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1. Introduction

This document sets out our final decisions on the reconciliation for Southern Water Services 
Limited (Southern Water) for the 2019-20 charging year. It includes our final determination 
under Part 3A of Condition B of the level of change to the price controls in respect of the 
company’s performance in that year against its performance commitments and outcome 
delivery incentives (ODIs) and the blind year adjustment (TBYA) to be included in the 
Revenue Forecasting Incentive (RFI) formula. The specific changes, and our reasons for these 
are set out in full in this document. 

In September 2020, we published our PR19 blind year draft proposals in Southern Water - 
Adjusting for actual performance in 2019-20: Blind year adjustment (the PR19 blind year draft 
proposals). This chapter presents an overview of the approach we have taken in developing, 
consulting, and reaching a final position on our PR19 blind year final decisions. 

1.1 Background 

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 determinations1, 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 
the 2019 periodic review (PR19) was completed in December 2019, this financial year had not 
finished. As a result, 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. 

1.2 The PR19 blind year draft proposals 

In September 2020, we published our PR19 blind year draft proposals which presented an 
overview of our assessment of the difference between the 2019-20 performance assumed in 
the PR19 final determinations and actual 2019-20 performance. It set out the extent to 
which, for each company, the revenues and RCV adjustments included in the PR19 final 
determination for 2019-20 needed to be adjusted to reflect actual performance2. It also 

1 The full suite of PR19 final determination documents are available here. 
2 Our approach to the reconciliations, is set out in the ‘PR14 reconciliation rulebook’ (the ‘reconciliation rulebook’). 

https://www.ofwat.gov.uk/wp-content/uploads/2020/09/Southern-Water-%E2%80%93-Adjusting-for-actual-performance-in-2019-20-Blind-year-adjustment-overview.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2020/09/Southern-Water-%E2%80%93-Adjusting-for-actual-performance-in-2019-20-Blind-year-adjustment-overview.pdf
https://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/final-determinations/pr19-blind-year-reconciliation/
https://www.ofwat.gov.uk/publications/the-pr14-reconciliation-rulebook/
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presented our draft proposals regarding any interventions we intended to make, and the 
rationale for these. 

Our published PR19 blind year draft proposals comprised a suite of documents to provide 
transparency to water companies and other interested stakeholders regarding our decisions 
and associated rationale. This included an overview document presenting a summary of our 
proposed sector wide blind year adjustments, an annex for each company presenting their 
adjustments and interventions, and supporting models for each company.  

This document presents our PR19 blind year final decisions with respect to our assessment of 
the difference between 2019-20 performance assumed in the PR19 final determinations and 
the actual 2019-20 performance for Southern Water. It sets out: 

 the extent to which revenue and RCV for the incentive mechanisms specified in 
section 1.1, that were presented in the PR19 final determinations, will need to be 
adjusted to reflect actual performance in 2019-20; 

 details of the controls to which these adjustments will apply; and 
 the adjustments that will be made ‘in period’ (during 2020-25) or as part of the 2024 

price review process (during 2025-30). 

As set out in ‘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 blind year adjustments for differences between 
the 2019-20 forecast and actual performance figures. In the PR19 blind year draft proposals 
we set out that we expected any adjustments from the 2019-20 forecast, to account for actual 
figures to be modest and that these adjustments should not significantly impact bills. We 
noted that each company had responsibility for taking measures to smooth the impact for 
their customers if any impact is larger than originally expected. Further details regarding the 
responses we received, our final decisions and how / when the PR19 blind year adjustments 
will be made are presented in Chapter 2. 

We have adopted a similar approach to the PR19 blind year draft proposals for our final 
decision, so alongside this document, we have published final models for each reconciliation, 
and for the overall RCV and revenue adjustments. 

1.3 Summary of Southern Water response 

In its response to the blind year draft proposals Southern Water stated that it was pleased 
that, for most of the blind-year true-up mechanisms, we had agreed with its assessment. 
While the company disagreed with our conclusions regarding the late delivery of one of its 
PR14 capital investments, it accepted that the assessment was a matter of judgement. 
However, the company specified that it strongly believed, based on the evidence presented, 

https://www.ofwat.gov.uk/wp-content/uploads/2020/09/Adjusting-for-company-actual-performance-in-2019-20-Blind-year-adjustment-overview.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2020/09/Adjusting-for-company-actual-performance-in-2019-20-Blind-year-adjustment-overview.pdf
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that our conclusion on the second PR14 capital investments was incorrect and unreasonable. 
This is discussed in more detail in Chapter 2. 

