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About this document 

This document outlines the models that we propose to use to calculate RCV adjustments for 
green recovery expenditure and invites responses on those proposals. 

Responding to this consultation 

We would welcome any comments on this document. Please email them to 
greenrecovery@ofwat.gov.uk.  

The closing date for this consultation is midday on Monday 21 June 2021. 

We will publish responses to this consultation on our website at www.ofwat.gov.uk, unless 
you indicate that you would like your response to remain unpublished. Information provided 
in response to this consultation, including personal information, may be published or 
disclosed in accordance with access to information legislation – primarily the Freedom of 
Information Act 2000 (FoIA), the General Data Protection Regulation 2016, the Data 
Protection Act 2018, and the Environmental Information Regulations 2004. For further 
information on how we process personal data please see our privacy policy. 

If you would like the information that you provide to be treated as confidential, please be 
aware that under the FoIA there is a statutory Code of practice which deals, among other 
things, with obligations of confidence. In view of this, it would be helpful if you could explain 
to us why you regard the information you have provided as confidential. If we receive a 
request for disclosure of the information, we will take full account of your explanation, but we 
cannot give an assurance that we can maintain confidentiality in all circumstances. An 
automatic confidentiality disclaimer generated by your IT system will not, of itself, be 
regarded as binding on Ofwat. 
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1. End of period adjustments for green recovery 
delivery 

1.1 Introduction 

In our draft green recovery determinations, we noted that all the companies that have 
submitted green recovery proposals are seeking to recover at least part of their green 
recovery allowance in later periods. To facilitate this, we proposed to make a midnight 
adjustment to the RCV at PR24, which will allow efficient costs incurred in delivering the 
schemes to be recovered from customers. 

Section A6 of our draft determinations outlined the formulae that we proposed to use to make 
these end of period funding adjustments. We have now developed models to provide more 
detail about how these calculations will be performed in practice. 

It is important to note that these models are based on the policies that we originally 
consulted on in our draft determinations. If these polices are updated, we would update the 
models accordingly. 

1.2 Models overview 

The diagram below shows the three models that we have developed and how they interact. 

Figure 1.1 Model flow  
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1.3 Green recovery cost allowance adjustment model 

We stated in our green recovery draft decisions that customers should not pay for schemes 
that are not fully delivered, and as such, companies will only receive funding proportional to 
the amount of schemes that are delivered. To accurately calculate cost sharing and time 
value of money adjustments, these must be based on a cost allowance that is adjusted for 
scheme delivery.  

This model calculates an adjusted cost allowance for the green recovery schemes, based on 
expected delivery by 31st March 2025. Where a company is forecasted to reach less than full 
delivery of a scheme by this date, the model adjusts the cost allowance the company received 
for this scheme downwards, in proportion to the percentage of the scheme that is 
undelivered. It does this at an individual scheme component level, before aggregating to a 
scheme and then price control level. This adjusted cost allowance is then used as an input by 
the cost sharing model and green recovery time value of money adjustment model to 
calculate cost sharing and time value of money adjustments. 

1.4 Green recovery PR19 cost reconciliation model 

The PR19 cost reconciliation model has been updated to include a cost sharing element for 
green recovery expenditure to share any under/over performance with customers.  

The mechanism works in the same way as the standard cost reconciliation in that, when a 
company over or underspends its allowance during the price control period, it will share the 
over or underspend with customers through the end of period reconciliation.  

The mechanism takes the total variance between green recovery expenditure and the 
delivery adjusted green recovery allowance found in the green recovery cost allowance 
adjustment model. This variance is apportioned across the expenditure profile incurred to 
allow for a time value of money adjustment to be applied to the variance.  

The appropriate sharing rate is then applied to the total variance after the time value of 
money adjustment to calculate the cost sharing adjustment to be applied at PR24. 

1.5 Green recovery time value of money adjustment model 

This model compares revenue received in period to fund the green recovery with allowed 
expenditure. The allowed expenditure is expenditure adjusted to take account of delivery of 
schemes. It makes an adjustment to RCV to reflect the difference between revenue received 
and delivery adjusted allowed expenditure.  



Consultation on green recovery reconciliation models 
 

5 

It also calculates a time value of money adjustment for green recovery expenditure. The time 
value of money approach mirrors that used in the PR19 cost reconciliation model.   

1.6 Request for company views 

We would welcome company views on these draft green recovery models. 
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