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Dear Sirs 

 
Draft determination of SES Water’s in-period outcome delivery incentives for 2021-22 
 
Thank you for the opportunity to respond to Ofwat’s draft determination of SES Water’s in-period 
outcome delivery incentives (ODIs) for 2021-22. This letter provides our response to Ofwat’s 
consultation on its draft determination.  
 
For the most part we agree and accept the proposed decisions in Ofwat’s draft determination, 
which are largely consistent with the submitted data and commentary in our Annual Performance 
Report (APR) issued in July 2022. We are, however, concerned with Ofwat’s proposed 
intervention to not include our reported ODI outperformance payment for leakage in 2021-22 
(£0.277m). We consider:  
 

• Our July 2022 APR to be fully compliant with Ofwat’s leakage reporting guidance and the 
performance commitment (PC) methodology for the PR19 leakage ODI (as assured by 
our external technical advisor, Mott MacDonald), and  
 

• Our reported payment for leakage outperformance a justified reward for the real benefits 
that we have achieved for our customers in the past year as a result of the new and 
innovative processes and technological interventions that the business has successfully 
made to improve our leakage performance.  

 
We consider ourselves a leading performer in leakage (as identified by Ofwat at the PR19 review) 
and have high confidence in the robust processes, calculations and software/systems that we 
have consistently applied to generate our reported leakage value for 2021-22 and previous years.  
 
Attached to this letter we provide a detailed response to Ofwat’s proposed intervention on the 
2021-22 leakage ODI payment. While we know our reported water balance gap for 2021-22 
(4.9%) is larger than is considered good practice by Ofwat, and above the 3% lower threshold in 
Ofwat’s company compliance checklist (16e) in the reporting guidance: 
 

• We continue to conclude our APR and reported leakage performance is consistent and 
compliant with Ofwat’s methodology and reporting guidelines. Attached as an appendix to 
this response is an updated summary assurance report from Mott MacDonald confirming 
this conclusion. 
 

• We have calculated leakage consistently according to the new (common) methodology 
applied by the sector since the start of AMP7 and in setting our baseline reporting back to 
the 2017-18 APR year. Given the consistency of our methodology and our reported water 
balance gap throughout the 5-year period, our reported leakage value is a true and 
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accurate reflection of the leakage performance improvement achieved by the business in 
support of the proposed ODI payment for 2021-22. 
 

• Crucially, we consider the water balance gap is not material to the accuracy of our reported 
leakage performance improvement for 2021-22 compared to the PC targets given how 
these are set in PR19. That is, Ofwat and our customers can be confident that a real 
benefit has been achieved from our proposed ODI payment, as the reported water balance 
gap does not materially impact the confidence in the reported leakage performance 
reduction for 2021-22.  
 

• We are confident in our reported leakage reduction for the period given the robust and 
consistent reporting processes that we have applied, the well understood impacts of 
external drivers (including the impacts of weather (e.g., storms) and the Covid-19 
pandemic) on our year-on-year leakage performance, and the leakage reduction 
strategies that we have been able to successfully implement during the period, including: 
 

o installing enhanced pressure management in the SES Water network; 
o introducing intelligent network processes and technologies; and  
o improving the efficiency of our active leakage control1 activities.  

 
These are measures consistent with SES Water continuing to be a leading performer in 
leakage and overall network integrity and resilience, driving operational improvement 
within the sector, and 
 

• We consider the achievement in the reduction of leakage to have provided genuine benefit 
to our customers.  

 
Notwithstanding these points, Ofwat’s draft determination leaves SES Water in a situation of 
considerable regulatory uncertainty given that Ofwat provides limited indication in its draft 
decision of the process in subsequent years it would apply to reinstate our 2021-22 ODI payment. 
This contrasts with a scenario where if our water balance had been greater than a 5% limit – the 
actual discrepancy Ofwat identifies in its guidance as indicating a significant inconsistency in one 
or more of the major components of the water balance2 – we would have clarity of the expected 
and required regulatory treatment of our reported average leakage values.  
 
