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Whilst these significant uncertainties remain, it is risky for Ofwat to propose such 
radical reforms to how it sets the price control for bioresources that could risk 
destabilising future investment in this market. 

A better targeted cost assessment 

We continue to support a separate bioresources control for PR24. Furthermore, 
we agree that it is appropriate to look at both improved historical data and 
more recent data to ensure that the best models for setting efficient costs at 
PR24 are chosen.  

We do however have concerns regarding the quality of the backcasted data 
from companies. The ability to develop robust econometric models on this 
basis therefore needs to be carefully considered. 

In our detailed response we highlight the need for Ofwat to consider a wider set 
of explanatory variables in bioresources cost modelling. For example, we 
consider that the sewage treatment process and historical renewables 
incentives are two key drivers of cost not considered in the simple 
(parsimonious) PR19 bioresources models or the models presented for this 
consultation. 

A market-based approach to setting costs and revenues 

We are disappointed that within section 3 of the consultation Ofwat appears to 
disagree with many of the strategic concerns raised by the industry at previous 
consultations. We do however recognise that Ofwat is still considering its 
options and, possibly in response to these concerns, it has developed a more 
evolutionary ‘Options Package 2  partially reformed approach’ for further 
consideration by stakeholders.  

We disagree with a number of the assessments made by Ofwat when 
discussing its preferred approach (Options Package 3  ‘fully reformed 
approach’) and highlight the following: 

 

• Financing Costs  We maintain that replacing capital expenditures with 
capital depreciations and financing costs may generate an additional 
risk to companies, and ultimately customers. We have concerns that the 
planned shift away from the well established methodology for assessing 
financing costs is not supported by evidence. Historical, allowed notional 
returns have already been determined by Ofwat as efficient. Therefore, 
we do not understand the need to apply further efficiency challenges to 
these costs within subsequent econometric modelling.  

• RCV Protection  We believe Ofwat’s view that there is no asset stranding 
risk “since companies would still not face a direct threat from 
competitive entry” is based on a very narrow definition of asset stranding. 
The asset stranding will not be due to ‘competitive entry’ but be 
determined and driven by the regulator with its implementation of the 
comparative economic benchmarking and efficiency at each successive 
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price review. Ofwat should be careful how it applies its ongoing efficiency 
challenge to modelled cost as it now includes historical depreciation and 
financing cost as well. So contrary to its stated view, pre 2020 RCV may 
not be protected. 

• Cost Risk  We are also unsure how Ofwat can be sure that there would 
be “no significant increase to the level of overall risk faced by 
companies” when there are still so many unknowns and the quantitative 
analysis is still ongoing. We provide an analysis of the risk positions of the 
different packages to highlight this on page 13. 

• Enhancement Uncertainty  There continues to be significant 
uncertainty over the size and scale of ongoing environmental legislation. 
In particular the Environmental Permitting Regulations (EPR) and the 
Farming Rules for Water (FrW) can both have a significant impact on the 
amount of enhancement activity and investment that is required in future 
periods. In addition, the practical requirements of the Industrial Emissions 
Directive (IED) still remain uncertain, whilst we await the permits applied 
for under the EA’s submission schedule tranches. This is consistent across 
the water industry but materiality of the gap to full compliance will vary 
for each company. We discuss enhancement uncertainty in our response 
to question 3.4. 

In our view, Options Package 3 is increasing the overall level of regulatory risk, 
and this will not support either market, or incumbent provided capital 
investment in bioresources. Without recognition of this and a subsequent 
matching of risk and rewards (through a disaggregated cost of capital 
mechanism), investment in various delivery forms is likely to be adversely 
impacted. The relatively poor performance of the Option Package 3 cost models 
in Ofwat’s supplementary release (2 September) adds further to our view that 
this approach is not the most appropriate for PR24. 

It is our view that the partially reformed approach Options Package 2 (an 
evolution of the building blocks) would be a more practical approach at this 
time and would not be overly complex (although it does face its own challenges 
and will need to be further developed).  

It has a lower risk of introducing unintended impacts into the market and 
maintains the capacities for companies to be resilient to growth, quality 
enhancement, decarbonisation challenges and environmental regulatory 
uncertainty. 

We propose one modification to this package however, which is to follow 
Jacob’s recommendation “to guarantee revenues for the duration of third 
party contracts which can be demonstrated as efficient” against the 
company’s bid assessment framework.1   

 
1 Jacobs Bioresources market Review report – recommendation 10. www.ofwat.gov.uk/wp-
content/uploads/2021/05/Jacobs-report-Bioresources-Market-Review.pdf 
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We welcome Ofwat’s continuing engagement with the industry and 
stakeholders on the development of its approach to bioresources for PR24. 
Please come back to us should you have any queries regarding any elements 
of our response. 

 

Yours faithfully, 

 

  

Head of Regulation  
Yorkshire Water 
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Annex A: Response to Ofwat's specific questions 

 

Section 2 – Better targeted cost assessment 

Question 2.1: Do you have any comments on this section?  

We continue to support a separate bioresources control for PR24 and agree that 
it is appropriate to look at both improved historical data and more recent data 
to ensure that the best models for setting efficient costs at PR24 are chosen.  

We do however remain concerned about several aspects of Ofwat’s proposals 
for assessing efficient bioresources costs, many of which we set out in our 
response to Ofwat’s December 2021 consultation. 

Backcasting of data  

We have provided backcast data for the bioresources price control to Ofwat as 
part of the response to the data request. However, the assumptions we applied 
for some key datasets (particularly Electricity and Liquor Loads) means that our 
confidence on their accuracy is very low (Confidence Grade: C6). We also note 
that our asset base has changed significantly over the period the data was 
requested for.  

We are concerned that building cost models on such low confidence data could 
lead to distorted models that do not reflect industry real efficient costs. 

A separate efficiency assessment for bioresources 

We broadly support a separate efficiency challenge for bioresources. However, 
we urge Ofwat to ensure that this is achievable when considered in the round 
with the wastewater network plus price control challenge. At PR19 Ofwat and the 
CMA both set the catch up target at the wholesale level to address trade offs 
across the different areas of the value chain and cost allocation issues. In this 
context, when setting a separate efficiency challenge for bioresources, trade
offs must be robustly modelled taking this into account.  

