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PR19 Draft Determinations: South Staffs Water – Securing confidence and assurance 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 ‘SSC’ denotes the company South Staffs 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 ‘SSC’ denotes the company South Staffs 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 South Staffs Water draft determination, please see the draft determinations webpage. 

Table 1 – South Staffs 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 

Securing 
confidence 
and assurance 

SSC.CA.A1 Required On gearing benefits sharing the company 
forecasts gearing above 70% in 2024-25; 
it should incorporate our default sharing 
mechanism from our ‘Putting the sector in 
balance’ position statement into its plan 
so that customers will receive bill 
reductions if gearing in any year is above 
the 70% threshold. It should provide 
convincing evidence to explain why its 
view that covenanted gearing rather than 
gearing defined in the regulatory 
accounting guidelines is the most 
appropriate measure for the mechanism, 
taking account of the interests of 
customers. 

1 April 
2019 

South Staffs Water confirms that it will adopt 
the default approach to the sharing of 
outperformance from high gearing as set out 
our ‘Putting the sector in balance’ position 
statement. 

The company also adds that if it triggers the 
mechanism and gearing is above 70%, it will 
plan to de-gear below 70% as soon as 
possible – for example, by reducing 
dividends. 

However, in the business plan, the company 
note that they will be using the covenanted 
gearing value rather than the regulatory 
gearing number which is proposed in the 
default mechanism. 

Intervention required 

We anticipate that South Staffs 
Water’s regulatory gearing will be 
above 70% over 2020-25, based on 
the difference between their 
covenanted and regulatory gearing (c. 
5%), and the company’s forecast 
average level of covenanted gearing 
over this period (69%). 

We are intervening to introduce our 
default mechanism as described in the 
‘Putting the sector in balance’ position 
statement, using the regulatory 
gearing number.   

We do not consider that South Staffs 
Water’s mechanism, with its bespoke 
definition of gearing, provides benefits 

We expect South Staffs Water to 
apply our default benefit sharing 
mechanism. If the company does not 
apply the default mechanism set out 
in the ‘Putting the sector in balance’ 
position statement, we intend to make 
an adjustment at PR24 to ensure 
benefits are adequately shared with 
customers. 

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 

South Staffs Water proposes its gearing 
value should be based on its covenanted 
gearing rather than regulatory gearing as 
this is the value which investors, credit rating 
agencies and lenders use. South Staffs 
Water states that regulatory gearing includes 
accounting adjustments that do not 
represent actual liabilities. 
 
South Staffs Water comments that the use of 
regulatory gearing will lead to a higher 
reported gearing, which could impact its 
credit rating. The company further says it 
may ultimately lead to an increase of cost of 
debt, which would not be in the interest of 
customers. 
 
The company has not proposed a transition 
period. 

that are equivalent, in the round, to our 
default sharing mechanism. 
In particular, we do not consider that 
ratings agencies would change their 
established approach to measuring 
gearing based on the company’s 
change of definition – or that this 
would lead to negative rating action 
and an increased cost of debt.  
 
Therefore, we do not to accept South 
Staffs Water’s gearing benefit sharing 
mechanism proposal.   

SSC.CA.A2 Required On dividend policy the company is 
required to confirm that it is committed to 
adopt the expectations on dividends for 
2020-25 as set out in ‘Putting the sector in 
balance’ to include: 

• clear Board commitment to 
publish detail on dividend policies 
in the APR and to signal changes 
to stakeholders; and 

• commitment to transparency 
about how the dividend policy in 
2020-25 takes account of 
obligations and commitments to 
customers for the dividend policy 
that is applied in 2020-25 and 
when determining dividends. 

 
Please provide an update on the steps 
you are taking to fully meet the 
expectations as set out in our putting the 
sector in balance position statement.  

1 April 
2019 

South Staffs Water confirms that it will adopt 
the expectations on dividends for the period 
2020 to 2025 as set out in the ‘Putting the 
sector in balance’ to include: 

• a clear Board commitment to 
publish detail on dividend policies in 
its Annual Performance Report and 
to signal changes to stakeholders; 
and, 

• a commitment to transparency 
about how its dividend policy takes 
account of obligations and 
commitments to customers when 
determining dividends. 

 
The company states that before payment of 
dividends, it will take into consideration its 
actual performance in relation to regulatory 
and customer targets (principally delivered 
through performance commitments). 
 

No intervention but further action 
needed by South Staffs Water. 
 
The company provides sufficient 
evidence of its intention to meet the 
expectations on dividends as set out 
in ‘Putting the sector in balance’ but its 
response lacks detail on how it will 
demonstrate annually to stakeholders 
that it has met them. 
 
It provides insufficient transparency as 
to: 

i) the specific obligations 
and commitments to 
customers; 

ii) the level of performance 
delivery they will be 
considered against: and 

iii) how they will impact on 
dividends. 

We expect South Staffs Water to be 
transparent about how the dividend 
policy in 2020-25 takes account of 
obligations and commitments to 
customers and to demonstrate that in 
paying or declaring dividends it has 
taken account of the expectations we 
set out in our position statement. We 
expect the company to respond to this 
issue in its response to our draft 
determination. 
 
We expect the company to 
demonstrate that its dividend policy 
for 2020-25 takes account of 
obligations and commitments to 
customers and other stakeholders, 
including performance in delivery 
against the final determination. In 
doing so, the company should refer to 
the examples of best practice we have 
identified among companies. 

SSC.CA.A3 Required On executive pay the company is required 
to confirm that it is committed to adopt the 
expectations on performance related pay 
for 2020-25 as set out in ‘Putting the 
sector in balance’ to include: 

• commitment to report how 
changes, including the underlying 

1 April 
2019 

South Staffs Water states that it will align its 
performance related executive pay to the 
expectations set out in 'Putting the sector in 
balance.’ 
 
