
September 2020

www.ofwat.gov.uk

Portsmouth Water – Adjusting for actual 
performance in 2019-20:  
Blind year adjustment – Overview



Blind Year adjustments: Portsmouth Water 

1 
 

Portsmouth Water: Adjusting for actual performance 
in 2019-20, Blind year adjustment, Overview 



Blind Year adjustments: Portsmouth Water 

2 
 

1. Introduction 

In PR14, we set mechanisms to incentivise companies to do the right thing for their 

customers during 2015-20. These financial incentives cover cost efficiency, 

outcomes performance, revenue forecasting, customer service, water trading and 

land sales. In setting the 2019 periodic review (PR19) final determinations, we 

applied reconciliation adjustments to revenues for the 2020 to 2025 period and to the 

regulatory capital value (RCV) to take account of how companies performed against 

these incentive mechanisms in 2015-20.  

Many of these mechanisms required data for the last year of the price control period, 

2019-20 (the blind year), to assess the financial payments between companies and 

customers. When PR19 was completed in December 2019, this financial year had 

not finished. Consequently, companies provided forecast data, which we considered 

and adjusted as necessary, for inclusion in the PR19 final determinations. 

Companies reported their actual performance for 2019-20 alongside their Annual 

Performance Reports (APRs) submitted to Ofwat by 15 July 2020.  

This document sets out our assessment of the difference between the 2019-20 

performance assumed in the PR19 final determination and the actual 2019-20 

performance for Portsmouth Water. It sets out: 

• the extent to which the revenues and RCV adjustments we made in the PR19 

final determination for these incentive mechanisms need to be adjusted to 

reflect actual performance;1 

• which controls these adjustments apply to; and 

• the adjustments to be made ‘in period’ (that is adjustments applied during 

2020-25) or as part of the 2024 price review process (leading to adjustments 

applied over 2025-30). 

 

Our approach to completing the reconciliations, is set out in the ‘PR14 

reconciliation rulebook’ (the ‘reconciliation rulebook’), which we originally published 

in 2015 and have subsequently updated. The adjustments also reflect the 

interventions and decisions that formed part of Portsmouth Water’s PR19 final 

determination. Alongside this document, we are publishing models for each 

reconciliation, and for the overall RCV and revenue adjustments, on our website.  

 
1 Although we made adjustments for the 2010-15 Reconciliation and SIM reconciliation in the PR19 final 
determination. However, beyond updating the values to take account of actual 2019-20 RPI and CPIH indices, 
these do not need to be adjusted as part of the blind year process.  

https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
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As set out in the ‘Adjusting for company actual performance in 2019-20 - Blind Year 

adjustment, Overview’, we designated all of the PR14 performance commitments 

with financial incentives as being in-period for the purpose of applying the blind year 

adjustment for differences between the 2019-20 forecast and actual performance 

figures.2  

Generally, we expect any adjustments from the 2019-20 forecast, to account for 

actual figures, to be modest and these adjustments should not significantly impact 

bills. It is for companies to take measures to smooth the impact for their customers if 

any impact is larger than originally expected. 

In ‘IN 20/06: Approach to PR19 Blind year adjustments for 2019-20 performance’ we 

confirmed how we intended to take forward a licence modification,3 which would 

affect the blind year adjustment process. The two changes we proposed would:  

• allow any revenue adjustment associated with the blind year reconciliation of 

totex menus to be applied during 2020-25 by including it in the blind year 

adjustment figure for the RFI formula; and 

• allow the correction of unambiguous revenue errors in relation to our final 

determinations to also be included in the blind year adjustment figure for the 

Revenue Forecasting Incentive (RFI) formula. 

Our published documentation and supporting models for the draft proposals related 

to the blind year adjustments are presented on the basis that the modifications, as 

set out in the consultation notice, will be implemented ahead of the 15 November 

2020 deadline for in-period outcome delivery incentive (ODI) determinations. If the 

proposed licence modifications are not made, this would mean that: 

• blind year revenue adjustments for totex menus will be applied as part of 

PR24; and 

• we would not correct for any unambiguous revenue errors until PR24.   