In light of our submission, and the external assurance we have been provided on this issue, we 
consider Ofwat should reconsider its decision and reinstate our reported leakage ODI payment 
for 2021-22 in its final determination. We note the short timeline between the closing date for this 
consultation (21 October) and Ofwat’s Final Determination (15 November). Given the significance 
of the issues in the determination, we ask that Ofwat engage with our management team as a 
priority to discuss our response and considered view that SES Water should be permitted to 
recover an ODI reward for achieving leakage outperformance in 2021-22. 
 
We look forward to your response and further engagement on this issue.  
 
Yours faithfully 

 
CFO & Regulation Director

 
1 Through keeping our job numbers low and trailing innovative leak detection methods, such as satellite 
leakage technology.  

2 Therefore, the reliance that can be placed on the post maximum likelihood estimate (MLE) value of 
average leakage is reduced.  



 

Appendix A: Detailed response to Ofwat’s draft determination on 
leakage in-period Outcome Delivery Incentives for 2021-22 
 
This appendix sets out SES Water’s detailed response to Ofwat’s draft determination on the 
leakage ODI for 2021-22. It is supported by a Mott MacDonald summary assurance report 
attached in Appendix B. 
 
1. Background and context 

 

In Ofwat’s Reporting Guidance for Leakage3 the ‘water balance gap’ is an important concept for 
all companies to report annual average leakage (Ml/d) using a consistent method and common 
set of assumptions. The water balance is defined by Ofwat as: 
 

“The difference between distribution input and the sum of water delivered to customers, a 
company’s own water use, water delivered unbilled, distribution system use and leakage. 
The water balance gap is positive where distribution input is >the sum of components and 
negative where distribution input is < the sum of components.”4 

 
Once the water balance and its individual components have been established, the gap is 
distributed across the components of the water balance by reference to the size and the 
uncertainty surrounding each component of the water balance.  
 
Ofwat’s leakage reporting guidance expects that this will be achieved by reference to the 
Maximum Likelihood Estimation (MLE) values of each of the individual components of the water 
balance; that is, the reported gap is split amongst the components of the water balance according 
to the uncertainties assigned to them in the modelling process. Reported total leakage is then 
taken as the sum of the post MLE values for distribution leakage, including supply pipe leakage, 
and trunk main / service reservoir leakage. 
 
In Ofwat’s guidance a water balance gap of:  
 

• +/- 2% is considered good practice;  

• > 5% or < -5% indicates a significant inconsistency in one or more of the major 
components; 

• Greater than a lower threshold of +/-3% requires an explanation from the company of the 
reasons for the water balance gap. 

 
Ofwat states that a “water balance gap >5% or < - 5% is too wide for a valid MLE adjustment to 
be carried out. In this instance, any water balance gap in excess of the +5% gap, expressed as 
Ml/d, shall be added to the leakage component. In addition, for any water balance gap >5% or < 
-5% a review of all material components of the water balance gap is required.”5  
 
Ofwat6 also provides guidance and requirements on how companies should apply the MLE 
methodology to each component of the water balance. This includes: 
 

• the requirement for companies to justify the confidence intervals that it uses in the MLE 
methodology to allocate the water balance gap to individual components and provide 
evidence of how these are derived; and 

• requirements for the ranges of the confidence intervals that are used for the fully 
measured components of the water balance. 

 
3 Ofwat (2018): ‘Final reporting guidance for PR19 – Leakage’ 
4 Ibid., p. 21 

5 Ibid., p. 21 

6 Ibid., p. 22-23. 



 

 
Only in Annex A (company checklist) of Ofwat’s reporting guidance is the issue of non-compliance 
in relation to an MLE discrepancy set out in any detail. This annex provides a checklist for all the 
components / elements of the leakage reporting guidance, including for the water balance and 
MLE adjustments. The checklist for compliance on the individual reporting elements is reported 
against: 
 

• Red (R) - Not compliant with the guidance and having a material impact on annual 
average leakage. 

