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1. Further evidence on Interventions   

 SEW.PD.A1 

1.1.1 Ofwat’s Intervention 

‘No intervention required but action needed by South East Water.  

The company provides insufficient evidence to support its forecast trajectory. 

We expect the company to provide revised commentary in its representations on the draft 
determinations to support the data for 2018-19 and the forecast for 2019-20.’ 

1.1.2 Our response 

The actual land sales for 2018-19 was zero as reported in our Annual Performance Report 
2019.  Our forecast for land sales for 2019-20 is also zero and is supported by our 2019-20 
budget.  The only land sales we have had (or forecast) in the 2015-16 to 2019-20 period was 
£7k in 2015-16.  We are unclear of what evidence Ofwat require for a zero forecast of sales. 

 

 SEW.PD.C002.01 

1.2.1 Ofwat’s Intervention 

‘F2 (number of properties at risk of low pressure, as recorded on the DG2 register) the 
corrigenda to South East Water's PR14 final determination (originally published 13 February 
2015, subsequently republished on 2 November 2016) states that the 'Form of 
reward/penalty' is 'Adjustment to RCV'. 

We are intervening to move the actual and forecast outperformance payments for 
performance commitment F2 (properties at risk of low pressure), from 'end of period ODI 
revenue adjustments' to 'end of period ODI RCV adjustments'. The outperformance 
payments (in £ million) for each year are:  

2015-16: 0.00200  

2016-17: 0.00300  

2017-18: 0.00400  

2018-19: 0.00416 (forecast)  

2019-20: 0.00416 (forecast)  

Total for the 5-years: 0.017320  

Our intervention increases the total net performance revenue underperformance payment at 
the end of the 2015-20 period from  - £0.066 million to - £0.084 million and decreases the 
RCV adjustment at the end of the 2015-20 period from  - £0.624 million to - £0.605 million 
(2017-18 FYA CPIH deflated price base).’ 
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1.2.2 Our response 

We agree with this point from our business plan and have already made this adjustment and 
updated the forecast in our July 2019 PR14 reconciliation update submission.  We have also 
submitted the revised tables and associated feeder models with this submission. 

 

 SEW.PD. A3a and SEW.PD.C008.01 

1.3.1 Ofwat’s Intervention 

‘Intervention required.   

We are intervening to apply the appointee WACC as the discount rate to be used to provide 
a financing adjustment for the time value of money of the reward or penalty in line with the 
‘PR14 reconciliation rulebook’. This may be required if the materiality threshold for financing 
adjustment is exceeded.   

Our intervention ensures that there is no mismatch between the discount rate used and the 
revenue control to which it is applied. 

For South East Water, we are including a figure of 3.74% for the ‘Materiality threshold for 
financing adjustment - Discount Rate.’ This replaces the figure of 3.6% contained in South 
East Water’s April 2019 submission.  

Our interventions do not result in any changes to the total residential retail revenue payment 
at the end of the 2015-2020 period which remains at £0.167 million (2017-18 FYA CPIH 
deflated price base) because the materiality threshold is not exceeded.  

Please see published draft determination residential retail revenue reconciliation model for 
South East Water.’ 

1.3.2 Our response 

We have updated the figure for the discount rate as requested.  We have also updated the 
2018-19 actual property numbers from the July 2019 submission to match the figures 
presented in our APR Table 2F.  We have submitted new updated tables and feeder models 
with this submission. 

 

 SEW.PD.C009.02 

1.4.1 Ofwat’s Intervention 

‘Intervention required.  

We are intervening to adjust South East Water’s household retail revenue as a result of its 
SIM performance from 2015-16 to 2018-19. 

We are intervening to set the service incentive mechanism adjustment to - 0.75% of 
household retail revenue, which is - £0.863 million (2017-18 FYA CPIH deflated price base) 
in total over the period. We further explain how we calculate this in the ‘Accounting for past 
delivery technical appendix’ 

1.4.2 Our response 

We were not expecting this adjustment and do not agree with this methodology used in 
calculating this adjustment.   
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In its DD, Ofwat shows all companies’ SIM scores for the period 2015/16 to 2018/19, and has 

calculated the SIM payments associated with each of these performance levels. Ofwat states 

that it has calculated SIM payments as follows: 

“Calculate the relative distance for each company between the top and bottom 

performer and calculate the percentage performance payment using this, allocating a 

+6% outperformance payment for the best performing company’s score, and a -12% 

underperformance payment for the worst performing company’s score.”1 

Ofwat has not allowed for a no payment zone, despite there having been a no payment zone 

when SIM payments were calculated for 2010-2015 and a no payment zone is also allowed 

for in the C-MeX methodology. Ofwat’s approach for 2015/16 to 2018/19 is therefore unusual 

and out-of-line with the way that all other customer service payments have been calculated. 

