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PR19 Draft Determinations: Wessex Water– Targeted controls, markets and innovation actions and interventions 

Following our initial assessment of plans, we categorised two types of actions for slow-track and significant scrutiny companies: 

 required actions for companies which in general were required for draft determinations (or final determinations for some aspects of past delivery); and
 advised actions for companies to do by a specific date but that are not required for our draft determinations.

Table 1 below sets out the required and advised actions, a summary of the company’s response to the action, our assessment of the company’s response, and any further interventions we are 
making as part of the draft determination.  

Each action has a unique reference. The prefix ‘WSX’ denotes the company Wessex Water. The central acronym references the test area where the action has been identified, please see the ‘PR19 
draft determinations: Glossary’ for a key to these acronyms. Actions whose numbers are preceded with an ‘A’ denote required actions and actions whose numbers are preceded with a ‘B’ denote 
advised actions.  

Table 2 below sets out any further interventions that are not resulting from an action which we are making as part of the draft determination. 

Each further intervention that is not resulting from an action has a unique reference. The prefix ‘WSX’ denotes the company Wessex Water. The central acronym references the test area where the 
action has been identified, please see the ‘PR19 draft determinations: Glossary’ for a key to these acronyms. Intervention numbers are preceded with a ‘C’.  

For all other documents related to the Wessex Water draft determination, please see the draft determinations webpage. 

Table 1: Wessex Water’s response to required actions and interventions for draft determinations 

Test area  Action 

reference 

Action type Action Date required Summary of company response 

to action  

Our assessment and 

rationale  
Required interventions 

Targeted controls, 
markets and 
innovation 

WSX.CMI.A1 Required The proposed split of fixed and variable 
revenues for the bio-resources revenue 
control has not been sufficiently 
evidenced, particularly where cost lines 
are partly incremental and partly fixed.  
We are also intervening to ensure that the 
bioresources revenue adjustment is set on 
a broadly comparable basis to avoid 
setting revenue controls that may distort 
the development of trades.  We will set 
out our view in the draft determinations 
based on the updated tables Bio1, Bio3 
and Bio4.  We will treat the funding of the 
2020 RCV (run-off, returns and tax) as 
fixed for these purposes, along with 
revenues to recover local authority rates; 
some fees; and a proportion of direct and 

1 April 2019 We issued an industry query 
response in March 2019 setting out 
further details about the broad 
approach to be followed consistent 
with the methodology that would be 
applied to the fast track companies. 
Wessex Water has revised the 
figures and updated the proposed 
split according to Ofwat's revised 
guidance. Wessex Water sets out its 
approach, along with other 
companies and we have reviewed 
this evidence. 

Intervention required. 

We are intervening because our 
assessment of the companies’ 
business plans revealed an 
inconsistent approach between 
companies in their calculation of 
the bioresources revenue 
requirements to recover fixed 
and variable costs. This resulted 
in a wide range of suggested 
splits between the fixed and 
variable revenue component. As 
with fast track companies, a 
consistent approach to the 
fixed/variable split is essential to 
ensure that the company is 

We are intervening to set the 
level of the split between fixed 
and variable costs. Our 
detailed approach is set out in 
‘Our methodology for the 
classification of bioresources 
costs’. 

https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/draft-determinations/
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Test area   Action 

reference  
Action type  Action  Date required  Summary of company response 

to action  

Our assessment and 

rationale  
Required interventions  

indirect costs of bioresources treatment 
and transport.     

correctly remunerated by our 
modified average revenue 
control for outturn sludge 
volumes that differ from its 
original forecasts. 

WSX.CMI.A2 Required The company should provide a 
commitment to provide a detailed work 
programme by end August 2019 to assure 
us that the company will deliver 
appropriate drainage and wastewater 
management plans. The programme 
should ensure that the company can 
prepare and consult on its first drainage 
and wastewater management plan no 
later than the summer of 2022 to enable 
revised plans to be prepared in early 2023 
to inform PR24 business plans. 

1 April 2019 The company has provided a 

commitment in its 1 April 2019 

submission. The company also 

provided a detailed work programme 

to assure us that they will deliver 

their drainage and wastewater 

management plans to the required 

timescales. 