1.4 Section 13 Consultation notice 

Alongside the PR19 blind year draft proposals, we published a Section 13 consultation notice3 
which proposed licence changes for Southern Water to: 

 allow for any revenue associated with the blind year reconciliation of totex menus to 
be applied in period by including it in the blind year adjustment figure for the Revenue 
Forecasting Incentive (RFI) formula. 

 allow unambiguous revenue errors in relation to our PR19 final determinations to also 
be included in the blind year adjustment figure for the RFI formula.4 

Our PR19 blind year draft proposals were presented on the basis that the proposed licence 
modification, as set out in the consultation notice, would be implemented ahead of the 15 
November 2020 deadline for ODI determinations. We set out that, if the proposed licence 
modifications were not made, neither the blind year revenue adjustments for totex menus 
nor any unambiguous revenue errors would be corrected for until the 2024 periodic review 
(PR24).  

Southern Water accepted the modification, so any revenue adjustment associated with the 
blind year reconciliation of totex menus continue to be included in the blind year adjustment 
figure for the RFI formula in our final decisions. We also included revenue related to an 
unambiguous error (see section 2.1.3). 

                                                   
3 Consultation under section 13 of the Water Industry Act 1991 on proposed modifications to Condition B of the 
licences of 17 water companies. 
4 We only proposed to include this item when calculating the blind year adjustment figure for Southern Water. 

https://www.ofwat.gov.uk/wp-content/uploads/2020/09/RFI-Proposed-modifications-to-Condition-B-of-licences.pdf
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2. Final decision on PR19 blind year adjustment 

This chapter presents our assessment of the blind year adjustment for Southern Water, 
provides an overview of comments submitted in response to our PR19 blind year draft 
proposals and confirms our PR19 blind year final decisions regarding the application of 
adjustments to the company. 

2.1 Our final decisions on PR19 blind year interventions 

Each company was required to submit, alongside their APR, 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 completed an assessment of the required blind year adjustment. 

In making this assessment, we reviewed Southern Water’s blind year submissions and, where 
appropriate, sought clarity on company information. Where necessary we proposed to 
intervene to ensure the blind year adjustments were appropriate. Following our assessment 
of responses we can confirm that we will apply the proposed interventions for Southern Water 
that were set out in our blind year draft proposals. Our final decisions are summarised in 
table 1 below and the following section presents an overview of our decision and the 
associated rationale. 

Table 1 Blind year adjustment interventions (2017-18 prices unless otherwise stated) 

Incentive Intervention(s) 

Outcome delivery 
incentives (ODIs) 

We are intervening to include underperformance payments for performance 
commitments ’13 Thanet sewers’ and ’15 Millbrook sludge’. 

Residential retail 
revenue 

No interventions 

Wholesale revenue 
forecasting incentive 
mechanism (WRFIM) 

No interventions 

Totex We are intervening to reflect updated data from Southern Water. 

Land sales No interventions 

2.1.1 ODI revenue and RCV adjustments 

In our PR19 blind year draft proposals we proposed to intervene to apply an 
underperformance payment for delays to two of Southern Water’s PR14 capital investments 
(’15 Millbrook sludge’ and ’13 Thanet sewers’). We proposed an underperformance payment of 
-£0.566 million for Millbrook Sludge and -£0.950 million for Thanet Sewers (both in 2012-13 
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prices, net of tax). This was in line with the PR14 final determinations which specify that, as 
Southern Water did not meet predefined delivery dates, it should incur underperformance 
payments. In setting the level of these proposed underperformance payments, however, we 
recognised that there was sufficient evidence that the schemes were, in large part, 
operational by the agreed deadline.  

Southern Water had argued that delays to these two PR14 capital investments were outside of 
its control (due to COVID-19 restrictions) and that it should not incur underperformance 
payments but the company did not provide convincing evidence to support its arguments.  

 While COVID-19 contributed to delays in delivering Thanet Sewers, previous impacts 
on work timelines meant that completion would not have been well in advance of the 
deadline, even in the absence of COVID-19.  

 While COVID-19 impacted progress on delivering Millbrook sludge, previous impacts 
on work timelines meant that delivery by the deadline would have been highly 
unlikely, even without further issues arising. 