We do not agree with the approach that Ofwat has adopted for 2015/16 to 2018/19 SIM 

payments.  

Since Ofwat allowed for a no payment zone when calculating 2010-2015 payments, it was 

reasonable for us to assume that it would adopt the same approach to calculating SIM 

payments for 2015-2018. It is poor regulatory practice to materially change the way 

incentives are calculated after the fact, as this increases uncertainty and risk for companies.  

In the C-MeX methodology, Ofwat allows for a no payment zone. Companies will be in the no 

payment zone if their SIM scores are up to 0.25 standard deviations away from the mean. 

We have applied the logic of this approach to the SIM scores for 2015-2018 to infer what our 

SIM payment would have been, if there was a no payment zone in place with a similar 

mechanism to the C-MeX methodology.  

We have calculated this as follows.  

 The C-MeX methodology states companies will receive a 3% upside / 6% downside if 
they are 1 standard deviation away from the mean, and there is a no payment zone 
for scores that are up to 0.25 standard deviations away from the mean (above or 
below the mean). The scale of any payments is proportionate to the distance from the 
mean.   

 This means that if scores are just above the mean (within a 25% of the distance 
between the mean score and the score which leads to a 3% outperformance 
payment) no payment will be made. Equally, if scores are just below the mean (within 
25% of the distance between the mean score and the score which leads to a 6% 
underperformance payment), no payment will be made.  

 If we apply this logic to the SIM scores for 2015/16 to 2018/19, we first need to 
calculate the score at which absolutely no payment is due. This is 84.8.  

 We then need to calculate what score would result in a 6% underperformance 
payment. This is 81.03 (i.e. halfway between the worst score and 84.8).  

 The no payment zone would be scores which are 25% of distance between 84.8 and 
81.03, i.e. scores between 84.8 and 83.9.  

                                                
 

1  Ofwat (2019), PR19 Draft determinations – Accounting for past delivery technical appendix, p. 16 



 

Draft Determination response – Accounting for past delivery  | 30th August 2019 
 

 Page 6 of 9 
 

 If this approach is applied, then we would not incur a payment, as our score (84.33) is 
within this no payment zone.  

In order to retain certainty and stability in the way that incentives are set for PCs where the 

methodology is set out in advance and payments calculated later, Ofwat should include a no 

payment zone to the calculation of the SIM payments for 2015/16 to 2018/19. Doing so 

would mean that we would not incur a payment (i.e. no out or underperformance payment) 

as our score is just above the mid score (84.8) and would be within a no payment zone that 

adopted the logic of the C-MeX methodology.   

Our updated tables and feeder models do not include any adjustment for SIM. 

 

 SEW.PD.C011.01 

1.5.1 Ofwat’s Intervention 

‘Intervention required.   

We are standardising the discount factor used to profile revenue adjustments.  

Companies can choose to apply revenue adjustments either in the first year, or, spread over 
a number of years in the 2020-25 period to minimise the impact on bills or to generate a bill 
profile that is appropriate for its customers.  

We consider the wholesale WACC is an appropriate discount factor as this is a measure of 
the time value of money that is consistent with the price control framework. We are not 
intervening in  

South East Water’s choices for profiling revenue adjustments in 2020-25. 

We are using our view of the wholesale WACC (3.09%) as the discount factor to preserve 
the net present value of the outperformance or underperformance payments due when 
spreading adjustments over the period.’ 

1.5.2 Our response 

We do not agree that the wholesale WACC of 3.09% is correct.  Our draft determination 
documentation indicates that the wholesale WACC is 3.08% on a CPIH basis. (See extract 
below): 

‘Our PR19 methodology set out an ‘early view’ cost of capital for all wholesale controls. 
South East Water’s business plan incorporated the early view cost of capital for the 
wholesale price controls of 3.30% - CPIH deflated (2.30% - PRI deflated). We have updated 
our view of the cost of capital for the wholesale price controls to 3.08% - CPIH deflated 
(2.08% - PRI deflated). We set out the basis for the updated view in the ‘Cost of capital 
technical appendix’. We have used out updated cost of capital in this draft determination.’  
PR19 draft determinations: South East Water draft determination. p34. 