No intervention required.  

 

The company has complied with 

the action. We can confirm that 

we do not expect any further 

information from the company in 

relation to this action. 

N/A 

 WSX.CMI.A3 Required The company should explain the 
boundaries between the appointed and 
non-appointed activities within its 
bioresources strategy and clarify how the 
risks and benefits are shared with 
customers. 

1 April 2019 The company provided insufficient 
detail in response to our action in its 
business plan submission on 1 April. 
Subsequently, we have raised a 
number of queries to understand 
Wessex Water’s methodology for 
determining what it considers to be 
the appropriate value charged by the 
appointed business to the non-
appointed business for the supply of 
biogas and biosolids produced during 
the sludge treatment process. 

 

Intervention required. 

 
We are not convinced that the 
price of the biogas charged to 
the non-appointed business is 
the most appropriate value. 
 
While customers of the 
appointed business benefit from 
buying electricity at close to the 
wholesale price of electricity, we 
are not convinced that the 
charge for biogas reflects the 
costs of producing biogas nor its 
value in producing renewable 
energy. Linking biogas 
production to electricity 
infrastructure charges seems 
counterintuitive.  
 
We are concerned that the 
company’s approach may 
understate the price it should 
charge for biogas sold to the 
non-appointed business and 
overstate the efficient cost of 
purchasing electricity from a 
closely located associated 
business. Wessex Water did not 
provide compelling evidence to 
justify this approach. We are not 

We are intervening to adjust 
the value of the biogas 
transferred to the non-
appointed business by 
reducing Wessex Water’s 
revenue allowance.  

 

Our intervention: 
- preserves the benefit to the 
appointed business customers 
from the appointed business 
purchasing electricity at close 
to the wholesale cost.  
- adjusts our expected income 
offsets within the bioresources 
revenue control to reflect the 
additional value of biogas 
based on its contribution to 
income from electricity 
generation (we have assumed 
that gas purchase costs 
typically account for 50% of 
wholesale electricity prices for 
gas fired power plants). 
- restores the valuation 
method for the biogas 
produced at the Berry Hill and 
Trowbridge sites where 
Wessex Water discounted the 
rate per unit of biogas. 
Wessex Water did not provide 
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Test area   Action 

reference  
Action type  Action  Date required  Summary of company response 

to action  

Our assessment and 

rationale  
Required interventions  

convinced that this is the most 
suitable method and overall it 
appears the appointed business 
may be making an inappropriate 
charge for biogas supply to the 
non- appointed business. 
 
 

compelling evidence to justify 
the discounted biogas unit 
rate and our intervention will 
preserve consistency of the 
biogas valuation methodology 
across all sites. 
 
We consider our approach 
better reflects the relationship 
between gas supply and 
income from electricity 
generation.  It should still 
enable the non-appointed 
business to earn an 
appropriate return on the 
electricity generation assets 
and retain 100% of the 
subsidy income. 
 
This amounts to a reduction in 
revenue covered by customer 
bills and an addition in 
revenue coming from other 
sources of the following 
amounts in each year and for 
the total AMP7 period: 
 
2021: £1,879,582 
2022: £1,955,837 
2023: £2,025,653 
2024: £2,113,544 
2025: £2,200,102 
2020-2025: £10,174,718 

 
We are not intervening in 
relation to biosolids income. 

 WSX.CMI.A4  Required The company should revise the bid 
assessment framework to reflect our 
feedback and ensure that bidders have 
sufficient clarity on the information they 
are required to provide. 

15 July 2019 The company satisfactorily 
addresses the action we set.  The 
company had added to its Bid 
Assessment Framework with details 
about the specific questions that it 
might expect bidders to answer in the 
first phase of market engagement.  It 
also provides example answers for 
clarity.  

No intervention required.  

 

N/A 

 Advised actions Advised No advised actions. N/A    
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Table 2: Further interventions for draft determinations  

 

Intervention reference    Our assessment and rationale   Interventions  

N/A N/A N/A 
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