We noted that COVID-19 only affected the last few weeks of the five year control period and 
full delivery of the schemes could have been secured earlier to mitigate risks of non-delivery. 

Summary of responses 

In its response to the blind year draft proposals Southern Water set out that it continued to 
believe that, in the absence of the restrictions put in place in response to Covid-19, the 
scheme would have been delivered in time but it accepted that this was ultimately a matter 
of judgement. However, the company noted that it had provided Ofwat with all of the relevant 
evidence and that it therefore had no choice but to accept the underperformance payment.  

Southern Water considered our assessment of Thanet Sewers to be incorrect for two reasons.  

 The first related to the justification we provided for the imposition of a late delivery 
underperformance payment and the Ofwat argument that, in the absence of Covid-19, 
the scheme would not have been delivered “well in advance of the deadline”. In 
response, Southern Water noted that the ODI, as specified in the PR14 FD did not 
require the scheme to be delivered “well in advance” of 31 March 2020, but to be 
complete by 31 March 2020.  

 Southern Water had established a clear day-by-day plan to ensure delivery of the 
scheme by 31 March 2020. The company highlighted that this this plan had been 
authorised for execution and that, absent the restrictions arising from Covid-19, it 
would have ensured delivery by the deadline. Alongside its response Southern Water 
provided a copy of the day-by-day as well as other supporting evidence. 
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Final position 

On the basis of the proposed interventions set out in our draft proposals, and the responses 
subsequently received, our final decision is to apply a late delivery underperformance 
payment of -£0.566m for Millbrook Sludge and -£0.950m for Thanet Sewers. We note the 
points made regarding Thanet Sewers in the Southern Water response and have reviewed the 
additional evidence the company provided but do not consider its arguments or associated 
evidence to be sufficiently convincing for us to amend our proposed intervention. 

Southern Water suggests that the Ofwat reference to the scheme not being delivered “well in 
advance of the deadline” is incorrect as the provisions of the PR14 final determinations simply 
require delivery of the project by 31 March 2020. However, this was not intended as a 
comment on the performance commitment definition and was not the basis of our decision to 
intervene in the draft proposals. Rather it was intended to convey the fact that the planned 
delivery of the final phase of the Thanet Sewer was running so close to the deadline that any 
further delay, regardless of the cause, would put delivery to the deadline at risk.  

The additional evidence Southern Water provided with its response indicates that the 
company’s forecasts of remaining work had highlighted a small quantity of work that would 
not be complete by the deadline. A mitigation plan was therefore agreed with the main 
contractor working on the Thanet Sewer to install temporary measures that would deliver its 
obligation to prevent exfiltration by 31 March 2020. The information provided by Southern 
Water indicates that the mitigation plan was ready to be implemented by 1 March 2020, and 
that final authorisation to progress the temporary works was given on 23 March 2020.  

We do not consider this additional evidence to be sufficiently convincing of the company’s 
arguments to persuade us to amend our proposed intervention. Despite the fact that the 
mitigation plan was ready to be implemented from 1 March 2020, authorisation for this work 
was not provided until three weeks later on 23 March 2020; the same day that strict COVID 
lockdown conditions across the UK were announced and only one week in advance of the final 
deadline  

We recognise that it is not possible to know with certainty whether Southern Water would 
have met the 31 March deadline in the absence of COVID but the evidence suggests that the 
company did not take all of the necessary steps expected of a prudent company to mitigate 
the risk of non-delivery.  

We also note that the provisions of the PR14 final determinations contain two forms of 
underperformance payment with respect to the delivery of the Thanet Sewers project by the 
31 March 2020 deadline; one for non-delivery (£31.20 million) and one for delay (£0.95 
million). In our blind year draft proposals, for our final decision we did not propose 
intervening to apply underperformance payments for non-delivery. While we considered this 
option, on balance we considered that, while the project was not delivered by the deadline, 
there was sufficient evidence that the company had made substantial progress towards 



Blind year adjustments, Final decision, Southern Water 

9 

delivery by the specified deadline. We remain of this view and our final decision is to 
therefore to only apply a late delivery underperformance payment of -£0.950m for Thanet 
Sewers. 

2.1.2 Totex menu revenue and RCV adjustments 

In the blind year draft proposals, we noted that we had retained a number of interventions 
from the PR19 final determination model. We also set out that we had requested clarification 
on differences between the submitted model and supporting data tables regarding third 
party services (capex) and transitional expenditure. Southern Water provided an adequate 
rationale for the differences in capex and updated the 2014-15 transitional expenditure with 
2019-20 transitional expenditure. Both of these changes were reflected in the Ofwat 
modelling that was published alongside the blind year draft proposals. 