The company commits to publishing its 
policy on its website along with the initial 
performance targets in early 2020, and in 

No intervention but further action 
needed by South Staffs Water. 
 
The company’s proposed policy 
demonstrates the company’s 
commitment to move in the direction 

There remain some details to be 
finalised, for example details of the 
underlying metrics and associated 
weightings, and confirmation as to 
whether the company will have a 
single scheme or an annual and long 
term scheme. Once finalised, we 
expect South Staffs Water to 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 

reasons, are signalled to 
customers; and 

• commitment to publish the 
executive pay policy for 2020-25 
once it has been finalised. 

 
Please provide an update on the steps 
you are taking to fully meet the 
expectations as set out in our putting the 
sector in balance position statement. 

any event ahead of 1 April 2020. 
 
In addition it states that it is committed to 
managing the policy throughout the period, 
carrying out annual reviews and publishing 
these reviews as part of the annual reporting 
process. 

of the expectations set out in 'Putting 
the sector in balance.' 

an update in its response to the draft 
determination to demonstrate that it is 
committed to meet the expectations 
we have set out in ‘Putting the sector 
in balance.’ 
 
We expect the company and its 
remuneration committee to ensure its 
performance related executive pay 
policy demonstrates a substantial link 
to performance delivery for customers 
through 2020-25 and is underpinned 
by targets that are stretching. Trust 
and confidence can best be 
maintained where stretching 
performance is set by reference to the 
final determination and taking account 
of stretching regulatory benchmarks 
(for example delivery of upper quartile 
performance) and should include a 
commitment that it will continually 
assess performance targets to ensure 
targets will continue to be stretching 
throughout 2020-25. 
 
We expect the company to report 
transparently, in its annual 
performance report, about further 
updates to the development of its 
policy that will apply in 2020-25. 

SSC.CA.A4 Required Provide current performance data (2016-
20) and trigger threshold data for 
continuation site (Hagley) in App3. For 
App4, provide actual data (e.g. data 
extracted directly from the customer billing 
system) for the affordability/vulnerability 
assessment. 

1 April 
2019 

South Staffs Water provides a populated 
data table App3 with current performance 
data and trigger threshold data for the 
continuation site at Hagley. 
 
For data table App4, the company includes 
cost-benefit metrics for affordability and 
acceptability beyond 2025 and provides 
more data around the prediction for meeting 
performance commitment level (PCL) on 
value for money beyond 2025. 

No intervention required. 
 
The company provides satisfactory 
responses to these actions. 

N/A 

SSC.CA.A5 Required Provide a revised financial model (based 
on version 16z released on 31 January 
2019) and data tables on 1 April 2019. 

1 April 
2019 

South Staffs Water provides a revised 
financial model based on version 17z (as 
communicated to companies since the initial 
assessment of plans action was set) and 
data tables. 

No intervention required. 
 
The company provides a satisfactory 
response to this action. 

N/A 
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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 

SSC.CA.A6 Required For App4, provide metrics including cost 
benefit metrics for affordability and 
acceptability beyond 2025 and more data 
around the prediction for meeting PCL on 
value for money beyond 2025. 

1 April 
2019 

South Staffs Water includes cost-benefit 
metrics for affordability and acceptability 
beyond 2025 and provides more data 
around the prediction for meeting 
performance commitment level (PCL) on 
value for money beyond 2025. 
 
For residential retail customers, the 
company provides data in table App4 for 
years up to and including 2029-30 and 
includes projections for its value for money 
PCL that go beyond 2025. 

No intervention required. 
 
The company provides a satisfactory 
response to this action. 

N/A 

SSC.CA.A7 Required The company should explain the 
assurance process it has taken to develop 
its tax forecasts to demonstrate that 
amounts proposed for tax take account of 
customer interests, in particular to clarify 
the scope of the assurance work that was 
undertaken and the outcome of that work. 
 
The company’s appointee WACC is 
0.01% higher than our ‘early view’. It 
should alter its business plan table inputs 
to derive the required 5.47% nominal 
figure. 

1 April 
2019 

South Staffs Water includes detailed 
information on its methodology for 
developing its tax forecasts and the role of 
internal audit. The company states that it 
met with a third party to discuss its 
methodology, who concluded it was 
reasonable and consistent with the approach 
taken by other water companies with which 
they work. 
 
Please refer to SSC.RR.A1 for details of the 
company’s response to the part of this action 
that relates to the cost of capital, our 
assessment and rationale. 

No intervention required for the Draft 
Determination but further action 
needed by South Staffs Water. 
 
We consider that the company 
provides insufficient evidence of the 
assurance work undertaken on its tax 
forecasts when compared to the level 
of assurance provided by other 
companies. 

South Staffs Water is required to 
provide further evidence to explain the 
scope of the third party review that 
was undertaken on its tax forecasts 
and the outcome of the work. 
 
Should the company not provide 
sufficient evidence in advance of the 
Final Determination, we will consider 
whether it is appropriate to make an 
adjustment to the tax allowance in the 
Final Determination to reflect this. 

SSC.CA.B1 Advised Provide further explanation for the 
variances in water network grants and 
contributions and cash & cash equivalents 
between the financial model and business 
plan tables. 

1 April 
2019 

South Staffs Water provides a revised 
financial model and data tables that contain 
no variances for the lines referenced in the 
action. 

No intervention required. 
 
The company provides a satisfactory 
response to this action. 

N/A 

 

Table 2 – Further interventions for draft determinations  

 

Intervention reference    Our assessment and rationale   Interventions  

N/A  N/A N/A 
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