We note that, while improved cost allocation guidelines could mitigate the 
data related trade off (notwithstanding the issues with backcasting data 
outlined above), there is still an operational trade off between bioresources 
and sewage treatment activities that is unaddressed in Ofwat’s cost modelling 
(see our response to Question S2). As such, a simplistic application of separate 
benchmarks for bioresources and network plus would result in a benchmark 
that no company has achieved and can deliver going forward. 

Cost drivers 

Ofwat states in section 2.4.2 “that the PR19 cost drivers would generally capture 
the potential impact regarding asset configuration.” We are less confident that 
the PR19 cost drivers are appropriate to model bioresources costs alone. The 
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asset configuration features, most notably the sewage treatment process, are 
not included in the PR19 bioresource models. We do however note and welcome 
Ofwat’s commitment to “consider appropriate cost drivers again at PR24” and 
welcome the opportunity to submit bioresources models through the base 
modelling consultation process. 

Renewables incentive 

We maintain our view that there is an opportunity for Ofwat to include in its 
improved econometric modelling how historical energy incentives and 
subsidies are managed and give recognition to incentive digression or closure 
of such subsidies into the future. 

In Section 2.4.3 Ofwat disagrees with this, stating that planning for possible 
digression in energy market support tariffs has been under company control 
and recent new market support mechanisms such as the Green Gas Support 
Scheme and recent energy price increases obviate the need to consider this 
matter. 

We welcome that Ofwat has engaged with this issue and set out its policy views, 
however we continue to believe that renewable energy market support 
mechanisms and the way they may markedly shift over time has the potential 
to distort comparative competition analyses. The ability to capitalise on such 
incentives depended on coincidental bioresource investment cycles or 
potentially the willingness to write off prior bioresource investments as well as 
having good local access to a gas grid connection point that had adequate 
carriage capacity.  

Basing the industry’s future bioresource cost allowance on a particularly 
generous historic Renewable Heat Incentive (RHI  biomethane tariff) that was 
only available to companies between 2011 2014, may not achieve the objective 
of setting achievable efficient future cost allowances to ensure that companies 
can suitably finance their bioresources functions from 2025 30 and beyond. 

Question 2.2: Do you have any further comments on our approach to a 
separate efficiency assessment, in particular the options we consider in 
section 2.4.2? 

As stated in our response to question 2.1, we cautiously support Ofwat’s decision 
to undertake a separate efficiency challenge for bioresources (Option 1). 
However, this is based on us receiving regulatory assurance on the achievability 
of the overall efficiency challenge which will ultimately depend on the following 
conditions being met: 

• the newly created bioresource backcast financial data is robust, with 
strong confidence limits. Presently we are not certain this can be met; 

• the cost allocation issues associated with sludge liquors, energy income 
and overheads have been fully resolved;  
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• the energy incentive regime and how this may change over the coming 
decade is managed appropriately;  

• the cost drivers selected are less parsimonious and are improved for 
PR24;  

• If financing costs are to be fully included in the cost assessment 
efficiency challenge (under Options Package 3)  

o the company bioresource RCVs are truly comparable (i.e., all 
companies followed Ofwat guidance on how to value their income 
streams);  

o the pre 2020 RCV protection mechanism is implemented correctly; 
and  

o the cost of capital for bioresources (especially for the post 2020 
RCV) is disaggregated and proportionate to the regulatory risk 
within the price control; possibly via a regulatory risk premium to 
WACC. 

Section 3 – A more market-based approach to setting costs and revenues 

Question 3.1: Do you have any comments on this section?  

The majority of our comments on section 3 of the consultation are covered in 
our subsequent question responses, but we draw out some specifics against 
this generic question below which are not covered in questions 3.2 3.9. 

Ofwat market principles  

Ofwat has identified and described four regulatory principles for a more 
market based approach to the bioresource control. We believe these are 
sensible but suggest that a fifth market based principle be considered. Namely 
that the return on the (bioresource) capital invested should be commensurate 
with any additional risks that are being placed on this control. 

Frontier shift  

We agree that if a separate catch up efficiency is proposed then a separate 
frontier efficiency may also be appropriate. The bioresource activities are 
sufficiently distinct from wastewater network plus for there to be likely frontier 
shift differences.  

Such a frontier shift disaggregation would also be consistent with our other 
suggestions for deaveraging on the bioresource cost of capital under options 
package 3. However, if financing costs are incorporated into the overall cost 
assessment this would then place all sewerage companies, even those at the 
efficiency frontier, with a potential post 2020 bioresource RCV asset stranding 
issue. 
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The frontier shift challenge applied to bioresources will also depend on other 
aspects of Ofwat’s cost assessment. For example, Ofwat used forecast data to 
set the benchmark in the residential retail price control at PR19 and did not 
overlay an additional frontier shift challenge given significant efficiencies 
baked into companies’ business plans. If Ofwat also uses forecast data for PR24 
to assess bioresources expenditure, it should appropriately consider whether 
an additional efficiency challenge is appropriate. 

Cost sharing 

At PR19 cost sharing was not applied to the bioresource control. And as noted 
by Ofwat: 

“…any deviation from our allowed expenditure in these controls, other 
than due to… sludge produced (bioresources), will be incurred fully by 
the company.”  

This same risk burden is not experienced in the other controls, where it is shared 
with customers. For PR24 Ofwat states:  

“As we are retaining a volumetric control, we propose to retain the PR19 
approach not to apply cost sharing to the bioresources control at PR24 
in relation to the 2025 to 2030 period.”  

The difference in cost sharing and hence risk sharing with the other controls 
remains.  

And the continuation of this risk sharing difference now compounds the 
additional regulatory risks being proposed for the bioresource control namely 
for: full volume volatility, prospective third party bid market revenues, and 
(under option package 3) the proposed potential stranding of financing costs 
under the comparative competition efficiency challenge.  

These increasing control based regulatory risk differences are not currently 
recognised by Ofwat through a disaggregated bioresource cost of capital. We 
disagree with this type of regulatory inconsistency.  

We also note that at PR24, Ofwat is offering business rate cost sharing in other 
controls as:  

“…we recognise that companies have limited control over the level of 
business rates they pay.”  

No regulatory reason has been given for the explicit removal of business rate 
cost sharing in the bioresource control. We do not consider that companies 
have more control over the level of business rates they pay for bioresources. 

December proposals  



 

9 
 

Question 3.2: Do you have any further comments on the draft methodology 
proposals which we propose to retain from our December document and our 
reasons for doing so?  

