the 

figure from 9) minus the figure from 10) 

 

                                            

 

71 We have excluded Hafren Dyfrdwy on the basis that it is unlikely to be deemed an independent 
comparator in price controls from PR24 onwards due to Severn Trent’s ownership.  
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Constructing ranking change matrices 

Our ranking change matrices set out probabilities which denote for a given forecast 

price control the probability that a company in a given ranked position will have come 

from any of the 16 possible efficiency ranks in the control preceding it.  

To construct our matrices, and as discussed in section 4, we have drawn on two 

techniques for calculating probabilities:  

 The changes approach, which identifies the frequency of the change in ranking 

over a five-year period, taking no account of the starting ranking. 

 The transitions approach, which identifies the frequency of a change in ranking 

over a five-year period, taking account of the starting ranking. 

Changes matrix 

Figure A1 depicts the matrix used in our ‘Changes Approach’. It indicates for 

example that there is a 3.4% chance that a company ranked 10th (on the horizontal 

axis) was the first-ranked company in the previous control (vertical axis). The matrix 

is designed so that each rank at the next control has a probability distribution of 

possible ranks from the previous control which jointly sum to 100%, as can be seen 

in the bottom row of the matrix.  

Figure A1 - Changes matrix  

Ideally we would draw on a long data set of historical totex efficiency ranking 

changes. In practice this is not available, as totex was only introduced in PR14. We 

have instead relied on yearly water opex efficiency rankings over the period 2000-

2009 and water capex efficiency rankings for PR99, PR04 and PR09, as has been 

the approach in previous merger assessments. We then count the frequency of 

particular differences in rank for capex and opex, and use these frequencies to 

overlay a ‘best-fit’ normal distribution based on its sample properties. As can be seen 
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from figures A2 and A3, the normal distribution provides a reasonable fit for both 

distributions. Finally, we combine the distributions into a single probability distribution 

for totex, including the contribution of the ranking change from PR14 to our latest 

view of totex rankings for PR19.   

Figure A2 – distribution of 5-yearly opex ranking changes (2000-2009)72 

 

                                            

 

72 Negative numbers represent a positive change in ranks (e.g. -5 means the company climbed 5 
ranks) 
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Figure A3 - distribution of 5-yearly capex ranking changes (PR99 – PR09) 

 

 

Figure A4 – fitted totex distribution 
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We use the totex probability distribution to populate the changes matrix, assigning 

the probability that corresponds to the number of ranks changed set out in Figure A4, 

and normalising to ensure that the column totals sum to 100%.  

Transitions matrix 

Our approach for deriving a transitions approach-based matrix relies on the same 

rank change data as that for our changes approach. A key difference is that we relax 

the assumption that moving a given number of ranks has the same probability 

regardless of what rank a company currently occupies, and instead construct 

multiple probability distributions of changes in rank based on starting rank.  

The limited amount of available transitions means that it would not be practical to 

construct probability distributions for each granular rank. Assuming that ranks can be 

assigned to quartiles (i.e. ranks 1 to 4 = upper quartile, ranks 5 to 8 = second quartile 

… etc), it is possible to construct probability distributions for each quartile which map 

quartile rank change, conditional on existing rank. Figure A5 (for upper quartile) and 

Figure A6 (for second quartile) suggest that there is historical evidence that starting 

rank is associated with different probabilities of ranking change.  

Figure A5 – Quartile rank change probability for companies starting in the 

upper quartile 
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Figure A6 – Quartile rank change probability for companies starting in the 

second quartile 

 

These differing probability distributions suggest, amongst other things, that there is a 

greater chance that a company which is upper quartile on base wholesale water 

totex will remain in its original quartile in the next control period (54%), compared 

with the equivalent figure for a company starting in the second quartile (27%). The 

transitions matrix is reproduced in Figure A7. As can be observed (and unlike in the 

changes matrix), the use of quartiles forces the assumption that there is no 

difference in ranking change probability for granular ranks within a quartile. Overall, 

we consider that this is a relatively minor drawback, given that the normal distribution 

fitted to the data as part of the changes approach implies discounting the 

contribution of historical frequency datapoints which do not fit the curve well (but 

which may nonetheless represent enduring relationships in the data).  