Summary of responses 

We did not receive any specific comments on this issue. 

Final position 

Our final position remains unchanged from the blind year draft proposals. 

2.1.3 Other adjustments 

In the blind year draft proposals, we specified that an unambiguous error was identified in 
Southern Water’s PR19 final determination in the way revenue was returned to customers 
(following serious failures in the operation of its sewage treatment sites and for deliberately 
misreporting its performance) and treated in our modelling for the PR19 final determination. 
We highlighted that the amount recovered from the company was £6.687 million (2017-18 
prices) too high because the input value for the penalty had already been discounted at the 
cost of capital but the final determination modelling had applied this discount again. We 
noted that, subject to the company agreeing to the licence modifications proposed in the 
formal consultation notice, we would include this revenue adjustment in our final decision. 

Summary of responses 

Southern Water agreed to the licence modification proposed in the formal consultation 
notice and we did not receive any further comments on this issue. 
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Final position 

We have included a corrective adjustment of £5.827 million (2012-13 prices) in the value of 
the other revenue adjustment input to the revenue adjustments feeder model. This corrective 
adjustment in combination with 2019-20 actual RPI and CPIH indices produces a blind year 
adjustment of £6.687 million (2017-18 prices). 

2.1.4 RPI-CPIH wedge  

A number companies noted that in the PR19 final determinations the RPI-CPIH wedge was set 
on the basis of forecast inflation and should be updated to reflect 2019-20 outturn inflation 
values. In this respect, the companies highlighted that the blind year adjustment, as 
calculated, did not appear to take into consideration the impact of changes in actual inflation 
on the March 2020 closing RCV.  

Following an assessment of the responses received, we reviewed the models (a) used in the 
PR19 final determination, (b) used in the PR19 blind year process and (c) consulted on as part 
of the PR19 reconciliation rulebook. Our review highlighted that the points raised by these 
companies were valid and that further RCV and revenue adjustments are required to 
reconcile the difference in the RPI-CPIH wedge that was forecast in the RCV feeder models. 
We have included extra calculations in the PR19 blind year adjustments model to calculate 
the further RCV adjustment that will be included as part of the PR24 midnight adjustment. 
The associated revenue adjustment for the difference in respect of the return companies 
would have been allowed during the 2020-25 period had the closing 31 March 2020 reflected 
actual rather than forecast 2019-20 inflation has not been included in the PR19 blind year 
adjustments model. We will calculate the revenue difference in respect of the return at PR24 
and adjust it for the time value of money within an appropriate model in the PR24 modelling 
suite. 

2.2 Implementing the PR19 blind year adjustments 

In the PR19 rulebook consultation, we set out how we expected blind year adjustments to be 
applied. In Annex 2 to the notification of the PR19 final determination for each company, we 
designated all PR14 performance commitments as in-period to allow us to adjust company 
price controls to reflect performance in 2019-20. Annex 3 of that notification also 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 PR19 blind year revenue adjustments for 
other PR14 reconciliation mechanisms to be taken into account. 

We have included extra calculations in the PR19 blind year adjustments model to convert, 
using CPIH, the wholesale revenue blind year adjustments to the price base required for 
input to the revenue forecasting incentive (RFI) model. The RFI model inputs are defined as 
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‘base year 2019/20 prices’ that is the November prior to 2019-20 (i.e. November 2018). 
Companies should use these values as inputs to their RFI models.  

Our approach is intended to ensure that any adjustments are made as close as possible to 
when customers are impacted by company performance. Table 2 below summarises the blind 
year adjustments for Southern Water and when these will feed into customer bills while table 
A1-4 in appendix A1 presents the company’s total blind year adjustment (TBYA) allocated to 
each price control. 
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Table 2: Summary of 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 

Total ODI revenue 
adjustments 

-5.084 -5.084 0.000 0.000 0.000 In 2021-22 through in-period determination of price 
controls 

      
 

WRFIM revenue adjustments 25.337 25.337 N/A 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 