We are disappointed that Ofwat appears to disagree with many of the strategic 
concerns raised by the industry at previous consultations. We do however 
recognise that Ofwat is still considering its options and, possibly in response to 
these concerns, it has developed a more evolutionary ‘Options Package 2  
partially reformed approach’ for further consideration by stakeholders.  

We discuss the retained proposals below under a number of the headings as 
provided in the consultation. We then expand or reiterate these points in our 
specific answers to questions 3.3 3.9 where appropriate. We note that splitting 
the cost risk discussion across several different sub sections is not always 
helpful. 

Options package choice 

We agree with the need to consider a ‘partially reformed approach’ option, even 
possibly as a key stepping stone towards the ‘fully reformed approach.’ 

The main difference between option package 3 and option package 2 is the 
inclusion of financing costs (3.3.3) in the former and the associated need to 
then:  

• develop a new mechanism to protect the pre 2020 RCV (3.4.1); 

• develop a new set of historical accounting cost datasets to enable the 
bioresource cost assessment, with forecast data being considered as a 
supplement (3.3.7); and  

• assess, quantify, and potentially incorporate the greater regulatory risks 
associated with post 2020 RCV asset stranding (3.3.9) in a 
disaggregated bioresource cost of capital (3.3.11), having considered the 
package of cost risks altogether (3.3.10). 

From the qualitative impact assessment matrix provided, option package 2 only 
partially achieves Ofwat’s stated objectives. Most notably by not including 
financing costs in the cost assessment envelope. But it is in our view more 
practical (and possibly more proportionate) as all the above complex 
regulatory adaptions relating to the inclusion of financing costs are not then 
automatically required.  

In contrast, options package 3 achieves Ofwat’s objectives of widening the set 
of costs included in the comparative assessment. But it suffers from “complex 
implementation issues” and is, as indicated by Ofwat, less practical.  

Options package 2 better reflects our preferred evolutional policy positioning 
on retaining the building blocks approach at this uncertain time. As we stated 
in our response to Ofwat’s December 2021 consultation, we maintain that an 
evolution of the building blocks approach would not be overly complex and has 
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a lower risk of introducing unintended impacts into the market and the 
capacities for companies to be resilient to growth, quality enhancement, 
decarbonisation challenges and environmental regulatory uncertainty.  

Under options package 2, Ofwat’s suggested new proposals (3.4)  associated 
with volume risks and RCV nomenclature; and not accepting the risk reward 
logic of disaggregating the incumbent level weighted average cost of capital 

 are on balance reasonable and broadly acceptable. 

However, a number of the new proposals on the RCV nomenclature, the removal 
of cost sharing of business rates etc, cannot then be supported by the company 
under options package 3 as we believe that the level of risk associated 
becomes too great. And we continue to support the disaggregation of the 
incumbent level cost of capital to better reflect the more material nature of the 
differential asymmetric risks being proposed. 

Suggested Option 2 modification 

Under options package 2, as a potential modification to ensure risk equivalence 
and reduce possible in house bias, we suggest that Jacobs’ recommendation 
10 could also be fully implemented as originally proposed. This would entail 
removing third party bid revenues from the cost assessment exercise as per 
incumbent financing costs.  

Its detailed recommendation was “to guarantee revenues for the duration of 
third party contracts which can be demonstrated as efficient” against the bid 
assessment framework. It was trying to “consider how the [regulatory] risk 
could be mitigated to reduce the cost of capital and encourage market 
activity.”  

Jacobs’ recommendation 10 was developed to reduce regulatory risk to these 
prospective third party revenues/costs. The regulatory modification to the 
options package 2 would then also more akin with the DPC mechanism and 
hence provide for broader regulatory consistency in the contracting out system. 

Financing costs 

We disagree with Ofwat’s statement that “the general principle of including 
financing costs in our benchmarking models is reasonable.” We have previously 
stated: 

• We note that replacing capital expenditures with capital depreciations 
and financing costs generates an additional risk to companies, and 
potentially customers.  

• We are concerned that the planned shift away from the well established 
methodology for assessing financing costs is not supported by 
evidence. 

• Historical, allowed notional returns have already been determined by 
Ofwat as efficient. Therefore, we do not understand the need to apply 
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further efficiency challenges to these costs within econometric 
modelling. 

The reasonableness of options package 3 (assuming a robust cost assessment 
is developed) will ultimately depend on whether the cost of capital is adjusted 
to reflect the additional regulatory risks that are being imposed on this control. 

Ofwat also states that the inclusion of financing costs:  

“would incentivise companies to seek efficiencies across their entire cost 
base, reduce potential distortions created by taking different 
approaches for different categories of cost and come closer to 
replicating a market process where efficient costs are reflected in the 
service price.” 

These regulatory issues can be addressed in other less controversial regulatory 
ways. For example, we have previously commented on our concerns in respect 
of Ofwat’s objective to “provide a similar level of regulatory protection for 
different categories of cost so reducing any ‘in house bias’”. It is right to seek 
to reduce ‘excessive’ in house bias where solutions have not been evidenced 
to be market tested or efficient, but Ofwat’s proposed approach of limiting 
protections for companies’ investments without improving the protections 
baseline for third parties could be viewed as a form of ‘levelling down’ rather 
than ‘levelling up’ in respect to the competitive market. There is a risk of 
creating greater uncertainty that could lead to a period of suppressed 
investment in modern sludge treatment capacity and capability both through 
in house and third party routes where investors have concerns about asset 
stranding. Our market testing has shown that new entrants to the bioresources 
market that wish to either develop new capacity or repurpose or extend existing 
capacity require long term certainty to allow them to secure low cost funding. 

In addition, in response to Question 3.9 we suggest one simple DPC equivalent 
refinement for options package 2, as originally suggested by Jacobs, to reduce 
potential market distortions. In terms of regulatory risks this proposal will “level 
up” and not “level down.”  

We discuss our objections to options package 3 in more detail under the “cost 
risk”, “cost of capital” and “RCV protections” headings. 

In terms of the mechanics of estimating the cost of capital Ofwat also states 
here that: 

“We continue to consider that notional financing costs would be more 
appropriate than actual financing costs. It maintains the simplicity and 
customer protections of a single sector cost of capital, calculated 
without reference to companies’ actual financing decisions.” 

If options package 2 is selected, then we agree with the above suggestion. It 
maintains the overall simplicity of the weighted average cost of capital 
(WACC). 