Figure A7 - Transitions matrix 
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Deriving efficiency scores 

Efficiency scores are assumed to be random picks from a normal distribution with 
mean and standard deviation corresponding to the PR14 and PR19 (provisional) 
efficiency scores. 

To estimate the efficiency score of merged companies we make assumptions 

regarding how the efficiency of each merging entity is reflected and make 

adjustments for mergers which may be more likely. For the results we present, our 

assumptions are as follows: 

 Value of a rank: Our PR14 benefits test model assumed a fixed positive 

value to keeping an independent comparator if it was upper quartile, and a 

fixed negative value if it was not. Europe Economics’ 2015 report identified 

that the impact of a merger on the level of the upper quartile benchmark may 

depend on the position of both merging companies relative to the existing 

upper quartile benchmark, as well as the position of the merged company in 

the rankings.73 For the company of interest, we have therefore developed our 

model to calculate the impact on the upper quartile based on all permutations 

of merger with the other 15 independent comparator companies. This means 

that the value of a ranking is not constant over time, and will depend on 

factors such as the rank of other companies and the distribution of efficiency 

scores generated by the model. 

 Post-merger efficiency: The model offers functionality to assume that post-

merger efficiency score of the merged entity is either: the most efficient of the 

two merging parties, the simple average of the two efficiency scores, the 

RCV-weighted average of the two efficiency scores. For our central case 

forecasts of customer benefits, we assume that the merged company will 

have an efficiency score that is the RCV-weighted average of each merging 

entity.  

 Probability of particular mergers: Our model allows for user-defined 

adjustments to the base probability of a merger happening (assumed to be 

1/16). We explain below our reasoning for reflecting (or not reflecting) each 

adjustment to our base case.  

o WaSC-WoC adjustment– The larger balance sheet of a WaSC might 

create the impression that such a merger is more likely, however 

                                            

 

73 Europe Economics, Valuing the Impact of Mergers in the Water and Sewerage Sector and 
Identifying Undertakings in Lieu, October 2015, p18-19 
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historically WoC-WoC mergers are more likely. Overall we did not see 

a compelling reason to apply an adjustment.  

o Adjoining/within adjustment:– The 2009 Cave Review argued that there 

were likely to be operational efficiencies to mergers between 

neighbouring companies, which might present a case for increasing the 

weights of mergers between such companies.74 However, there is no 

pattern in historical mergers since privatisation of this type of merger 

being more common than one in which merging parties’ service areas 

are separated by space. Overall we did not see a compelling reason to 

apply an adjustment. 

o High gearing adjustment:– It might be expected that companies that 

are highly geared may be less likely to merge with a small company of 

interest, due to the relatively lower capacity of the acquirer to 

accommodate acquisition debt onto its balance sheet. Although 

gearing data for 2017/18 data is available, it would be speculative to 

make assumptions about how gearing will evolve over a 25 year 

forecasting period. Overall we did not see a compelling reason to apply 

an adjustment.  

o Small company adjustment: We argued at the start of this section that 

not providing an uplift may increase the probability of a merger with 

another company because the merged entity will not need to pay a 

small company premium on its cost of capital. Clearly this transmission 

mechanism does not function if the merged entity were to remain a 

company perceived by capital markets as small, and requiring a cost of 

capital premium. For this reason, we have applied an adjustment that 

sets the probabilities of a merger occurring between any of the smaller 

WoCs (Bristol, Portsmouth, SES Water, and South Staffs), as zero.  