 

 
2 PR14 included a protection to cap the impact ODIs could have across the five years 2015-20 for most 
companies. This applies to the blind year ODI adjustments. Companies classified as ‘enhanced’ in the 2014 price 
review process were not covered by the cap. 
3 This was first consulted on in ‘PR19 Reconciliation Rulebook Consultation – proposed approach and policy The 
PR19 Reconciliation rulebook’ 

https://www.ofwat.gov.uk/wp-content/uploads/2020/07/IN2006-Approach-to-PR19-Blind-year-adjustments-for-2019-20-performance.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2020/03/PR19-Reconciliation-rulebook-consultation-policy-1.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2020/03/PR19-Reconciliation-rulebook-consultation-policy-1.pdf
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2. Proposed Blind year Adjustment for Portsmouth Water 

This section sets out our assessment of the blind year adjustment for Portsmouth 

Water and how it will apply. 

2.1. Our interventions 

Each company was required to submit its view of the impact that actual reported 

2019-20 performance would have on its PR19 revenue allowances when compared 

to the forecast level of performance that was included as part of its PR19 final 

determination. Using this information we have assessed what the blind year 

adjustment should be. 

In making this assessment, we reviewed Portsmouth Water’s blind year submissions 

and, where appropriate, sought clarity on company information.  Where necessary 

we are proposing to intervene to ensure the blind year adjustments are appropriate. 

We summarise our proposed interventions for Portsmouth Water in table 1 below. 

Table 1: Blind year adjustment interventions (2017-18 prices, unless otherwise 

stated) 

Incentive Intervention(s) 

Outcome delivery 
incentives (ODIs) 

We are intervening to reduce the outperformance payment for B1 
(Leakage). 

We also intervene to amend the company’s calculation for B1 (Per capita 
consumption) and adjust ODI payments applied to B1 (Leakage) and C1 
(Supply interruptions) in 2015-18 which are determined from 5-year 
averages. 

Residential retail 
revenue 

No interventions 

Wholesale revenue 
forecasting incentive 
mechanism (WRFIM) 

We make an adjustment to revenue recovered in 2019-20. 

Totex No interventions 

Land sales No interventions 

2.1.1. ODI revenue and RCV adjustments 

We are intervening to reduce outperformance on B1 (Leakage). 
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Portsmouth Water reports an outperformance payment for its leakage performance 

commitment in its 2019-20 APR. In deriving its reported figure the company has 

applied a methodological change to the household night use component of its 

leakage calculation, which it has rebased and subsequently considers to be aligned 

with the methodology used to set the performance commitment level. This change 

results in a reduction in the 2019-20 annual average reported leakage value of 3.01 

Ml/d (megalitres of water per day). 

While the components from which leakage is derived can vary, reporting of leakage 

requires assumptions and the application of consistent and reliable methods. 

Assumptions and methodologies for leakage reporting during the 2015-20 period 

were set as part of each company’s PR14 final determination. Consequently, we 

consider subsequent methodological changes and data updates to be changes to 

the calculation of the performance commitment. 

Such changes reduce consistency and transparency for customers and other 

stakeholders. Therefore, we expect companies to consider IN 16/07 (May 2016) 

which sets out our policy in relation to requests for changes to the performance 

commitments in the 2014 price review company specific appendices. The 

Information Notice explains that we expect companies to follow a specified process 

when implementing changes to their outcomes, performance commitments and 

ODIs. This process involves engaging with stakeholders, reporting information using 

the existing and revised methodologies and demonstrating why the new measure 

represents a material improvement for customers. Prior to making the 

methodological change Portsmouth Water did not follow the processes set out in the 

Information Notice.   

We consider that companies should only receive incentive payments from delivery of 

real performance improvements and that the impact on performance commitments, 

with and without methodological changes, should be clear. We have taken this 

approach for other companies during 2015-20, where data updates and 

methodological changes led to adjusted levels of leakage but did not impact 

associated ODI payments. We will also apply this approach during the 2020-25 price 

control period, for which we have explained that we expect companies to commit that 

their ODI payments will only relate to real performance changes and not definitional, 

methodological or data changes in the performance commitment.4  

 
4 See for example Portsmouth Water ‒ Outcomes performance,  commitment appendix December 
2019 

https://www.portsmouthwater.co.uk/wp-content/uploads/2020/07/2020-APR-Portsmouth-Water.pdf
https://www.ofwat.gov.uk/publication/1607-changes-outcomes-2014-price-review-company-specific-appendices/
https://www.ofwat.gov.uk/wp-content/uploads/2015/10/det_pr20141212prt.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2015/10/det_pr20141212prt.pdf
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We are therefore intervening to exclude the impact of the methodological change 

from the calculation of ODI incentives for Portsmouth Water. This reduces the 

outperformance payment by £0.037 million (2012-13 prices, net of tax). 