 

12 
 

If options package 3 is selected, after a robust modelling of cost, we believe that 
a disaggregated bioresource cost of capital (possibly via a premium to the 
WACC) is then required to reflect the associated regulatory risks being imposed 

 especially those that are deemed to be asymmetric (see below). Options 
package 3 may then require that a separate notional financing construct be 
developed for the bioresources control to reflect the particular dynamics of the 
bioresource sector. As we have noted previously, we have not seen any 
evidence to justify whether past notional financing costs, based on the whole 
regulated business, would be applicable to a stand alone bioresources 
business. 

Approach to regulating post-2020 RCV and the risk of asset stranding 

We disagree with Ofwat’s view that there is “no risk of asset stranding since 
companies would still not face a direct threat from competitive entry” as we 
believe this takes an overly narrow interpretation of what asset stranding is, that 
does not reflect general (or indeed its own previous) thinking on this important 
matter. 

The RCV tool providing protection against asset stranding has been the Ofwat 
and industry consensus since privatisation. Ofwat recently defined stranded 
assets as “…assets that experience a reduction in economic value (that is future 
earnings potential) …where the assets have little or no value in an alternative 
use.” 

There may be a multitude of reasons for the unexpected asset devaluation, 
including explicit regulatory action. Asset stranding is not only a consequence 
of competitive entry.  

In our view options package 3 will potentially undermine the historical role of 
the RCV and lead to such potential (post 2020) bioresource asset stranding. The 
asset stranding will not be due to ‘competitive entry’ but determined and driven 
by the regulator with its implementation of the comparative economic 
benchmarking and efficiency at each successive price review. 

We believe that by placing an ex ante efficiency challenge on financing costs 
(originally deemed as ‘efficient’ following capacity bid market challenge) there 
can be no other outcome but a stranded asset, albeit that the asset stranding 
impact may be partial and temporary. 

It is our understanding of options package 3 that the effective returns on the 
post 2020 RCV will be reduced by the associated efficiency challenge. If Ofwat 
applies the challenge without due caution this could also affect pre 2020 RCV 
and would not protect it. In effect this efficiency challenge will translate into a 
direct reduction to the weighted average cost of capital (WACC) that is being 
applied to the post 2020 RCV data point. Furthermore, the allowed depreciation 
of these same post 2020 assets will also be lowered as a result of the efficiency 
challenge, essentially elongating the period to recover the principle (reducing 
economic value again), and also extending the time during which the post 2020 
RCV could be stranded again at another subsequent price review. 
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Ultimately the extent of our disagreement on overall risk depends on the options 
package being discussed.  

We consider options package 2 to present a lower overall risk for the market 
than options package 3. And the need for differential renumeration for 
bioresource capital investment will ultimately depend on the options package 
selected. 

Disaggregated cost of capital:  If options package 3 is selected then we 
disagree that an averaged approach to risk reward management is 
appropriate. Ofwat is discussing various ‘market based’ reform packages in 
this consultation. We consider that any claimed market based set of regulatory 
principles should accept the same risk reward logic of the market.  

If in any ‘fully reformed’ approach, the incumbent wholesale costs and the RCV 
are to be deaveraged (as between bioresources and network plus), and for 
post 2020 financing costs to be increasingly exposed to comparative 
competition driven asset stranding, then for regulatory consistency so should 
the weighted average cost of capital. This differentiation, via disaggregation 
and possibly with a premium to WACC, would then reflect the different 
regulatory risks being imposed on these two separate price controls. 

Exposing the bioresource control to ever greater regulatory risks without then 
recognising the associated need for an equivalent risk differentiated cost of 
capital will lead to unintended bioresource investment consequences. For 
example, irrespective of the options package finally selected, there are clearly 
consequences for the nascent bioresource capacity bid market if the whole 
portfolio incumbent level WACC is retained. 

A ‘premium to WACC’ solution (that may be transient and post 2020 RCV 
targeted) is suggested below as a way forward on this core disagreement. 

Practical concerns:  We disagree that adjustment to the WACC would be 
speculative as sufficiently similar comparators do not exist. Ofwat 
commissioned a report from PWC on “Balance of risk. Risk and reward across 
the water and sewerage value chain”2  in 2015. This document is important as it 
discusses the (asset) beta issue for the bioresource (and other) controls in 
detail. 

Indeed, PWC provided some indication of the likely beta differences across the 
different controls, showing that bioresources was likely to have a higher beta. 
And following the recent massive expansion of biomethane production more 
listed comparators are now available. 

 

 
2 PwC Econom cs & Po cy Ba ance of r sk. R sk and reward across the water and sewerage va ue cha n (Dec 2015) 

 https://www.ofwat.gov.uk/wp content/up oads/2015/12/rpt com201512pwcr sk.pdf 
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control and this ‘premium’ could even be targeted down onto the post 2020 
RCV to reflect the primary regulatory risk location.  

Materiality issues: These regulatory (asymmetric) risks remain to be fully 
expressed and quantified and so we do not believe it is appropriate at this time 
to dismiss them based on materiality. Ultimately these regulatory risks will 
partly depend on the exact nature of Ofwat’s bioresource cost assessment 
exercise (probably over more than a single price review) and where individual 
companies sit compared to the frontier (at PR24 and beyond). 

Ofwat appears to be using the sector wide % to justify impact immateriality. 
Clearly for the bioresource control this 1% sector post 2020 RCV exposure figure 
equates to an asset stranding exposure of around 20% of bioresource RCV. And 
given the fast bioresource RCV run off rates it is likely to reach 100% of 
bioresource RCV exposure (around 5% of the sector) in quick regulatory time. In 
our view this exposure level is, or will shortly become, material.  

In our view Ofwat needs to clearly focus on the bioresource control and not 
mask the impacts (or the regulatory risks) by averaging up with the much larger 
network plus control. 

Any future work on cost of capital disaggregation/differentiation to develop a 
dedicated bioresource WACC, should therefore focus primarily on asymmetric 
regulatory risks and consider developing a bioresource premium to the WACC, 
as described (and indeed for market driven asset stranding quantified) by 
PWC in 2015.  

This premium to the WACC could then also reflect some of the other 
asymmetric risk differences as between bioresources and network plus (e.g., 
business rate cost sharing, contract stranding associated with the bid market 
etc). 

Question 3.3: Do you have any suggestions on how our approach to PR24 
quality enhancements could be implemented in a way that achieves our 
objectives whilst addressing the concerns raised by stakeholders? 