 

  

                                            

 

74 M. Cave, Independent Review of Competition and Innovation in Water Markets, April 2009, p13 
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Annex 2: Service quality performance and commitments: 
comparative analysis 

This annex sets out further detail on the performance of the three companies in 

relation to the rest of the sector. The figures in this annex depict the latest available 

outturn (2017/18) and committed performance (2024/25) figures for water-relevant 

common performance commitments, with the upper quartile shown as a red line.  

5.3.1 Supply interruptions 

Supply interruptions are an indicator of the resilience of the water network – and in 

particular of how well a company can recover from an incident. It is an important 

indicator to customers, who tend to view long interruptions to supply as a significant 

service failure. For the current price control we are challenging the sector to attain at 

least forecast upper quartile performance in each year of the price control.  

Figure A8: Supply Interruptions in 2017/2018 (outturn)  
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5.3.2 Figure A9: Supply Interruptions in 2024/2025 (business plan 

performance commitment)  
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Figure A10: Water Quality Compliance in 2017/2018 (outturn) 

Note: 16 companies are presented as one company did not supply 2017/18 data 

All companies forecast a CRI score of 0 for 2024-2025 apart from Portsmouth Water. 

We are not proposing to use a benchmarking approach, as a score of 0 is the 

statutory requirement, and we expect all companies to attain this level of 

performance.  
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Figure A11: Leakage in 2017/18 (outturn) 

 

Figure A12: Leakage in 2024/25 (business plan performance commitment)  
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5.3.5 Asset health: Mains repairs 

Mains repairs include all physical repair work to mains from which water is lost. This 

is attributable to pipes, joints or joint material failures or movement, or caused or 

deemed to be caused by conditions or original pipe laying or subsequent changes in 

ground conditions. It is measured by the number of mains repairs per thousand 

kilometres of total length of mains. We do not currently propose to challenge 

companies to achieve a sector-wide benchmark such as the upper quartile.  

Figure A13: Mains repairs 2017-2018 (outturn) 
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Figure A14 Mains repairs 2024-2025 (business plan performance commitment) 

5.3.6 Asset health: Unplanned outage 

Unplanned outage is a measure of asset health for water non-infrastructure assets, 

providing information on the resilience of the water supply system. It is defined as 

the annualised unavailable flow, based on the peak week production capacity (or 

PWPC), for each company. 

We have proposed to assess stretching performance levels using comparative 

analysis and company-specific evidence, but are not proposing to set common levels 

across the sector. This means that, while the performance and ambition of individual 

companies may shape our judgment where we decide to step in to make 

commitments more ambitious, it is difficult to quantify the contribution in financial 

terms.  
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Figure A15 Unplanned Outage 2017-2018 (outturn) 

Note: 16 companies are presented as one company did not supply 2017/18 data 

Figure A16 Unplanned Outage 2024-2025 (business plan performance commitment) 

 

Note: 16 companies are presented as one company did not supply 2024/25 data 
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5.3.7 Per capita consumption 

Per capita consumption is one indicator of water efficiency, which is a key priority for 

the English and Welsh governments, as well as customers. It is defined as the sum 

of measured and unmeasured household water consumption divided by the total 

household population.  

Our main benchmark against which to assess the ambition of company commitments 

is Defra’s aspiration for annual per capita consumption lower than 140 litres per year, 

from its 25 Year Environmental Plan. As we have not enforced the upper quartile 

performance commitment level across the sector, we have not attempted to 

monetise financial impacts for this measure.  

Figure A17 Per capita consumption 2017-2018 (outturn) 
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Figure A18: Per capita consumption 2024-2025 (business plan performance 

commitment) 
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Figure A19: SIM rankings for Bristol Water, Portsmouth Water and SES Water, 

2011/13 – 2017/18 (outturn) 
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Annex 3: Customer engagement materials and results 

5.4 Bristol Water – Survey of 304 respondents 

Q12- Small company premium and choice of supplier question:  

“Bristol Water is a small water company. Small companies tend to have slightly 

higher costs to borrow money than bigger water companies. This additional cost 

amounts to around £3 of the 2020 average water bill of £185.  