The B1 (Leakage) performance commitment is measured annually but the company 

is required to achieve an annual average level of leakage over the five-year price 

control period. The intervention is calculated as ((-3.01/ 5) * £0.6106 million)), where 

£0.6106 is the outperformance incentive rate (£m/ megalitre/ day). 

We are also intervening to amend the company’s calculation of B1 (Per capita 

consumption). Portsmouth Water calculated the outperformance payment using a 

performance figure rounded to one decimal place. We have calculated the 

outperformance payment to two decimal places, as specified in Final price control 

determination notice: company-specific appendix – Portsmouth Water (December 

2014). Our intervention reduces underperformance by £0.002 million (2012-13 

prices, net of tax). 

The intervention for B1 (Per capita consumption) is calculated as (£0.333 million - 

(4.07 * -£0.081244 million)). Where £0.333 million is the ODI payment reported by 

Portsmouth Water, 4.07 is the company’s performance to two decimal places and -

£0.081244 is the underperformance incentive rate (per l/h/d). 

Finally, Portsmouth Water has several PR14 performance commitments (PCs) 

where performance is measured and reported annually, but the commitment is to 

achieve the performance commitment level (PCL) on average over the 5-year period 

(2015-20).  

In the PR19 final determination (published December 2019) the ODI calculations for 

these PCs were based on four years of actual performance (2015-16 to 2018-19) 

and one year of forecast performance (for the 2019-20 reporting year). 

For two of these performance commitments, B1 (Leakage) and C1 (Interruptions to 

supply), the ODI payment calculated using five years of actual performance is better 

than that included in the PR19 final determination and therefore we increase the 

revenue previously allowed in our reconciliation of payments between 2015-16 to 

2018-19. 

The blind year ODI difference model adjusts ODI payments in 2019-20 ODIs. We are 

therefore intervening to include the ODI differences for the 2015-16 to 2018-19 

reporting years as adjustments in 2019-20. This increases outperformance by 

£0.0710 million (2012-13 prices, net of tax). This consists of £0.062 million for B1 

(Leakage), £0.008 million for C1 (Interruptions to supply) and £0.001 million to 

account for rounding in Portsmouth Water’s submitted models. 

https://www.ofwat.gov.uk/wp-content/uploads/2015/10/det_pr20141212prt.pdf#page=96
https://www.ofwat.gov.uk/wp-content/uploads/2015/10/det_pr20141212prt.pdf#page=96
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2.1.2. WRFIM revenue adjustments 

Portsmouth Water submitted a revenue claim along with its blind year submission 

(as allowed under the PR14 Reconciliation Rulebook). It argued that the WFRIM 

revenue adjustment for 2019-20 should be amended because the volume of new 

connections was higher than expected in its PR19 final determination. The company 

provided new information to support this claim. We assessed the claim in a way 

consistent with the approach taken to other claims submitted in PR19. We have 

accepted the claim and make an adjustment of £0.186 million (2012-13 prices) to 

revenue recovered in 2019-20. For further information please see Annex 2. 

2.1.3. Totex menu revenue and RCV adjustments 

We requested clarification on discrepancies between the submitted model and 

supporting data table lines for ‘Adjustments to TOTEX - Water: Other cash items’ 

and ‘Adjustments to TOTEX - Water: Disallowables’.  