Uncertainty around enhancement requirements 

In our response to Ofwat’s December 2021 consultation we stated: 

“There remains considerable uncertainty and environmental regulatory 
challenges in the market with the Farming Rules for Water and the 
incompatibility of diverse organic waste streams with the treatment of 
bioresources. Whilst these significant uncertainties remain, it is 
challenging for Ofwat to propose these radical reforms to how it sets the 
price control for bioresources that could risk destabilising investment in 
this market.  

The building blocks approach with an allowed return of capital applied 
to companies’ RCV is familiar and practiced for both companies and 
Ofwat. We believe an evolution of this approach could be an option for 
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consideration that is not overly complex and has a lower risk of 
introducing unintended impacts into the market and the capacities for 
companies to be resilient to growth, quality enhancement, 
decarbonisation challenges and environmental regulatory uncertainty.” 

We maintain that this continues to be a key risk. The Environmental Permitting 
Regulations are due to come into effect after 2023 and their exact impact is as
yet unclear. We will estimate our activity through our WINEP (Water Industry 
National Environment Programme) programme but the precise requirements 
cannot be assessed without further information from the Environment Agency. 
Potentially there could be a significant increase in storage investment. 

In addition, we have concerns over how the Farming Rules for Water (FrW) are 
being reinterpreted and reviewed. Relatively small changes in the guidance text 
can have large impacts on both landbank availability and storage 
requirements for biosolids. Again, our WINEP programme will include investment 
to ensure compliance with any confirmed new obligations. In addition, the 
implementation of the Industrial Emissions Directive (IED) in Bioresources assets 
remains a cost uncertainty, with delays in the EA’s issuing of permits leading to 
the potential for capex costs in AMP8. Our plan to deliver the requirements in 
AMP7 is likely to only go part of the way to satisfying the requirements. 

This uncertainty challenge is one of the key reasons why we support the options 
package 2. Which, as noted by Ofwat, is also the more practical of the two 
‘reform’ options presented. 

Growth enhancement 

We believe that the success of including growth enhancement in the 
bioresource cost assessment models will ultimately depend on correctly 
establishing the estimated long term economic cost of treating and disposing 
of additional volumes.  

This is broadly equivalent to the long run marginal cost (LRMC) of sludge 
management. But often long run marginal costs do not exactly equate to 
average (historical accounting) costs. So, in these regulatory circumstances, 
namely using historical accounting cost data to forecast future efficient cost 
levels, the cost model results must always be interpreted with care.  

The equivalence to the LRMC concept will ultimately depend on the exact nature 
of these additional volumes, and particularly their calorific value, and whether 
these additional volumes broadly mirror the historical sludge make up on 
which the econometric (historical) cost models have been developed.  

If the Ofwat bioresource cost models are able to distinguish between the 
different sludge type, then our position would be to give support for the growth 
enhancement proposal. 

New enhancement investment 
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In our February 2022 response we were supportive of a more evolutionary rather 
than revolutionary approach to new enhancement to avoid over complicating 
the price control and to avoid introducing unintended impacts into the market 
place. We also requested more explicit clarification on the enhancement quality 
cost category. We disagreed with Ofwat’s proposed preference and stated a 
preference towards Option 2 where “more certainty may be provided to 
companies with the enhancement allowance set to recover the increase in 
efficient operating costs over two regulatory periods”.  

In our previous response on the three regulatory options presented by Ofwat we 
also asked for more clarity on this subject. Unfortunately, the details of what 
would be included and how the options would work in practice still appear to 
be being developed and Ofwat has now sought suggestions from stakeholders. 

Quality enhancement investments – contract/asset stranding problems 

Ofwat’s three quality enhancement options proposed in December 2021 appear 
to have been developed and described on the premise that the fully reformed 
approach is implemented successfully, and that quality enhancement 
expenditure is not substantial, following on from recent years where the level in 
the bioresource control has been modest.  

Ofwat assumes that all quality enhancement expenditure can therefore be 
managed as a short term annuity allowance before the enhancement quality 
costs are then subsumed into the Base Cost assessment framework.  

The fundamental problem with the proposed quality enhancement option is 
exactly the same as that for capital expenditure on the Base. Namely the risk of 
contract or asset stranding, without adequate recompense through the 
bioresource cost of capital. Albeit, with a maximum of five years grace before 
this may materialise.  

As an example, an efficient third party enhancement solution assessed under 
a bid framework delivered towards the end of AMP8, could face an immediate 
catchup and frontier shift challenge as econometric modelling suggests that a 
lower unit rate is efficient (this may be due to legacy asset bases, or excluded 
variables). 

In this example, almost immediately after commissioning the third party asset, 
the company has a partially stranded contract on its hands. It cannot recover 
the agreed cost value of the contract from its customers over the next five years 
or longer (until the next benchmarking exercise is undertaken).  

Indeed, as we state elsewhere the same asset/contract stranding scenario 
occurs with the simple like for like base replacement investment too, but 
without the short stranding delay associated with the proposed one regulatory 
period enhancement allowance annuity. 
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We do not believe this is an in house bias issue. It is a short term, possibly opex, 
bias issue and a more fundamental problem associated with using two 
regulatory mechanisms in series (RCV/bid market/sludge trading contracts 
and then comparative competition) after the internal capital investment (or 
contracts signature) has been made in good faith.  

We believe for capital investment these mechanisms need to be clearly 
separated to ensure both a low cost of capital and an associated low price for 
customers can be achieved and sustained. 

We summarise this conceptually below. It is the prospective interface between 
prior agreed collaborative actions and the competitive results of the bid 
capacity market operations and the subsequent econometrics that is creating 
a potential new barrier to efficient outcomes. 

 

Ofwat is now encouraging long term planning and long term strategies for 
associated enhancement expenditure. Our suggestion is that these potential 
asset/contract stranding issues need to be quickly resolved or remunerated. 
The option 1 solution to quality enhancement expenditure does not sit very well 
with this long term objective.  

Ultimately, as suggested by other stakeholders, option 1 will drive company 
short termism and most notably high opex/low capex quality enhancement 
solutions. We would foresee few parties willing to commit to (and be exposed 
to) longer term sunk capital investments. 
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Options Package 2 – Partially reformed  

As stated in our response to question 3.2, we prefer the evolutionary options 
package 2 for the overall bioresources approach but with a suggestion on bid 
market contracting revenues. Contracted revenues could be removed from the 
subsequent comparative competition benchmarking exercise as they have 
been through, and succeeded, in a distinct ‘actual’ market competition 
exercise.  