There are also some benefits of being smaller: 

 By being small and focused on the local water service, Bristol Water have lower 

operating costs than other companies. This lowers your bill by around £4 per 

annum.  

 Bristol Water also have the highest water quality in the industry, and have the 

best customer service according to the UK Customer Service Index.  

 Bristol Water also have amongst the lowest leakage. The value of the water 

saved is around 50p of the average bill.  

 

At some future point, it could be an option for a larger regional water and sewerage 

company to take over Bristol Water, because of the lower cost of borrowing money.  

 

Question: Given this information would you… 

 

 Prefer another supplier to take over Bristol Water, whatever the bill and service 

impact. (6% of responses)  

 Prefer Bristol Water to remain my supplier, as long as the higher cost of 

borrowing is below the £4.50 cost and service benefit compared to other 

companies. (40% of responses) 

 Prefer Bristol Water to remain my supplier, even if the £3 extra cost of borrowing 

is not offset by cost or service benefits. 

 Don't know / not sure. (15% of responses) 

 

Q14- Support for the small company premium and sharing mechanism: 

As part of our plan we are considering including an approach to sharing savings with 

customers linked to the £3.00 of additional borrowing cost so customers do not lose 
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out. This would be split in two parts each worth £1.50 of the average bill (50% of the 

costs). 

Bristol Water would share £1.50 with customers if we do not deliver services benefits 

to customers, such as not being the top water company in the UK customer service 

index or not delivering community promises to the satisfaction of local community 

groups. 

Bristol Water would also return the other £1.50 to customers if the costs of borrowing 

were lower than expected. 

Question: Which of the following represents how you feel about the additional 

costs?  

 I support the £3 cost but only if the sharing approach is in place. (53% of 

responses) 

 I support the £3 cost WITHOUT the sharing approach. (17% of responses) 

 I do not support the £3 financing cost in any event. (12% of responses) 

 Don’t know. (19% of responses) 

5.5 Portsmouth Water – survey of 508 respondents 

“The water companies in England are a mix of larger companies and smaller 

companies. Your water company is one of the smaller companies. Your water 

company believes that being smaller means they can provide you with a better level 

of service by responding to issues more quickly and tailoring their services to the 

local community. They are also more likely to employ people from their local areas 

and buy goods and services from other local businesses. 

Your water bill is lower than all other water companies although some of the costs 

included in the bill are slightly higher due to the small size of Portsmouth Water. This 

includes for example the cost of borrowing from banks and other lenders. 

The impact of these higher costs on the current average bill is estimated to be about 

80 pence per household per year and is included in the projected bill estimates 

presented to you in earlier questions.” 

Question “Please indicate how happy you are to continue paying this amount [80 

pence per household per year] for your local water service”. 

 Very content (34.1% of responses) 
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 Fairly content (52.8% of responses) 

 Don’t know (5.4% of responses) 

 Not at all content (1.0% of responses) 

5.6 Portsmouth Water – 4 focus groups of 7-8 customers each 

“As a smaller water company Portsmouth Water pays slightly higher rates of interest 

on its borrowings compared to larger water companies.  

It has less influence in the market than other companies like Thames Water.  

It is estimated that this increase is about 0.3%.  

This means that for every £1,000 that Portsmouth Water borrow, they pay an extra 

amount of interest equal to £3 compared to other larger water companies.  

This is reflected in your current bills and equates to £0.80 of the current £100 

average bill.  

If Portsmouth Water were part of a larger company that could borrow more cheaply 

this means average bills could be lower by about 80 pence.” 

Question: “What do you feel about this?” 

5.7 SES Water – survey of 100 respondents75 

Transcript of text from video animation76.  

