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About this document 

This document is a cost efficiency appendix to ‘PR19 final determinations: Dŵr Cymru final 

determination'. This document provides further details of the company specific issues related to 

cost allowances and is structured as follows: 

 Section 1 provides a summary of our decisions on the company’s cost adjustment claims; 

 Section 2 provides a summary of our decisions on the company’s enhancement proposals, 

by enhancement area; 

 Section 3 provides our decision on costs proposed by the company under the transition 

programme; 

 Section 4 provides our decision on unit cost adjustments related to the WINEP/NEP 

uncertainty mechanism. 

Further information on our assessment and our approach can be found in the ‘Securing cost 

efficiency technical appendix’ and the various excel feeder models that we have published. 
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1. Cost adjustment claims 

Table 1 summarises our consideration and allowances for the cost adjustment claims submitted by 

the company. For completion we include all claims that were part of our draft determination 

decisions, as well as additional or revised claims the company submitted in its representation to 

the draft determination. We give further details in our published cost adjustment claim feeder 

model for Dŵr Cymru.  

Table 1: Cost adjustment claims and our allowed totex adjustments, 2020-25 (£ million of 2017-18) 

Description of Claim Value of 

company 

claim 

Our allowed 

adjustment 

Rationale for decision 

Improving acceptability of 
water  

27.2 See rationale 

The company submits a claim for improving the 
customer acceptability of drinking water. We 
reject the claim on the basis that the company 
does not have unique regional operating 
conditions. We assess the costs under the taste 
odour colour enhancement line where we make a 
partial allowance. See table 2 and ‘Dwr Cymru 
final determination’ for further information. 

Maintaining reservoir safety  

69.5 (net) 75.5 (gross) 

The company claims additional expenditure to 
improve the safety of its reservoir, due to legal 
obligations and a risk assessment against current 
industry standards. We make a partial allowance 
in response to evidence of appropriate 
optioneering and technical assurance, but we 
challenge the efficiency of its cost estimate. The 
company has not raised substantive issues in its 
representation and we retain our draft 
determination assessment. 

Cwm Taf Water Supply 
Strategy  

73.0 13.6 

The company seeks additional expenditure to 
replace three older water treatment works with a 
single new works in the Cwm Taf area. We 
accept the need and make a direct procurement 
for customers development allowance for the 
Cwm Taf water supply strategy. See ‘Dŵr Cymru 
final determination’ for further information. 

Welsh language service 
retail costs  

7.8 0.0 

The company claims additional costs associated 
with its Welsh Language Scheme that requires it 
to treat English and Welsh languages as equal 
according to the Welsh Language Act 1993. We 
reject this claim due to it not meeting the 
materiality threshold for a residential retail cost 
adjustment claim. 
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2. Enhancement assessments 

Our approach to assessing enhancement expenditure is detailed in our publication ‘Securing cost efficiency technical appendix’. We generally 

assess enhancement expenditure separately for each enhancement category, as defined by the individual enhancement cost lines in company 

business plan tables. We assess multiple lines together where there is a potential for costs to be apportioned differently by companies and where 

there is some synergy between programmes.  

Our preferred method of assessment is benchmarking analysis. Where the investment area does not lend itself to statistical modelling we rely 

more on the evidence provided by companies in their business plans. We follow a risk-based process of having a lighter touch (‘shallow dive’) 

assessment for low materiality costs and a more thorough assessment of the evidence (‘deep dive’) of high materiality costs. 

 

Tables 2 and 3 summarise our consideration and allowances for the enhancement expenditure cost lines submitted by the company. We give 

further details in our published enhancement feeder models for Dŵr Cymru. 
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Table 2: Assessments of water enhancement expenditure, 2020-25 (£ million of 2017-18) 

Enhancement cost Company view in 

August 2019 

business plan 

(after 

reallocations) 

Our final 

determination 

allowance  

Rationale for decision 

Improving taste / odour / 

colour 
27.2 96.9 

We use our deep dive approach to assess the investments the company allocates to our 

taste, odour and colour enhancement line. We also reallocate to this line the cost 

adjustment claim for acceptability of water and the freeform investment for network water 

quality enhancement. The combined value of these investments is £118 million. We allow 

a proportion of the requested allowance. See ‘Dwr Cymru final determination’ for further 

information. 

Meeting lead standards 14.0 14.0 

We use a benchmark model to make allowances for these costs. For Dŵr Cymru we make 

an additional allowance over and above the modelling results due to the expectation set by 

the Welsh Government to meet a tighter lead target. 

Supply and demand side 

enhancements: Total 
88.6 49.0 

We revise the allocation of the expenditure the company requests on the basis of the 

evidence it submits for the breakdown of Project Cartref.  