This options package does not then create the above long term investment 
tension.  

We have overall concerns about the wholesale approach for setting efficient 
allowances for long term enhancement expenditure which we set out in our 
response to Q6.10. Under option 2 it is important that the non growth 
enhancement expenditure is incentivised to deliver the best long term solution 
in line with other wholesale enhancement solutions. 

Updated proposals  

Question 3.4: Do you agree with, or have any comments on, the degree of 
regulatory protection we propose for pre-2020 RCV? Do you agree with our 
proposal to implement option 1 to achieve this? 

In regard to options around treatment of RCV protection, in our February 2022 
response we stated: 

“Both options involve a degree of arbitrariness and are not market based. 
Under Option 1, the efficiency challenge would only be applied to 
companies modelled operating costs and the financing and 
depreciation costs of new assets. Whilst a future efficiency challenge 
may be largely due to once efficient legacy assets that may now 
transpiring to be inefficient, the challenge is automatically targeted 
down on new capex and total opex in this option. We prefer this option 
of the two proposed.” 

The details of the pre 2020 RCV protection mechanism will also influence the 
nature of the stranding risk exposure on post 2020 RCV.  

If options package 3, ‘fully reformed package’ is selected for PR24 we believe 
RCV option 1 provides for a more limited post 2020 RCV stranding problem and 
is therefore still preferred.  

Our preference was largely based on the fact that option 1 provided for less 
asset stranding exposure of post 2020 RCV. The efficiency challenge was 
implemented as a % figure and not a £/TDS figure (whereby all post RCV 
bioresource investments could be potentially wiped out by regulatory decisions 
at PR24, and beyond). 

We note that option 1 is titled ‘excluding legacy assets from the catch-up 
efficiency challenge’ and address the potential application of the frontier shift 



 

22 
 

to these supposedly protected pre 2020 bioresource assets latter. Ofwat will 
need to consider carefully how its ongoing efficiency target is applied to 
modelled TOTEX when depreciation and financing costs are used to construct 
capital costs. In particular, an unconsidered would affect historical investments 
(through depreciation) as well as future investments. This would mean an 
effective reduction in the cost of capital where historical investments and the 
associated depreciation are treated as exogenous in a given price review. This 
would also mean that the ongoing efficiency challenge is above the headline 
figure applied to OPEX and new capital investments (controllable within a price 
control). Not only will this result in an infeasible overall target for companies, it 
would also be inconsistent with Ofwat’s proposal to protect the pre 2020 RCV. 
A potential solution to this issue is to apply ongoing efficiency to future costs 
only, in line with the approach taken at previous price reviews. 

The decision to withdraw the post 2020 RCV protection that existed between 
2020 and 2025 and also exclude cost sharing on business rates simply 
highlights and accentuates the general regulatory risk climate this particular 
control now faces.  

In terms of the pre 2020 RCV protection mechanism Ofwat further explains: 

“… this estimated level of legacy costs will be replaced with an amount 
consistent with companies' pre 2020 RCV. We will not apply the 
efficiency challenge to this amount. The efficiency challenge would be 
applied to other costs, that is the modelled operating costs and costs of 
new assets [i.e., the financing and depreciation costs of new assets].” 

We are still uncertain about the exact nature of this mechanism. We request 
clarity as to what “consistent with” means in this context.  

In relation to the option 2 pre 2020 RCV protection mechanism we also stated: 

“We would question whether capital intensive markets would operate 
like this, rather suppliers would seek long term contracts such as ‘take or 
pay’ with their customers to mitigate such unexpected revenue loses.”    

The same transaction cost logic also applies, albeit to a lesser extent, to Ofwat’s 
preferred option 1 pre 2020 RCV protection mechanism.  

No capacity market would work under these uncertain revenue/cost break 
conditions where a third party, such as Government body, can partly, but 
regularly, expropriate sunk investments under the guise of a deferred efficiency 
challenge. Furthermore, as we explained above the reason for the efficiency 
challenge may not be due to the capacity assets to which the efficiency 
challenge is being applied. Future investment in the capacity market may then 
be curtailed until investor trust and contracting confidence is restored and/or 
the weighted average cost of capital is uplifted to reflect these new asset value 
stranding risks. 
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Question 3.5: Do you agree with, or have any comments on, our updated 
proposals for modelling financing costs in our benchmarking models?  

We believe the proposed financing cost simplification for options package 3 
has merit. 

Notwithstanding our reservations about options package 3 (and the lack of 
disaggregation of WACC within this options package) the proposal to use the 
PR24 post tax allowed return on capital will hopefully neuter our previous 
observation, namely that: 

“the quinquennial shifts in the cost of capital could create discontinuities 
in the capital cost datasets that may well make the econometric models 
break down.” 

The effect of the latest proposal on financing costs in options package 3 would 
appear to be to add historical financing costs as a hybrid adjunct to the other 
fully historical depreciation and operating costs. Using the future cost of capital 
at PR24 and prior movements in the asset base value that will still presumably 
be driven from the recently established bioresource RCV.  

The key broader issue remains regulatory consistency both across time and 
between the cost of capital and the asset base. In our previous response we 
stated: 

“We are not sure of the value of the proposed pre 2020 capital cost 
accounting inventions. Regulatory effort should focus more on the future 
cost data using regulatory RCV conventions already agreed and used at 
PR19. If Ofwat do want to introduce historic datasets, we would suggest 
limiting these to start at either 2015, when RCV runoff was introduced into 
the regulatory model, or 2020, the start date of the bioresource RCV.  

Ofwat could then use either:  

1. the full annuity inferred at the bioresource RCV creation, with a 
possible shift to PR19 cost of capital, providing some consistency 
with bioresource RCV used for PR19, or  

2. the declining balance approach using run off rates agreed at PR19 
and profit levels set by a PR19 cost of capital so as to match the 
financial settlement of PR19.  

Ofwat may wish to look at other depreciation options, such as a 
consistent annuity approach across a shortened historic period (from 
2015 onwards) in case this provides for a smoother capital cost profile 
that will hopefully not unduly disturb the econometrics.”   

We believe that our observations and suggestions on improving the 
implementation of Ofwat’s preferred options package 3 remain broadly valid. 
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In terms of establishing historical financing costs, the capital base needs to be 
consistent with the cost of capital assumption. Given the proposed switch to 
the forward looking cost of capital at PR24 there may now be more merit in 
adopting the more bioresource RCV consistent and the more forward looking 
annuity approach, as suggested above (our option 1). This economic approach 
to annualising capital costs will also provide for a much smoother capacity 
financing profile. 