• Amber (A) - Not compliant with the guidance and having no material impact on annual 
average leakage.7 

• Green (G) – Fully compliant with the guidance. 
 
Specifically for the water balance discrepancy (16e) the R-A-G checklist is as follows: 
 

• <2% water balance gap = G 

• >2% and <3% water balance gap = A 

• >3% = R 

 
There is some inconsistency between the precedence set out in Ofwat’s reporting guidance on 
the reported water balance and Ofwat’s expectations of compliance in the company checklist in 
Annex A of the same document: 
 

• The checklist in Annex A states that a water balance gap >3% should be scored by a 
component as Red, indicating an APR response that is “not compliant with the guidance 
and having a material impact on annual average leakage.”8 

 

• In contrast, the main guidance document (as stated above) is that a company is required 
to disclose and explain the reasons for a water balance gap greater than a lower threshold 
of +/-3% of distribution input. Only where the water balance gap is greater than +/- 5% 
does Ofwat’s guidance state it expects a company to adjust its post MLE values for 
leakage and revisit the material components of the water balance gap. 

 
The annex to the guidance requires companies to state they are non-compliant with the guidance 
(16e) if their water balance gap exceeds 3%. However, the main guidance document does not 
infer or state this. Furthermore, the guidance document is silent on what Ofwat consider to be a 
sufficient explanation and disclosure of the reasons for the water balance gap exceeding 3%, nor 
the regulatory intervention that Ofwat will necessarily expect to take in such an event. SES 
Water’s 2021-22 draft determination (see below) would, in its effect, seem to indicate that where 
a company scores 16e as Red, it provides Ofwat with the opportunity and discretion (via the APR 
assessment and ODI determination process) to withhold a company’s leakage ODI payment in 
the event the water balance gap is >3% on the basis that: 
 

• the water balance gap exceeds the level Ofwat considers good practice (+/-2%);  

• the company is required to disclose and explain the reasons for any water balance gap 
of greater than a +/-3% lower threshold; and 

• the company is expected to demonstrate that the water balance gap exceeding 3% is 
not material to reported leakage improvement.9 

 
7 A company is required to set out its approach to assessing whether an impact is material or not.  

8 Ibid., p. 25. 
9 It is important to note that Ofwat itself describe +/-3% as a lower threshold in the main guidance document 
which if exceeded, triggers a requirement for disclosure and explanation of the water balance gap and its 
impact on a company’s reported leakage reduction. It is in contrast a +/-5% discrepancy limit (an upper 
implied threshold in the guidance) that Ofwat identifies as indicating a significant inconsistency in one or 
more of the major components of the water balance and requiring company action. 



 

 
In effect, where a company’s water balance exceeds 3% for the reporting year:  
 

• Ofwat require the company to demonstrate that it is not material to the annual average 
leakage value and reported performance improvement; and 

 

• that customers as a result, received a real benefit from the ODI payment in the reporting 
year rather than the payment being due to data and/or reporting inaccuracies.  

 
2. SES Water’s 2021-22 APR and Ofwat’s draft determination 

 
As Figure 1 below shows SES Water’s leakage performance for 2021-22 was very good. Leakage 
was on a downward trend all year barring an increase in early winter that lasted two months. We 
reported a positive ODI performance payment (i.e., a reward) of £0.277m for the year. 
 
Figure 1 – 2021-22 leakage performance 
 

 
 
Source: SES Water data and analysis 

 
We reported a water balance for 2021-22 of 4.9% in our APR.10 This is greater than the 3% lower 
threshold referenced in Ofwat’s guidance and compliance checklist.  
 