Blind Year adjustments: Portsmouth Water 

8 
 

2.2. The proposed Blind year adjustments 

The PR19 Reconciliation Rulebook Consultation – proposed approach and policy 

(the ‘PR19 rulebook consultation’) sets out how we expect blind year adjustments to 

be applied. In Annex 2 to the notifications of the PR19 final determination of Price 

Controls for each company we designated all PR14 performance commitments 

(including any changes) as in period to allow us to adjust company price controls to 

reflect actual performance in 2019-20.  Annex 3 of the notification of the PR19 final 

determination for each company sets out the RFI formula for 2020-25 in relation to 

the network plus and water resources price controls. It includes a blind year 

adjustment factor that allows blind year revenue adjustments for other PR14 

reconciliation mechanisms to be taken into account. 

Our approach is intended to ensure that any adjustments are made as close as 

possible to when customers are impacted by company performance: 

• Performance commitment (ODI) revenue adjustments will be applied to bills in 

the 2021-22 charging year. 

• Other wholesale revenue adjustments related to WRFIM, PR14 water trading 

incentives, and the Totex menu will be included in the RFI formula and can be 

applied over the last four years of the 2020-25 period in manner determined by 

each company. 

• Other retail revenue adjustments will be applied as end-of-period revenue 

adjustments through the PR19 residential retail reconciliation model – this 

includes blind year adjustments related to the PR14 residential retail 

reconciliation model; and 

• RCV adjustments from the Totex menu, PR14 outcome delivery incentives and 

land sales will be applied at PR24– because these form part of the midnight 

adjustments to RCV. 

Table 2 below summarises the blind year adjustments proposed for Portsmouth 

Water and when these will feed through into customer bills.  

https://www.ofwat.gov.uk/wp-content/uploads/2020/03/PR19-Reconciliation-rulebook-consultation-policy.pdf
https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/final-determinations/
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Table 2: Summary of proposed blind year adjustment (£ million, 2017-18 FYA CPIH deflated: PR19 base year prices) 

 

Type of adjustment 
Total Value 

(£m) 

Control When it applies 

Network 

Plus  
Water 

resources 
Residential 

retail 
Bioresources  

ODI revenue 
adjustments 

-0.134 0.059 0.000 -0.194  
In 2021-22 through in-period 
determination of price 
controls 

       

WRFIM revenue 
adjustments 

-0.814 -0.814 N/A N/A  

Over the last four years of the 
2020-25 period and captured 
within the RFI formula blind 
year adjustment (BYA) 

Water trading revenue 
adjustments 

0.003 0.003 0.000 N/A  

Totex menu revenue 
adjustments 

0.156 0.156 N/A N/A  

Other revenue 
adjustments 

0.000 0.000 N/A N/A  

Total -0.789 -0.596 0.000 -0.194  

       

Residential retail 
revenue adjustments 

-0.023 N/A N/A -0.023  

End-of-period revenue 
adjustment, captured within 
the Residential Retail model 
blind year adjustment (BYA) 

       

Totex menu RCV 
adjustments  

0.182 0.182 N/A N/A  

At PR24, flowing through 
2025-30 price controls 

Land sales RCV 
adjustments  

0.000 0.000 N/A N/A  

ODI RCV adjustments 0.000 0.000 0.000 N/A  

Other RCV adjustments 0.000 0.000 N/A N/A  

Total 0.182 0.182 0.000 N/A  
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2.3. Change in price controls 

As explained in section 2.2, different elements of the blind year adjustment are 

recovered in different ways. With the exception of the ODI revenue adjustments, all 

adjustments are either recovered by companies across the remaining four years of 

the price control period through the RFI formula, or recovered in the following price 

control period. ODI revenue adjustments are recovered in 2021-22 through a 

performance measure adjustment determination. 

 

Table 3 sets out the proposed changes to price controls to for Portsmouth Water to 

account for the blind year ODI revenue adjustments5. 

 

We are using the PR19 in-period adjustments model to calculate proposed changes 

to price controls. The version of the model we use (and are publishing alongside this 

document) includes some updates to reflect issues companies raised in the PR19 

rulebook consultation.  