If Options package 3 is to be developed further we maintain that we have 
concerns this mixing of depreciation methods could cause confusion and 
inconsistency, and we suspect the current RCV run off rates across companies 
may be significantly different from a straight line depreciation (SLD) approach. 
Some EU regulators have considered a combination of methods resulting in 
overcomplication and unintended consequences in the form of errors or biased 
settlements. 

Question 3.6: Do you agree with, or have any comments on, our proposals in 
relation to managing volume risk? Do you agree with our preferred option, 
that is, option 2?  

We believe that two types of ‘volume risk’ are potentially being conflated in this 
section.  

One is the consequential risk of getting the long term sludge volume forecast 
incorrect at the price review and whether a management incentive is still 
required. And the other is the annual in period volume variances and the 
potential knock on impacts (under an average revenue control) on bioresource 
revenue volatility and the beta risk consequences for any disaggregated 
bioresources weighted average cost of capital. 

It might be appropriate to rename the former as a ‘forecasting risk’ to 
distinguish it from classic ‘volume’ (and associated revenue) risk. 

Forecasting risks 

Under the options package 2 by retaining the building blocks the ‘forecasting 
risk’ remains material and the forecasting incentive has more direct relevance. 
Under options package 3, as Ofwat notes, “this approach is less reliant on 
sludge forecasts” as Ofwat would “estimate the unit cost rate directly from our 
econometric models”.  

But as also noted by Ofwat there are at least two other justifications for 
maintaining the sludge forecasting incentive.  

On options package 3 we broadly agree with the twin theoretical justifications 
provided for retaining the forecasting incentive as at PR19.  

Although we do also note that:  

• Companies have very limited ability to influence to their advantage the 
econometric models, when the magnitude of the scale exponent (<1, 1, >1) 
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remains unknown until the cost modelling exercises are finalised. Indeed, 
this economies of scale exponent variability is highlighted in the 
September 2022 bioresource supplementary document.  

• And it remains unclear how the enhancement allowances will be 
constructed at a company level  rather than at a project one  and it is 
also proposed that the annuity allowances will be available for just one 
period. 

So the incentive to intentionally mis forecast sludge production under options 
package 3 may be extremely limited. And under options package 3 there may 
be a deregulation opportunity for Ofwat. 

Our support for this sludge forecasting incentive retention, under either options 
package 2 or 3, will ultimately depend on the regulatory detail: namely “the level 
of financial penalty and the deadband associated with the forecasting 
incentive”.  

Our support for retention is caveated because we disagree with Ofwat in terms 
of how easy it is to forecast the impacts of WINEP/NEP on future sludge 
production.  

Unlike Ofwat, we do consider that the level of uncertainty in determining the 
sludge make has increased when compared to estimates in previous years.  

The detailed design of the sludge forecasting incentive mechanism remains an 
important issue for companies. It may be appropriate to even consider altering 
the width of the deadband according to the company sludge make up to 
reflect the additional uncertainty in WINEP/NEP driven sludge production. 

However, we do agree that WINEP/NEP does not create a source of uncertainty 
with regards to sludge production that is so large or predictable as to justify a 
move away from an average revenue control. Ultimately, any such volume 
uncertainty and associated revenue risk should be mirrored in the associated 
weighted average cost of capital. 

Volume risk  

On the second volume (and associated revenue) risk, in our February response 
we stated: 

“Setting companies’ allowed revenues in the form of an average revenue 
control (akin to a gate fee for sludge transport to treatment and 
disposal) will introduce full exposure to volume risk for companies.” 

Our policy position on this particular type of revenue related volume risk will 
depend on the options package selected. 

If the more practical option package 2 ‘partially reformed approach’ is adopted 
then, whilst volume risks will be fully passed back to the company, we would 
accept the associated volume/revenue risk burden, without any direct 
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adjustment to the bioresource weighted average cost of capital. In time this 
additional volume risk should be reflected in the beta and hence the 
incumbent level weighted average cost of capital. 

However, if option package 3 ‘fully reformed approach’ is adopted then we 
request that Ofwat investigates the disaggregation of the incumbent’s 
weighted average cost of capital, possibly via a premium to the WACC, into two 
separate components (for bioresources and network plus) to fully reflect the 
asymmetric regulatory risks being applied to each control at PR24.  

Question 3.7: Do you agree with, or have any comments on, our proposals to 
make a separate adjustment for tax?  

We note Ofwat’s intention to retain a building blocks approach to tax under 
options package 3, and this would be managed as a post cost assessment 
adjustment.  

This would appear to be a more reasonable approach under options package 
2 where the full buildings block approach is to be retained.  

But to avoid yet further complexity to options package 3 we believe a post cost 
assessment tax adjustment also has merit as a solution here too. 

Question 3.8: Do you agree with, or have any comments on, our proposal to 
continue to refer to the post-2020 asset base as RCV? 

As stated in RD 04/10:  

“The regulatory capital value (RCV) is one of the critical components 
underlying price limits…The value of the capital base of each company 
for the purposes of setting price limits is the RCV...The RCV is 
renumerated through price limits at a cost of capital (on a real basis) 
that we set at each price review. The RCV has, in some instances become 
enshrined in bond covenants…Capital expenditure to enhance and 
maintain is…added to the RCV.” 

The Regulatory Capital Value (RCV) is therefore a fundamental term under the 
regulatory compact that has traditionally been associated with historical water 
industry capital expenditure protections and associated low cost of capital 
provisions.  

Under options package 3 Ofwat proposes to no longer provide this capital 
expenditure guarantee to post 2020 bioresource assets. And this proposal 
therefore breaks the historic regulatory compact in this particular control.  

Under options package 3 it is proposed that all historical capital expenditure on 
post 2020 bioresource assets can be challenged down under the quinquennial 
comparative competition regime as (re)designed by Ofwat at each price 
review. The value of it can therefore be partially, and possibly temporally, 
stranded at the behest of Ofwat.  
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So, the existing RCV regulatory definition no longer strictly applies to post 2020 
bioresources RCV. The capital value of post 2020 bioresource assets to be 
“renumerated” at each periodic review is now to be determined by Ofwat’s 
efficiency challenge.  