Ofwat in its draft determination states that “our review of SES Water’s submission identified that 
one of the areas in which it has not achieve compliance, an imbalance of 4.8% in its water 
balance, has a material impact on the accuracy of the reported data.”11 Ofwat considers that 
“because an imbalance of the water balance of this size indicates a high degree of uncertainty 
over the accuracy of the data, we have not included this outperformance ODI payment [£0.277m] 
in our draft determinations”12. The draft determination clarifies that “should SES Water be able to 
demonstrate compliance, or that non-compliance is not material, in future APRs we will consider 
whether any retrospective adjustments to leakage and PCC ODI payments are appropriate.”13    
 
As set out below, we consider: 
 

• our reporting fully compliant with Ofwat’s Leakage Reporting Guidelines;  

 
10 Note that there is an error in Ofwat’s draft determination commentary which says that the water balance 
is 4.8%. However, this is not material to the outcome of Ofwat’s assessment.  

11 Ofwat (2022): ‘Draft determination of SES Water’s in-period outcome delivery incentives for 2021-22’, p. 
4 

12 Ibid., p.4 

13 Ibid.  





 

major components of the water balance. Consequently, we consider our APR was and is fully 
compliant with the expectations of Ofwat’s guidance. 
 
 
4. We are confident that our reported leakage is a true reflection of our leakage 

performance improvement in 2021-22 and that our consistent water balance gap is not 

material to the accuracy of our reported leakage performance improvement 

 
Crucially for Ofwat’s ODI determination, we have consistently applied our reporting processes 
according to Ofwat’s guidance, meaning that while we have a consistent (positive) annual 
reported water balance gap, we are reporting against a consistent baseline.15 Our MLE derived 
water balance gap has been consistently above the 3% lower threshold. In fact, it has averaged 
4.6% in that period and only exceeded 5% once (in 17/18 – the year in which the ‘beast from the 
east’ weather event took place16) and been less than 4% once (in 20/21 – the first year of Covid-
1917) where for both years abnormal events caused our water balance modelling to produce 
different outcomes.  
 
As a result of this consistency there is no evidence to support the inference that the leakage 
figures derived for the last five years as a result of our MLE adjustment have been anything other 
than consistent relative to each other year. In other words, when we see a rise in leakage this is 
picked up in the reported figure, without change to the water balance gap, and when we see a 
reduction in leakage (like the 2021/22 reporting year) this is also picked up in our calculation 
process, and again doesn’t result in a change to our water balance gap (as noted above, it is only 
in years where there were abnormal events in relation to weather and Covid-19 that our modelled 
water balance gap has differed from a consistent, but positive, level). The positive water balance 
gap is not material to our reported leakage improvement being a true reflection of what happened 
in the year.  
 
We are, as a result, very confident that the reported improvement in our leakage values for 2021-
22 – and the consequential ODI payment proposed – reflects a genuine improvement in leakage 
and a benefit to our customers because preceding years and PC levels are reported on a 
consistent basis and baseline. The water balance gap is not material to this conclusion, and we 
would expect to be rewarded for good performance as much as we would expect to be penalised 
for poor performance with it in place, given the consistent basis on which our leakage performance 
has been reported.   
 
This conclusion is consistent with the rationale that Ofwat itself gave at PR19 FDs for setting 
performance commitment levels as a percentage reduction from a 2019-20 baseline as opposed 
to absolute levels to ensure “that the performance commitments relate to actual performance 
achieved in the 2020-25 period and not to changes in methodology or data quality.” 18 
 
The major components of our leakage calculation itself are also consistent with the expected 
results of the allowance models when considering external factors (i.e., events outside 
management control) such as weather and a change in usage habits driven by Covid-19. The 
comparatively benign weather conditions during the reporting year 2021-22 – the lack of a 

 
15 We have not made any material changes to our leakage calculation since the baseline was set and have 
only made minor data improvements which are legitimately allowed under the guidance. Throughout this 
reporting period we have consistently applied our MLE approach. This calculation conforms to reporting 
guidelines and all components within it have been assessed for uncertainty in accordance with best practice 
and have been given uncertainty values within Ofwat defined tolerance bands (see section 3 above). 