We have included an adjustment for the wholesale WACC of 3.08% in our Revenue feeder 
model which is included with this submission.   
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 SEW.PD.A6 

1.6.1 Ofwat’s Intervention 

‘We have reviewed South East Water’s response to this action on the performance 
commitments over which we had material concerns in our initial assessment – water supply 
interruptions, mains repairs, discolouration contacts and customer satisfaction. For our 
assessment and rationale see table 2.  

Water supply interruptions performance commitment - No additional intervention required.  

Mains repairs performance commitment - Intervention required.  

Discolouration contacts performance commitment - Intervention required.  

Customer satisfaction performance commitments - No intervention required.  

South East Water provides additional evidence that confirms that many of these performance 
commitments were set at zero tolerance causing any drop in performance to result in failure 
in our initial assessment.  

Customers are adequately protected by C-MeX, with which there is a significant overlap.  No 
additional protections required especially given the innovative nature of some of these 
performance commitments and the company’s zero tolerance approach which, whilst leading 
to more failures, will protect customers’ interests.   

These conclusions on interventions take account of the evidence submitted for actions 
SEW.PD.A6 and SEW.PD.A7.  

Water supply interruptions performance commitment - We are already intervening through 
our outcomes assessment to protect customers by providing sufficient incentives to mitigate 
the risks around delivery of 2020-25 stretch. See SEW.OC.A12 within the ‘South East Water 
– actions and interventions’ document for outcomes.    

Mains repairs performance commitment - We are intervening to protect customers by 
increasing South East Water’s outcome delivery incentive underperformance payment rate to 
the top of the reasonable range (average +0.5*standard deviation) as we consider that a 
stronger incentive is required for the company to achieve the level of stretch in the 2020-25 
business plan. This increases South East Water’s outcome delivery incentive 
underperformance payment rate from £0.0833m per mains repair per 1,000km to £0.101m 
per mains repair per 1,000km.  

Discolouration contacts performance commitment - We are intervening to protect customers 
by increasing South East Water’s outcome delivery incentive underperformance payment 
rate to the industry average as we consider that a stronger incentive is required for the 
company to achieve the level of stretch in the 2020-25 business plan.  

This increases South East Water’s outcome delivery incentive underperformance payment 
rate from £0.947m per 1,000 population to £2.55m per 1,000 population.  

Customer satisfaction performance commitments - N/A’ 

1.6.2 Our response 

Mains repairs performance commitment - See response to action SEW.OC.A14 and 

SEW.OC.A15 included in ‘Chapter 2 Delivering outcomes for customers’. 
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Discolouration contacts performance commitment - See response to action SEW.OC.C3 

included in ‘Chapter 2 Delivering outcomes for customers’. 

 

 SEW.PD.A7 

1.7.1 Ofwat’s Intervention 

‘See assessment for action SEW.PD.A6 above for conclusions on interventions. For our 
assessment and rationale see table 2.  

We have reviewed South East Water’s response to this action on the performance 
commitments over which we had material concerns in our initial assessment.  

Water supply interruptions performance commitment;  

Mains repairs performance commitment;  

Discolouration contacts performance commitment; and   

Customer satisfaction performance commitments. 

Water supply interruptions performance commitment - See interventions for SEW.PD.A6.  

Mains repairs performance commitment See interventions for SEW.PD.A6.  

Discolouration contacts performance commitment - See interventions for SEW.PD.A6.  

Customer satisfaction performance commitments - See interventions for SEW.PD.A6. 

1.7.2 Our response 

Mains repairs performance commitment - See response to action SEW.OC.A14 and 

SEW.OC.A15 included in ‘Chapter 2 Delivering outcomes for customers’. 

Discolouration contacts performance commitment - See response to action SEW.OC.C3 

included in ‘Chapter 2 Delivering outcomes for customers’. 

 

 

 Updated assurance 

Where we have submitted changes to the PR14 reconciliation tables we have asked Frontier 
Economics to assure this process and update their assurance statement. 
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