“160,000,000 litres of clean water supplied every day to 688,000 customers, 269,000 

homes, 17,000 businesses. 835km2 distribution area. 99.95% overall drinking 

quality. We collect. We clean. We store. We distribute. Our services go beyond 

water. Account management and billing. Supporting vulnerable customers. Water 

efficiency advice. Charitable giving. We are in the process of developing our 

Business plan for 2020 to 2025. This will determine how much you will pay for water 

during this time, and the investment we will make in your services. Our plan must 

ensure it delivers what matters most to you. So we’ve been speaking to thousands of 

you over the last year. Some of the things you want are: 

 A reliable and resilient supply of high quality water, 

                                            

 

75 Explain Market Research, ‘SES Water Small Company Research’, May 2018 
76 Available at: https://www.youtube.com/watch?v=l_O51_w-cgQ 

https://www.youtube.com/watch?v=l_O51_w-cgQ
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 A wide range of tailored service options and contact methods 

 More use of smart technology to take control of water use and an online 

account 

 Ongoing investment – particularly to reduce leaks. 

 Plan for the future to address climate change and environmental concerns 

 Keep our customer service centre in the local area 

Today we want to ask you, as one of our customers, about the value you place on 

your water supplier being a small, local company. We need to know if you’re willing 

to pay a bit more for the benefits it brings. So size matters! 

But what does it mean to be a small and local business? Customers have said they 

value us: 

 Employing local people 

 Listening to customers and being near the people we serve 

 Having a local call centre 

 Being quick to make decisions and sort out issues 

 Investing in what’s important to keep reliable water supplies flowing 

 Knowing our supply area inside out 

 Supporting customers who are finding it difficult to pay their bill 

It’s not just words though – our employee average length of service is 14 years. We 

lifted the majority of road closures over Christmas for customers. We’ve given over 

£10,000 to local good causes over the last year. We’re changing the timing of some 

of our work outside a school to avoid exams. We’re painting one of our treatment 

works to better blend into its surroundings. We’ve spoken to thousands of children 

through our free education programme. During the recent cold snap, only four 

customers lost their water supply. 

But is small always better? 

The largest water company in the UK provides 2.6 billion litres of water per day to 15 

million customers – that’s 27% of the entire population! They have 5,000 employees 

and an annual turnover of around £2 billion! They have almost 60 million interactions 

with their customers each year. Being big means they: 

 Have bigger budgets and access to more investment 

 Have more purchasing power to get good deals from suppliers 

 Have more employees to deal with things if they go wrong 

 Are less susceptible to downturns in the economy 
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So does size matter to you? Do you value your water being supplied by a small local 

company? What does it cost you? The average annual water bill in England & Wales 

this year is £189. The average annual water bill for our customers this year is £193. 

So that’s £4 more, per household, per year! That’s a penny a day more to be served 

by a small, local water company. Are you happy to continue paying this?  

Question: “Are you supportive of paying an additional £4 a year to be provided with 

water services from a small local company?” 

 Yes (82% of responses) 

 No (18% of responses) 

 



Ofwat (The Water Services Regulation Authority) is a non-ministerial 
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working at the leading edge, challenging ourselves and others to  
build trust and confidence in water.

Ofwat
Centre City Tower
7 Hill Street
Birmingham B5 4UA

Phone: 0121 644 7500
Fax: 0121 644 7533
Website: www.ofwat.gov.uk
Email: mailbox@ofwat.gsi.gov.uk

February 2019 

© Crown copyright 2019

This publication is licensed under the terms of the Open Government 
Licence v3.0 except where otherwise stated. To view this licence, visit 
nationalarchives.gov.uk/doc/open-government-licence/version/3.

Where we have identified any third party copyright information, you will 
need to obtain permission from the copyright holders concerned.

This document is also available from our website at www.ofwat.gov.uk.

Any enquiries regarding this publication should be sent to us at 
mailbox@ofwat.gsi.gov.uk.