0.000 0.000 0.000 N/A N/A 

Totex menu revenue 
adjustments  

-4.401 -4.401 N/A N/A N/A 

Other revenue adjustments 6.687 6.687 N/A N/A N/A 

Residential retail revenue 
adjustments 

0.887 N/A N/A 0.887 N/A 
End-of-period revenue adjustment, captured within 
the Residential Retail model blind year adjustment 
(BYA) 

Total non-ODI revenue 
adjustments 

28.511 27.624 0.000 0.887 N/A  

      
 

Total revenue adjustments 23.426 22.540 0.000 0.887 0.000  
      

 

Totex menu RCV 
adjustments 

34.886 34.886 N/A N/A N/A 

At PR24, flowing through 2025-30 price controls 

Land sales RCV adjustments -0.218 -0.218 N/A N/A N/A 

ODIs RCV adjustments -4.437 -4.437 0.000 N/A N/A 

Other RCV adjustments 0.000 0.000 N/A N/A N/A 

2019-20 RPI-CPIH wedge 
RCV adjustments 

3.077 2.894 0.055 N/A 0.128 
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Type of adjustment Total Value 
(£m) 

Control 
When it applies Network 

Plus 
Water 

resources 
Residential 

retail 
Bioresources 

      
 

Total RCV adjustments 33.309 33.126 0.055 N/A 0.128  
       

Note 
No changes are being proposed to the bioresources price control. All bioresource revenue are applied to the wastewater network plus control. For presentational purposes, 
we also include bioresources RCV adjustments in the wastewater network plus control.
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2.3 Change in price controls 

As outlined 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. For PR19 blind year ODI 
revenue adjustments, the starting assumption is that these will be recovered in 2021-22 
through a performance measure adjustment determination.  

Table 3 sets out the changes to price controls for Southern Water to account for the blind 
year ODI revenue adjustments5. We have used the PR19 in-period adjustments model to 
calculate changes to price controls and the version of the model we use is published 
alongside this document. 

Table 3: Summary of changes to the price controls for the PR19 blind year ODI 
revenue adjustments 

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

Water resources (K 
factor) 

PR19 final 
determination 

 -2.04 2.55 -0.51 -1.63 

Revised  -2.04 2.55 -0.51 -1.63 

Water network plus (K 
factor) 

PR19 final 
determination 

 0.83 0.29 -1.95 -1.55 

Revised  0.83 0.29 -1.95 -1.55 

Wastewater network 
plus (K factor) 

PR19 final 
determination 

 2.40 -1.06 -1.19 -1.05 

Revised  0.99 0.32 -1.19 -1.05 

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

PR19 final 
determination 

 46.880 47.216 47.664 48.187 

Revised  
No 

change 
No 

change 
No 

change 
No 

change 

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

PR19 final 
determination 

 50.921 51.613 52.257 52.911 

Revised  50.921 51.613 52.257 52.911 

To note, in calculating the blind year adjustment, we calculate the adjusted PR14 
reconciliation for all relevant mechanisms for the whole of the 2015-20 period using actual 

                                                   
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 will adjust allowed revenue 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 will be made to the Bioresources price control. All wastewater ODI revenue adjustments will be 
applied to wastewater network plus. 
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2019-20 performance data. We then calculate the difference between this updated view and 
the equivalent information from the PR19 final determination. 

2.4 Profiling of PR19 blind year adjustments 

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 they would only relate to 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. 

In the PR19 blind year draft proposals we set out that if, after reviewing our proposals, the 
company was of the view that there was a case for spreading the blind year adjustment 
across two or more years, it should include proposals in its response. Southern Water did not 
include any comments or requests regarding the potential profiling of PR19 blind year 
adjustments and the adjustments to the company revenues will therefore apply in 2021-22. 
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A1 Appendix 1 Reconciliation of PR14 incentives for 2015-20 for Southern 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 4.4 4.4 4.4 -2.3 -7.3 -7.3 0.0 0.0 0.0 

Residential retail revenue N/A N/A N/A N/A N/A N/A 2.7 3.6 3.6 

Wholesale revenue forecasting incentive mechanism 0.4 9.7 9.7 -0.5 15.5 15.5 N/A N/A N/A 

Totex -4.1 -4.5 -4.3 0.6 -3.6 -3.6 N/A N/A N/A 

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

Residential retail service incentive mechanism N/A N/A N/A N/A N/A N/A -33.0 -41.7 -33.0 