 

Table 3: Summary of proposed changes to the price controls for the blind year 

ODI revenue adjustments  

Control  2020-21 2021-22 2022-23 2023-24 2024-25 

Water resources (K 
factor) 

PR19 final 
determination  

 
0.08 0.52 2.04 0.53 

Revised 
 

0.08 0.52 2.04 0.53 

Water network plus 
(K factor) 

PR19 final 
determination  

 
0.61 0.79 0.53 1.09 

Revised 
 

0.87 0.53 0.53 1.09 

Wastewater network 
plus (k factor) 

PR19 final 
determination  

 
    

Revised 
 

    

Bioresources 
(sludge) - Revised 
total revenue (£m) – 
2017-18 Nov CPIH 
prices 

PR19 final 
determination  

 
    

Revised 
 

    

Residential retail - 
Revised total 
revenue  (£m) – 
nominal prices 

PR19 final 
determination  

 4.790 4.864 4.940 5.023 

Revised 
 

4.536 4.864 4.940 5.023 

 
5 The starting revenue allowances for the Water resources, Water and Wastewater network plus price controls do not change – 

only the K factors. For the residential retail price control we propose to adjust the revenue allowed by a fixed amount instead of 
changing the value of any of the elements set out in the final determination of the price control. No changes are being proposed 
to the Bioresources price control. All wastewater ODI revenue adjustments are applied to wastewater network plus. 
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IN 20/06 explained that we did not expect companies to submit proposals on 

spreading ODI adjustments across charging years. This is because we were 

expecting ODI adjustments to be relatively small (as we are only adjusting for the 

variance from forecast performance) and because the blind year revenue 

adjustments that are applied through the RFI formula provides some flexibility to 

companies to manage volatility.  

If, after reviewing our proposed blind year adjustments, Portsmouth Water considers 

there is a case for spreading the blind year ODI adjustment across two or more 

years, it should set out its proposals in its response to this document. It should set 

out in full its reasons and demonstrate how it has taken the views of stakeholders 

into account in reaching its view. 

In calculating the blind year adjustment, we calculate the adjusted PR14 

reconciliation for all relevant mechanisms for the whole of the 2015-20 period with 

updated 2019-20 performance. We then calculate the difference between this 

updated view and the equivalent information from PR19 final determination.  

For completeness, Annex 1 sets out how the overall PR14 reconciliation adjustments 

for 2015-20 differ between: (a) the PR19 final determination; (b) the values submitted 

by Portsmouth Water in light of 2019-20 actual performance; and (c) our 

assessment, net of any interventions we make. It also sets out the overall midnight 

adjustments to the RCV by price control. 

All models used to calculate our view of the blind year adjustment are published 

alongside this document on our website. 
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3. Next steps 

We welcome any written comments or representations on our proposals by 15 

October 2020. Representations can be made by all stakeholders. Representations 

can be sent either to our inbox (PR19BlindYear@ofwat.gov.uk).  

To ensure transparency, we expect companies to publish representations in full. We 

also intend to publish all the written representations we receive on our website once 

we set out final proposals.  

In view of this, if respondents consider that some of the information in their 

representations should not be disclosed (for example, because they consider it is 

commercially sensitive information) they should identify that information and explain 

why. We would expect strong, robust reasons that are specific to the information 

concerned. We will take such explanations into account, but we cannot give an 

assurance that information included in representations will not be disclosed.  

Where companies are making representations, they should consider what further 

evidence may be necessary to submit with their representations.  

We will publish final proposals by 13 November 2020 after considering 

representations from all stakeholders. 

 

mailto:PR19BlindYear@ofwat.gov.uk
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Annex 1 Reconciliation of PR14 incentives for 2015-20 for Portsmouth Water 

Table A1-1: Reconciliation of PR14 incentives by PR14 price control (£ million, 2017-18 FYA CPIH deflated: PR19 base year prices) 