We do not allow enhancement costs for leakage reduction, because the company’s 

stretching performance commitment level does not go beyond the forecast upper quartile 

threshold. 

We allow the company’s request within the 2020-25 supply-demand balance enhancement 

component in full because its unit cost is lower than the industry benchmark. For long term 

supply demand balance enhancement expenditure we make an allowance based on a 

deep dive assessment and we accept the company’s own cost challenges. We assess the 

internal interconnection expenditure through a deep dive approach and apply an efficiency 

challenge because the company provides insufficient evidence to demonstrate the costs it 

submits are efficient. See the ‘Dŵr Cymru final determination’ for further details. 
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Investment to address raw 

water deterioration 
9.9 9.9 

We use our deep dive approach and make an allowance in full for the Brecon Beacons 

Mega Catchment investment. 

Metering (excluding new 

connections) for meters 

requested by optants, 

customers and businesses 

17.3 17.3 
We use a unit cost model to make allowances for these costs. Dŵr Cymru is more efficient 

than our benchmark and we allow the requested costs. 

Resilience 37.1 18.7 

We use our deep dive approach and challenge the need, cost efficiency and/or 

optioneering of the proposed investments. See ‘Dŵr Cymru final determination’ for further 

information. 

Security 19.9 12.2 

We use a deep dive approach and challenge the cost efficiency to make allowances for 

water security enhancement costs. See ‘Dŵr Cymru final determination’ for further 

information. 

Total clean water WINEP 15.7 15.7 

We use our shallow dive approach to set allowances, applying the company shallow dive 

efficiency factor only, for: ecological improvements at abstractions; eels regulations; 

invasive non-native species and; water framework directive measures programmes. The 

water shallow dive efficiency factor for Dŵr Cymru is 0% and we allow the requested cost.   

We use our deep dive approach to set allowances for the drinking water protected area 

programme. We find insufficient evidence of solution optioneering and efficient costs. We 

apply an optioneering challenge and the company deep dive efficiency factor. The 

company revised the requested cost in its response to the draft determination and accepts 

our allowance. 

Improvement to river flows 2.2 2.2 We do not challenge the costs for this area of expenditure due its low materiality. 

Aggregated free form lines 214.3 94.2 

We make a partial allowance of £5.1 million for the delivery of the recreational and access 

elements of a new visitor centre at a Cardiff reservoir site.  We disallow £4.7 million that we 

consider to be associated with commercial, non-appointed business activities and outside 

of the company’s recreational duties under section 3 (5) of Water Industry Act 1991. We 
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disallow a further £2.2 million for upgrading other facilities for which the company provides 

little supporting evidence. See ‘Dŵr Cymru final determination for further information. 

We make a direct procurement for customers development allowance of £13.6m for the 

Cwm Taf water supply strategy. See ‘Dŵr Cymru final determination’ for further 

information. 

The company also requested £22 million to reduce interruptions to supply. We do not allow 

enhancement expenditure relating to the common performance commitment, reducing 

customer supply interruptions. Achieving common performance commitments is funded 

under base and outperformance of targets is funded under the outcome delivery incentive 

(ODI) framework, where appropriate. 

We make an allowance of £76 million to improve reservoir safety and meet new legal 

requirements, see Table 1. 

Total water enhancement 446.2 330.1  
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Table 3: Assessments of wastewater enhancement expenditure, 2020-25 (£ million of 2017-18) 

Enhancement 

cost 

Company view in August 

2019 business plan 

(after reallocations) 

Our final 

determination 

allowance  

Rationale for decision 

First time sewerage 
(s101A) 

4.4 4.4 

We use a benchmark model to make allowances for these costs. Dŵr Cymru is less efficient 
than our benchmarks and we do not allow the full amount requested in its April business plan 
(£5.9 million). The company revised the requested cost in its response to the draft 
determination and accepts our allowance. 

Sludge quality and 
growth 

5.8 5.7 
We use a shallow dive approach and make an allowance subject to a company shallow dive 
efficiency factor for wastewater. 

Odour 3.1 3.1 
We use a shallow dive approach and make an allowance subject to a company shallow dive 
efficiency factor for wastewater. Dŵr Cymru revised the requested cost in its response to the 
draft determination and accepts our allowance. 

Resilience 46.3 3.9 
We use our deep dive approach and challenge the need, cost efficiency and/or optioneering of 
the proposed investments. See ‘Dŵr Cymru final determination’ for further information. 

Security 1.0 1.0 
We use a benchmark model to make an allowance for wastewater security costs. Dŵr Cymru is 
more efficient than our benchmarks and we allow the requested costs in full. 

Total WINEP/NEP 
in the round 
allowance 

195.9 195.9 

Welsh Water accepted our view of efficient costs for WINEP set at draft determination. We 
ensure Welsh Water are not disadvantaged by this early acceptance by retaining our draft 
determination view of efficient cost for final determination. This allowance is greater than would 
otherwise have been the case, although by a non-material amount. 