PR09 blind year adjustments -0.9 -0.9 -0.9 -4.7 -4.7 -4.7 N/A N/A N/A 

CIS RCV inflation correction N/A N/A N/A N/A N/A N/A N/A N/A N/A 

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

Other adjustments 0.0 0.0 0.0 -125.9 0.0 -119.3 N/A N/A N/A 

Total -0.1 8.7 8.9 -132.8 -0.1 -119.4 -30.3 -38.1 -29.4 

RCV 

Outcome delivery incentives 0.0 -0.2 -0.2 0.0 -2.5 -4.2 N/A N/A N/A 

Residential retail revenue N/A N/A N/A 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 N/A N/A N/A 

Totex 31.8 37.1 37.3 -94.4 -65.2 -65.0 N/A N/A N/A 
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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 

Land sales 0.0 0.0 0.0 0.1 -0.1 -0.1 N/A N/A N/A 

Residential retail service incentive mechanism N/A N/A N/A N/A N/A N/A N/A N/A N/A 

PR09 blind year adjustments  -1.5 -1.5 -1.5 22.5 22.6 22.6 N/A N/A N/A 

CIS RCV inflation correction -29.0 -29.0 -29.0 -71.4 -71.4 -71.4 N/A N/A N/A 

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

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

2019-20 RPI-CPIH wedge RCV adjustments N/A N/A 0.7 N/A N/A 2.4 N/A N/A N/A 

Total 1.4 6.4 7.3 -143.2 -116.7 -115.8 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 ‘Southern Water final 
determination’ and in detail in ‘Southern Water - Accounting for past delivery final decisions’. 
Revenue in these tables may not reconcile to the lines for ‘Reconciliation of PR14 incentives, 2020-25’ in table 4.12 in the ‘Southern 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 final blind year decisions set out in the above table 
also replace forecasts of inflation in 2019-20 with actual RPI and CPIH indices and correct the unambiguous error in Southern Water’s PR19 final determination. 
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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 -0.2 -4.2 N/A 7.9 -3.5 -7.3 0.0 0.0 

Residential retail revenue N/A N/A N/A N/A N/A N/A N/A N/A 3.6 

Wholesale revenue 
forecasting incentive 
mechanism 

N/A N/A N/A N/A N/A 9.7 15.5 N/A N/A 

Totex 3.0 34.3 -65.0 N/A N/A -4.3 -3.6 N/A N/A 

Land sales 0.0 0.0 -0.1 N/A N/A N/A N/A N/A N/A 

Residential retail service 
incentive mechanism 

N/A N/A N/A N/A N/A N/A N/A N/A -33.0 

PR09 blind year adjustments -0.1 -1.3 22.6 N/A N/A -0.9 -4.7 N/A N/A 

CIS RCV inflation correction -2.3 -26.6 -71.4 N/A N/A N/A N/A N/A N/A 

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

Other adjustments 0.0 0.0 0.0 N/A N/A 0.0 -119.3 N/A N/A 

2019-20 RPI-CPIH wedge RCV 
adjustments 

0.1 0.6 2.3 0.1 N/A N/A N/A N/A N/A 

Total 0.6 6.7 -115.9 0.1 7.9 1.0 -119.4 0.0 -29.4 
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 0.5 6.1 -118.2 N/A 

IFRS adjustments 0.0 0.0 16.1 0.0 

2019-20 RPI-CPIH wedge RCV 
adjustments 

0.1 0.6 2.3 0.1 

Midnight adjustments to RCV 0.6 6.7 -99.9 0.1 

Note: 
The IFRS16 adjustments are unaffected by 2019-20 inflation and out of scope of the blind year reconciliation. They remain unchanged from the 2019 final determination. 
The 2019-20 RPI-CPIH wedge RCV adjustment reconciles the difference in the RPI-CPIH wedge that was forecast in the 2019 final determination RCV feeder model. 
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Table A1-4: Ofwat’s view of the blind year adjustment for 2019-20 by PR19 price control for use in the revenue forecasting 
incentive model (£ million, 2017-18 FYA CPIH deflated: PR19 base year prices) 

 

 Revenue adjustments 

 Water resources Network plus water Network plus 
wastewater 

Bioresources 

Wholesale revenue forecasting incentive mechanism N/A 9.272 16.065 N/A 

Totex N/A -0.218 -4.182 N/A 

Water trading 0.000 0.000 N/A N/A 

Other adjustments N/A 0.000 6.687 N/A 

Total blind year adjustment (TBYA) for use in the RFI formula 0.000 9.054 18.570 N/A 
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