 Wholesale water Wholesale wastewater Residential Retail 

 PR19 FD 
Company 

BY view 

Ofwat BY 

view 
PR19 FD 

Company BY 

view 

Ofwat BY 

view 
PR19 FD 

Company BY 

view 
Ofwat BY view 

Revenue 

Outcome delivery 
incentives 

-3.2 -3.1 -3.2    -0.2 -0.4 -0.4 

Residential retail 
revenue 

N/A N/A N/A    -0.1 -0.1 -0.1 

Wholesale revenue 
forecasting incentive 
mechanism 

-4.4 -5.5 -5.3    N/A N/A N/A 

Totex -0.7 -0.6 -0.6    N/A N/A N/A 

Land sales N/A N/A N/A    N/A N/A N/A 

Residential retail 
service incentive 
mechanism 

N/A N/A N/A    1.4 1.2 1.4 

PR09 blind year 
adjustments 

-0.1 -0.1 -0.1    N/A N/A N/A 

CIS RCV inflation 
correction 

N/A N/A N/A    N/A N/A N/A 

Water trading 0.2 0.2 0.2    N/A N/A N/A 

Other adjustments 0.0 0.0 0.0    N/A N/A N/A 

Total -8.3 -9.1 -8.9    1.2 0.8 1.0 
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 Wholesale water Wholesale wastewater Residential Retail 

 PR19 FD 
Company 

BY view 

Ofwat BY 

view 
PR19 FD 

Company BY 

view 

Ofwat BY 

view 
PR19 FD 

Company BY 

view 
Ofwat BY view 

RCV 

Outcome delivery 
incentives 

0.0 0.0 0.0    N/A N/A N/A 

Residential retail 
revenue 

N/A N/A N/A    N/A N/A N/A 

Wholesale revenue 
forecasting incentive 
mechanism 

N/A N/A N/A    N/A N/A N/A 

Totex -0.4 -0.2 -0.2    N/A N/A N/A 

Land sales 0.0 0.0 0.0    N/A N/A N/A 

Residential retail 
service incentive 
mechanism 

N/A N/A N/A    N/A N/A N/A 

PR09 blind year 
adjustments 

0.2 0.2 0.2    N/A N/A N/A 

CIS RCV inflation 
correction 

-2.4 -2.4 -2.4    N/A N/A N/A 

Water trading N/A N/A N/A    N/A N/A N/A 

Other adjustments 0.0 0.0 0.0    N/A N/A N/A 

Total -2.7 -2.5 -2.5    N/A N/A N/A 

Note: 
These adjustments are made in line with the ‘PR14 reconciliation rulebook’ and reflect the interventions explained in summary in table 4.11 in ‘Portsmouth Water final determination’ and in detail in 
‘Portsmouth Water - Accounting for past delivery final decisions’. 

https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
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Revenue in these tables may not reconcile to the lines for ‘Reconciliation of PR14 incentives, 2020-25’ in table 4.12 in the ‘Portsmouth Water final determination’. This is because the values in table 
4.12 reflect adjustments made in the financial model for the tax treatment of the wholesale revenue forecasting incentive mechanism and totex reconciliations, and net present value profiling of the 
reconciliation adjustments over the 2020-25 period used for setting the allowed revenue. The treatment of tax and profiling are explained in the ‘PR14 reconciliation rulebook’. The revenue 
adjustment values shown in tables 1 and 2 below assume a single year adjustment in the first year of the 2020-25 period. 
As well as replacing forecast performance with actual performance in 2019-20, the company’s blind year view and our blind year draft determinations set out in the above table also replace forecasts 
of inflation in 2019-20 with actual RPI and CPIH indices.  

https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
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Table A1-2: Ofwat’s view of PR14 reconciliation adjustments for 2015-20 by PR19 price control (£ million, 2017-18 FYA CPIH 

deflated: PR19 base year prices) 

 RCV adjustments Revenue adjustments 

 Water 

resources 

Network 

plus 

water 

Network 

plus 

wastewater 

Bioresources Water 

resources 

Network 

plus 

water 

Network 

plus 

wastewater 

Bioresources Residential 

Retail 

Outcome delivery 
incentives 

0.0 0.0   0.0 -3.2   -0.4 

Residential retail 
revenue 

N/A N/A   N/A N/A   -0.1 

Wholesale revenue 
forecasting incentive 
mechanism 

N/A N/A   N/A -5.3   N/A 

Totex 0.0 -0.2   N/A -0.6   N/A 

Land sales 0.0 0.0   N/A N/A   N/A 

Residential retail service 
incentive mechanism 

N/A N/A   N/A N/A   1.4 

PR09 blind year 
adjustments 

0.0 0.2   N/A -0.1   N/A 

CIS RCV inflation 
correction 

-0.1 -2.4   N/A N/A   N/A 

Water trading N/A N/A   0.0 0.2   N/A 

Other adjustments 0.0 0.0   N/A 0.0   N/A 

Total -0.1 -2.4   0.0 -8.9   1.0 

Note: These totals exclude any outcome delivery incentive revenue adjustments for business retail performance commitments.  
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Table A1-3: Ofwat’s view of midnight adjustments to RCV by PR19 price control (£ million, 2017-18 FYA CPIH deflated: PR19 base 

year prices) 