16 This resulted in an increase in the water balance because of the impact of the freeze and thaw on the 
pipes and joints in our network. 
17 This resulted in a decrease in the water balance, because of changes in water consumption patterns and 
use in our supply area.  
18 Ofwat (2019): ‘PR19 final determinations: Delivering outcomes for customers policy appendix’, p. 33  



 

significant or severe winter freeze thaw and a reduced SMD-related summer event (see Figure 2 
below) – provided a more favorable backdrop through which leakage reduction could occur. This 
manifested itself in lower burst rates and leakage outbreak numbers all year. This gives us high 
confidence that our lower reported MNF (minimum nighttime flow), in showing a downward trend 
last year, is clear evidence of a genuine improvement in leakage by the business and is also 
consistent with the logic for why three-year averages for leakage reduction are now used within 
the PC methodology. 
 
Figure 2 – Temperature vs. SMD 
 

 
Source: SES Water data and analysis 

 
Finally, we are very confident that we achieved a genuine reduction in leakage last year because 
of the number of successfully enacted interventions (i.e., actions within SES Water management 
control) that were adopted as part of our medium term leakage reduction strategy, including 
introducing our intelligent network, installing enhanced pressure management in our network and 
improving the efficiency of our ALC activities through keeping our work in progress (WIP) job 
numbers low and trialing innovative leak detection methods such as satellite leakage technology.  
 
Trend analysis shows that we achieved a greater number of customers in more pressure 
managed areas, greater smart network coverage, and more hours on ALC. The volume of leakage 
that needs to be saved to maintain current level was also lower in 2021-22 suggesting we didn’t 
have to put as much effort into keeping leakage steady before driving it down. All of these 
indicators are consistent with the reported leakage improvement illustrated in Figure 1 above.   
 
We have high confidence in the impact that specific interventions that the business has made in 
the last year have had on our leakage performance as discussed in Table 2 below. These known 
operational improvements in the business are consistent with the reported leakage performance 
improvement in our APR and our proposed ODI payment, given that they delivered real benefits 
for our customers during the reporting year.  
 
Table 2 – The measures that have contributed to our leakage performance improvement 
are known and the impacts understood 
 

Focus Area Leakage reduction 
benefit in year 
(Full year saving) 

Description – how did we reduce from April 21 to 
now. 





 

For these reasons, we also do not consider it would be proportionate or appropriate to reopen our 
water component and leakage calculations in the middle of the current AMP. Indeed, we consider 
this would be inconsistent with the common basis on which the baseline and targets for the PR19 
leakage PC were originally prepared and set by Ofwat.  
 
We commit to undertake further work during the current AMP to understand our positive water 
balance gap and propose to run this analysis (in discussion with Ofwat) in parallel with our current 
reporting systems and methodologies. We do not propose to make any changes to our reporting 
that would constitute a change in methodology until we had the opportunity to properly test the 
impact of the change and its justification, at which point we would look to restate our baseline to 
ensure consistency of reporting (mostly likely at the start of the next AMP).  
 
Areas of further work that we have already identified for further investigation include: 
 

• systemising our water balance calculations in software (for example, by integrating 
bottom-up leakage modelling in a single system/model); and 
 

• projects that will help us better understand the accuracy of certain components of the 
water balance, including analysis of: 

 
o the trunk main balance, to account for water in the trunk main network; 

 
o the consumption component of the water balance, including our data on domestic 

measured consumption and non-household measured consumption (in the latter 
case via the Central Market Operating System (CMOS) where we have reasons to 
question the accuracy of some of the data that we rely on for our water balance 
reporting purposes in the APR); and 

 
o distribution input, and whether this is currently being measured accurately. 

 
We also consider there may be learnings from exploring how the abnormal consumption and 
weather events referenced in section 4 above, impacted our modelled water balance gap 
compared to the positive balance gap level we have consistently reported in normal years.  
 
Overall, we are committed to do the further work necessary to understand our water balance gap 
going forward, but importantly consider there are a range of contributions to the positive gap we 
consistently report other than limitations in the leakage component of this reporting. 
  
  
  



 

Appendix B: Mott MacDonald Updated Assurance Report for in-period 

Outcome Delivery Incentives for 2021-22 

 

 



 

 
 

 



 

 