And it is not simply the “capital expenditure to enhance and maintain” being 
renumerated “at a cost of capital.”   

We note that Ofwat believes that retaining the RCV nomenclature post 2025 
“would address concerns that abandoning a reference to RCV might affect 
debt covenants.”  

Given the potential asset value stranding risk of post 2020 RCV under 
comparative competition (as proposed under options package 3) we have 
concerns that the proposed RCV nomenclature could be seen by stakeholders, 
such as investors, as being disingenuous. 

In our view (for options package 3) in terms of RCV nomenclature this 
challengeable asset value should at the very least contain a health warning. 
For example, ‘unprotected RCV’ or ‘RCVu.’ An explanatory footnote could be 
given under option package 3 that the asset’s economic value, in terms of the 
returns available, may be reduced/stranded as a consequence of prospective 
regulatory efficiency challenges.  

For options package 2 this RCV nomenclature issue does not arise.  

Summary of potential impacts of different options  

Question 3.9: Do you have any comments on our option assessment in the 
annex? 

Our comments on the options are embedded throughout our responses to 3.2
3.8 above however we make one further observation on the cost risks and the 
qualitative nature of the impact assessment presented in the consultation 
Annex.  

Ofwat states:  

“We remain of the view that we set out in our December document that 
there would not be a significant increase in the overall risk faced by 
companies under our proposed approach.”    

We continue to disagree on this important matter; important both for the 
bioresource control itself and with regard to the general regulatory principles 
that underpin Ofwat’s arguments and the possible broader consequences for 
future investor trust in the RCV concept.  

As Ofwat states: “…quantitative analysis would help to give a better sense of 
the potential impact of the level of risk for individual companies and we would 
keep under review other mechanisms to manage risk across the sector.” 
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We would therefore be grateful if  as part of the consultation impact 
assessment  Ofwat could share more current quantitative information 
supporting why it currently believes there would not be a “significant increase 
in the overall risk faced by companies.”   

Such additional quantitative information relating to the bioresource control 
itself would help to allay investor concerns and will provide for a more 
comprehensive impact assessment. 

Bioresources control: supplementary document (2 September 2022) – 
additional questions  

Question S.1: Do you have any comments on the type of data used for the 
example model results? Whist recognising the proposed refinements to 
establishing standardised depreciation in annex 6, do you have further 
comments on whether RCV and RCV run-off would provide an acceptable 
and/or more appropriate input to our econometric cost benchmarking 
models over the 2020 to 2025 period? 

As previously set out, we do not believe that moving away from the building 
blocks approach is the appropriate approach at this stage. We believe that 
expenditure should be used as the input to benchmarking models. 

If financing costs are to be included, we note that whilst both RCV/RCV run off 
and depreciation approaches are valid, the decision of which to use may have 
a significant impact on relative efficiencies. We recommend that a detailed 
sensitivity analysis should take place on all assumptions made on the input 
data (including the approach to depreciation) to identify the most appropriate 
model specification and mitigate the risk that companies are over or 
underfunded as a result of arbitrary data and modelling choices by the 
regulator. 

We maintain our concern that mixing of different depreciation methods for 
different elements of the input data could cause confusion and inconsistency. 

Question S.2: Do you have any comments on the econometric models and 
results? How could our models be improved? For example, should we consider 
alternative specifications or cost drivers? 

We welcome that Ofwat has shared its early thinking on bioresources modelling 
and has given companies the opportunity to comment. 

We note Ofwat’s analysis on the relative performance of the current models for 
each of the Options Packages (OP2>OP1>OP3) and whilst Ofwat intends to 
improve the dataset used to feed Option Package 3 and carry out additional 
modelling, these results provide further evidence that a more practical 
evolutionary approach will be more appropriate at this stage. 

Some initial analysis suggests that the Option 3 model is highly sensitive to 
using different input data or a different time period further highlighting the risk 
of using it to set efficient benchmarks. We also caution against the use of a 
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single model (as used in Option 3) which adds uncertainty to any output 
compared to a triangulated approach. 

Ofwat has considered just the drivers used at PR19 at this stage, whereas we 
believe that there may be alternative variables that may be valid drivers of 
costs that were not considered at that time. We highlight in our response to 
question 3.1 that the Sewage Treatment Process, the quality of the sludge 
received, and historic Renewables Incentives are all drivers of cost that can be 
justified from an engineering perspective. We note Ofwat’s timeline in the draft 
methodology for engagement on alternative model specifications and will 
provide our views of potential alternative variables as part of that process. 

We do note that some of these may be difficult to model and it may be that a 
different regulatory mechanism may be appropriate to reflect the uncertainty 
around these variables. These could include an adjustment to the choice of 
benchmark or a post modelling adjustment (potentially via the cost 
adjustment claim process). 

We also have completed some initial analysis on whether the data supports 
setting separate benchmarks for network+ and bioresources. The figure below 
shows the relationship between a company’s performance in the bioresources 
(BR) and network plus (NPW) models based on option 1 (+ modelling 
adjustments). If there was no trade off, one would expect there to be a positive 
relationship (approximately a 45 degree line), because a company that is 
generally efficient should be efficient across different areas of the business. A 
negative relationship would indicate that there is a trade off that is 
unaccounted for in the analysis. 

 

 

The charts show that improvements in cost allocation do not ‘fix’ the trade off 
between bioresources and network plus. Because of this trade off, setting 
separate benchmarks for bioresources and network plus could result in an 
infeasible overall benchmark (unachievable frontier). 

In summary, Ofwat’s improvement to cost allocation does not properly negate 
the trade off between bioresources and network plus, nor does it justify the 
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setting of separate challenges. This should be considered in any future 
modelling decisions. 

Question S.3: Do you agree with, or have comments on, the proposed, updated 
approach to calculating asset values and CCA depreciation as set out in 
annex 6? In particular, do you:  

• Agree with, or have any comments on, our proposed approach to 
calculating GMEAV and the alternative approach considered?  

• Agree with, or have any comments on, our proposed approach 
('gradual unwinding') and alternative approach to estimate changes 
in the value of the NPV adjustment?  

• Agree with, or have any comments on, our proposed approach 
('bottom-up method) to recording CCA depreciation?  

• Agree with, or have any comments on, our proposed approach to the 
rules on asset life assumptions?  

• Have any comments on the options to generate backcasting estimates 
of asset values and depreciation? 

We are in the process of reviewing the data request and will provide our 
response to this question alongside our return of the data request.  