 RCV adjustments 

 Water resources Network plus water Network plus wastewater Bioresources 

PR14 reconciliations -0.1 -2.4   

IFRS adjustments 0.0 0.0   

Midnight adjustments to RCV -0.1 -2.4   
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Annex 2 Portsmouth Water WRFIM revenue adjustment 

Background 

At PR19, Portsmouth Water made a claim for additional revenue in the wholesale 

revenue forecasting incentive mechanism (WRFIM). The claim related to errors 

Portsmouth Water made in completing its business plan tables for connection 

charges at PR14.  

We considered that the company did not provide sufficient evidence that it had made 

an unambiguous error, nor that the impact of that error and its proposed correction 

were unambiguous. 

The company stated it reflected connection charges income under rechargeable 

works (which are a third party service), instead of grants and contributions. We 

highlighted that as a result of including connection charges income under 

rechargeable works, the company would have received more totex for third party 

services at PR14 than it would have otherwise received (an amount equivalent to 

46% of the connections charges income). As a result we did not agree with 

Portsmouth Water’s assessment of the impact of the error on allowed revenue due to 

the offsetting effect of the additional totex allowed.  

Revenue Claim 

Portsmouth Water has since submitted a revenue claim along with its blind year 

submission, on the basis that the volume of new connections was higher than 

assumed in the PR14 final determination. In doing so the company accepts our 

arguments that it received more totex for third party services at PR14 than it would 

have otherwise received. Because 46% of the cost of new connections was included 

in its PR14 totex allowance, the claim it is submitting now is based on the volume of 

new connections over and above the volume (46%) assumed in the PR14 final 

determination. This approach is allowed for under the rulebook.6  

We can determine from Portsmouth Water’s PR14 business plan its forecast 

volumes of new connections. The company has explained and evidenced the 

approach taken to develop its PR14 forecasts and demonstrated that only 46% of 

the cost of new connections was funded through its totex allowance. The claim is 

 
6 PR14 reconciliation rulebook’  December 2017, p43, connection and infrastructure charges. The WRFIM allows for 

representations from companies regarding the application of the revenue adjustment, namely when demand for connections is 
unexpectedly high. Several such claims were considered and allowed at PR19.Our principles for assessing claims for additional 
revenue are set out on pages 42 to 44 of the ‘PR14 reconciliation rulebook’.  

https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
https://www.ofwat.gov.uk/publication/ofwat-pr14-reconciliation-rulebook/
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based on the volume of new connections over and above the volume assumed in the 

PR14 final determination. 

 2015-16 2016-17 2017-18 2018-19 2019-20 

No. of connections in BP 

table W4 

2176  2160  2513  3003  2939 

No. of connections implied 

in FD (46%) 

1001  994 1156  1381  1352 

No. of connections (outturn) 2351  2455  2207  2153  2152 

The company’s claim is for an additional £1.531 million (2012-13 prices) of grants 

and contributions revenue to be recovered in wholesale revenues than included in 

the 2014 final determination. The value of the claim was calculated by multiplying 

Portsmouth Water’s average unit cost for a new connection (assuming the same mix 

of work as forecast in its PR14 business plan) by the excess volume of new 

connections.   

 2015-16 2016-17 2017-18 2018-19 2019-20 

Revenue claim (£m, 2012-

13 prices) 

0.423 0.461 0.285 0.175 0.186 

Having reviewed the information and considered all issues raised in the blind year 

submission, while our position on the original error in PR14 has not changed, we 

agree the company makes a valid new revenue claim. As a result we have included 

an additional £0.186 million (2012-13 prices) in revenue recovered for 2019-20 given 

the scope of the blind year reconciliation is limited to the final year of the period. 

We will address the remainder of the claim at PR24. 
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