Aggregated free 
form lines 

52.6 40.0 

We allow £33 million of investment under the transition programme to fund the reduction of 
discharges to the Loughor estuary. See ‘Dŵr Cymru final determination’ for further information. 

We allow £7 million of investment for the development of drainage and wastewater 
management plans. See ‘Dŵr Cymru final determination’ for further information. 

Total wastewater 
enhancement 

309.1 254.0  
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3. Transition expenditure 

The transition programme allows companies to bring forward planned investment from 2020-25 to 

2019-20, where it is efficient to do so and/or to enable the company to meet statutory deadlines 

early in the next regulatory period. Although the expenditure is incurred in 2019-20, for the 

purpose of cost performance incentives we consider it as expenditure incurred in the following 

regulatory period (2020-25). 

Table 4 sets out our allowances under the transition programme for wholesale wastewater. We 

allow costs when reasonably justified in order to make efficient use of resources to minimise whole 

life costs, where it is efficient or in customers’ interests to bring forward an investment, or to 

enable companies to meet early statutory deadlines.  

Dŵr Cymru does not request any wholesale water expenditure under the transition programme. 

For the avoidance of doubt, a disallowance of a proposed expenditure in Table 4 should not be 

interpreted as a disallowance of the expenditure from our 2020-25 cost allowance; only as a 

disallowance under the transition programme.  

Table 4: Transition expenditure in wholesale wastewater price controls 2019-20 (£ million of 2017-

18 CPIH deflated) 

Description of 

expenditure 

Control Requested 

expenditure 

Allowed 

expenditure 

Rationale 

Loughor estuary 

Wastewater 

Network Plus 
33.0 33.0 

The company revised the transition 
expenditure requested to cover only the 
investments it will incur in 2019-20 for this 
programme of work. This expenditure 
qualifies for inclusion as PR19 programme 
expenditure. We accept the expenditure 
since the company plans to complete the 
investment in 2019-20. 
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4. WINEP uncertainty mechanism  

Our totex allowance for companies includes an allowance for environmental obligations set out in 

the Water Industry National Environment Programme (WINEP) in England and the National 

Environment Programme (NEP) in Wales. Some of the requirements in the WINEP and the NEP 

are not expected to be confirmed until December 2021 at the earliest, which is after we make our 

final determinations in December 2019. Unconfirmed requirements in WINEP and the NEP are 

known as ‘amber’ schemes. Where we make an allowance for amber schemes, we use a 

mechanism to adjust our totex for schemes which are later confirmed as not required.   

Table 5 sets out the adjustments we will make for each scheme in Dŵr Cymru’s WINEP 

programme that is currently unconfirmed, if the scheme is confirmed as not required for the period 

2020-25. We will make the adjustments at the end of the control period. Our adjustments are 

based on the company’s totex estimates (after reallocations) as adjusted by our company specific 

efficiency factor or, in the case of wastewater schemes, by the ratio of our final totex allowance for 

the WINEP programme to the company’s estimate (after reallocations).  

Of the schemes listed in Table 5, only the water resources schemes in Rhonda to improve habitat 

by increasing the availability of sediment are located in Wales. We acknowledge the company’s 

intent to use the headroom created by efficiency savings made in delivering the environmental 

programme in Wales to bring forward further schemes which would otherwise be implemented in 

the 2025-30 period or later, but would not consider the potential deletion of the Rhonda schemes 

as such an efficiency. Accordingly, should the Rhonda schemes not go ahead we would make the 

adjustment indicated in Table 5 at the end of the control period. 
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Table 5: WINEP/NEP uncertainty mechanism – cost adjustments for unconfirmed WINEP/NEP 

schemes included in our final determination (£ million in 2017-18 prices) 

Unique ID Scheme category / name Company’s totex 

unit rate (£m) 

 Our allowed totex 

unit rate (£m) 

WINEP/NEP ~ Nutrients (P removal) at ASPs and filter bed works 

7DC200029 

7DC200030 
Malpas and No Man’s Heath WwTWs 4.615 4.365 

7DC200033 Whitchurch WwTW - 0.000 

7DC20031 Tattenhall WwTW 3.004 2.841 

WINEP/NEP ~ Water Framework Directive measures 

HMWB/SE/Rh/F/a 

HMWB/SE/Rh/F/b 

HMWB/SE/Rh/F/c 

Rhonda 0.421 0.421 

Note: Table 5 excludes ‘amber’ schemes for which confirmed enhancements are included in Dŵr Cymru’s business 
plan (e.g. Spittal WwTW) but for which no incremental cost has been included by the company for additionally 
delivering the unconfirmed (amber) requirements. 
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