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Leakage 

1 Introduction 

This performance commitment measures leakage on the company’s network. 

Baseline total leakage is calculated as a three-year average of annual values in 

megalitres per day (Ml/d); however, the performance commitment level in each year 

is expressed as a percentage reduction from the 2019-20 three year average value. 

2 Our draft determinations 

In its April 2019 plan, the company proposed a percentage reduction of 7.8% on a 

three-year average basis for its leakage performance commitment levels. The 

company stated that it expected to significantly outperform these levels and deliver 

its water resources management plan (WRMP) annual leakage targets and 

associated WRMP commitment for leakage reduction of 17.4% on annual average 

basis. At draft determination, we did not intervene in the company’s proposal and 

stated in ‘PR19 draft determinations: Anglian Water - Outcomes performance 

commitment appendix’ that: “The company will earn outperformance payments for 

going beyond its performance commitments. This, alongside totex sharing of any 

additional expenditure, should cover any costs to reach the lower levels of leakage 

expected in its water resource management plan.”  

The company’s proposed standard outperformance and underperformance 

outcomes delivery incentive (ODI) rates for leakage sat within our reasonable range 

and we found no issues with how the company had derived the rates. We did not 

intervene. 

At draft determination, the company was assessed to be forecast upper quartile in 

both normalised leakage metrics and we allowed £69.2m enhancement funding for 

leakage reduction, some of which would be achieved through smart meter-driven 

customer supply pipe leakage savings (see ‘Securing cost efficiency technical 

appendix’ for more information).  Therefore, we set an additional ODI 

underperformance rate to recover the funding (a ‘tier 1’ rate) if the company failed to 

meet the performance levels for which it was granted the money. The rate was set at 

-£0.840m per Ml/d.  

https://www.ofwat.gov.uk/wp-content/uploads/2019/07/PR19-draft-determinations-Securing-cost-efficiency-technical-appendix.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2019/07/PR19-draft-determinations-Securing-cost-efficiency-technical-appendix.pdf
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The company proposed an enhanced ODI for leakage to reward achievement of 

performance beyond the industry frontier. We intervened to align the proposed 

threshold for enhanced payments to our estimate of the industry frontier-shifting 

performance level and to decrease the company’s enhanced ODI outperformance 

rate on this performance commitment to align with our estimate of the benchmarking 

externality.  

3 Stakeholder representations 

The company retains its April 2019 forecast for 2019-20 and increases its 

performance commitment percentage leakage reduction to 12.7% reduction from 

2019-20 to 2024-25 (equivalent to an additional reduction of 8.9 Ml/d), which 

continues to represent a higher (worse) performance commitment level than its 

WRMP level.  

The company links its representation on the leakage performance commitment level 

and outcome delivery incentives to its representation on funding for leakage 

reduction. The company states that under Ofwat’s policy, base cost modelling allows 

performance up to upper quartile, but there is a 3.84 Ml/d ‘gap’ in leakage reduction 

on which it does not receive enhancement expenditure; nor is it reflected in base 

models under Ofwat’s assumption that modelled base costs reflect upper quartile 

performance. It states that it still aims to deliver its WRMP target but considers that 

the draft determination position: 

 fails to recognise the higher costs of maintaining its current leakage 

performance;  

 fails to reflect the costs of improving from this base to its proposed levels; 

and  

 fails to incentivise the achievement of even lower levels of leakage beyond 

that.  

The company proposes a different ‘tier 1’ ODI rate to that in the draft determination. 

It suggests this rate should be £0.548m, on the basis that its proposals regarding 

enhancement expenditure and the benefits from enhancement in Ml/d are accepted. 

The company also states that its outperformance rate is insufficient, and should be 

£0.767m, rather than £0.219m per Ml/d to take into account the costs of reaching 

WRMP levels.  
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In addition, the company proposes that its thresholds for enhanced outperformance 

payments should revert to the levels set out in its April business plan. The company 

states this level is both an industry and a globally leading performance level.   

4 Our assessment and final decisions 

We revise our draft determination decision on performance commitment levels to 

fully align with our funding approach (see ‘Anglian Water - Cost efficiency additional 

information appendix’ for further information related to the enhancement funding).  

Our approach considers that historic funding allows the company to deliver leakage 

reduction from its current (2019-20) level to its performance commitment level. The 

company has achieved this low starting level from its historic totex allowances in 

PR14 and this approach acknowledges this. It also removes the potential ‘gaps’ in 

leakage reduction that Anglian Water identified that do not receive enhancement 

expenditure. Using the outputs of alternative model testing we are making a £50 

million uplift to Anglian Water’s base allowance, where leakage is a significant 

variable driver of this uplift for the company (see ‘Anglian Water final determination’ 

and the ‘Anglian Water - Cost efficiency additional information appendix’ for more 

detail). This also addresses the company’s view of the higher costs of maintaining its 

current leakage performance. This approach to what is considered base funding 

versus what is considered enhancement funding we consider to be simpler and more 

intuitive.  

We provide enhancement funding for those companies who are above upper quartile 

from 2019-20 level to the performance commitment levels. This reflects the costs of 

improving from the company’s base position to its 2024-25 levels.  

For our approach to funding for Anglian Water and the company’s performance 

commitment levels to align, since the 30.8Mld of enhancement funding we are 

allowing is to deliver the levels of leakage set out in its WRMP, we consider the 

performance commitment levels should be aligned with the company’s WRMP (on 

three-year average basis). Setting the performance commitment levels to equal the 

company’s WRMP levels is more stretching than the proposed draft determination, 

and more stretching than the company proposes in its August 2019 representations. 

However, Anglian Water’s stated aim is to deliver the levels of leakage set out in its 

WRMP, and this is aligned to the enhancement funding we are allowing, which is to 

fund a leakage reduction of 30.8 Ml/d (on an annual average basis by 2024-25). 

Therefore, we change the leakage performance commitment levels to the following 

values:  2020-21 = 1.4%; 2021-22 = 5.6%; 2022-23 = 8.5%; 2023-24 = 12.4%; 2024-
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25 =16.4%. Units: Percentage reduction from 2019-20 baseline using three-year 

average (%). 

The final determination ‘tier 1’ ODI underperformance rate (-£0.28m per Ml/d) applies 

for performance between current (2019-20) and actual performance. This will enable 

customers to recover the enhancement funding proportionately if the company fails 

to meet the improved performance levels for which it is granted the money. So if 

current performance is maintained with no improvement, we will recover the entire 

amount (adjusted for cost sharing). As this performance would still be industry 

leading, despite being worse than its current level (2019-20), we will not impose any 

additional underperformance payment beyond the cost-recovery rate in this zone of 

performance. This is in line with the company’s view of the ‘tier 1’ rate in its 

representation. The ‘tier 2’ ODI underperformance rate will only be applied for 

performance worse than current (2019-20) levels. This is set using our standard ODI 

methodology (i.e. with reference to marginal benefits and marginal costs).  

In addition, we disagree with the formula the company has used to calculate its ODI 

outperformance rate in its representation, which includes the incremental costs 

needed to increase leakage reduction. Anglian Water will retain an outperformance 

rate, as proposed by the company using our standard methodology, for performance 

better than its performance commitment level.  

As at draft determination, Anglian Water will also retain enhanced ODI incentives. 

We consider that as at draft determination enhanced ODIs should only be earned for 

‘frontier+’ performance at a level notably better than its performance commitment 

level (143 Ml/d for 2024/25). 

The final levels are shown in the chart below.  
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Figure 1: Final determination performance commitment levels for Anglian Water 

leakage, in absolute terms (NB. 1% RoRE cap shown for illustration only) 
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