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1 Financial model updates  

South East Water has made a number of assumptions in and adjustments to the Ofwat PR19 financial 

model submitted as part of the Draft Determination response.  

This commentary sets out the rationale for each of these changes and is structured as follows: 

1. Treatment of tax allowances 

2. Gearing outperformance adjustment 

3. Approach to targeting gearing for different financing structures 

4. Approach to targeting PAYG 

5. Ofwat’s treatment of funded pension payments 

6. Ofwat’s treatment of retail depreciation 

7. Consistency between data tables and the financial model outputs 

 

 

1.1 Treatment of tax allowances 

In the PR19 financial model, the revenue allowance for tax is calculated such that it is equal to the tax 
charge (row 1805 of the <Water Resources> and <Water Networks> tabs). This row links directly to 
the revenue allowance in row 197 as well as the tax charge in line 1822.  

Ofwat tax policy details that the tax allowance should be set on the notional financing structure, 
excluding certain post-financeability adjustments in line with the guidance set out in the PR14 
reconciliation rulebook. Under the notional financing structure the tax allowance will be based on (1) 
the higher of actual and notional gearing; (2) the notional cost of debt (4.38% nominal).  

When the actual structure is live in the financial model, the tax allowance changes from the tax 
allowance set out under the notional structure to reflect the actual cost of debt. This means that the 
tax allowance under the actual financing structure is not consistent with the basis on which Ofwat will 
set its tax allowance (and also set the tax allowance at PR14).  

Additional functionality has therefore been added to the model to ensure that tax allowances under 
the actual financing structure is the same as the tax allowance under the notional structure (i.e. tax 
allowances are invariant to switching between actual and notional financing structure).  

The tax allowance is based on the notional financing structure excluding post financeability 
adjustments (which in line with the PR14 reconciliation rulebook should not impact on AMP7 tax 
allowances).  

The resulting tax allowance is then hardcoded and included in the revenue requirement (row 197 of 

<Water Resources> and <Water Network> tabs, and rows 253 and 445 of the <Summary Calc> tab). 

1.2 Gearing outperformance adjustment 

An adjustment for gearing outperformance has been included within financial projections for AMP8. 
This has been added as a post-financeability adjustment (rows 221 and 262 of the <F_Inputs> tab). 
The penalty has been split between Water Resources (5%) and Water Network (95%) allocated 
based on the proportion of RCV in each price control on the basis that gearing (the basis for the 
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calculation of the adjustment) is measured against RCV. As a result of the lower DD WACC, the 
AMP8 penalty is expected to be £1.4m less than our estimate at IAP. 

1.3 Approach to targeting gearing under the notional structure 

The level of dividends has been calibrated in the model to achieve a target level of gearing under the 
notional financing structure in AMP 7.  

Under the notional financing structure 60% has been targeted, consistent with gearing assumed in the 
allowed cost of capital.  

The level of dividends required to target gearing has been achieved using the goal seek functionality 
in Excel.  

The above calibration of dividends to target gearing has been constrained such that the nominal 
dividend yield (Dividends / Regulated Equity) does not exceed 4.52%. 

1.4 Approach to targeting PAYG 

A notional financeability test should assess whether a licensee is able to finance its operations on 
reasonable terms and consistent with the terms assumed in the allowed return element of its allowed 
revenues.  

If the projected financial ratios imply that a regulated business cannot raise debt finance on the terms 
as assumed in Ofwat’s allowed rate of return (i.e. credit rating of A/BBB), Ofwat has not set overall 
revenues that allow SEW to have a reasonable prospect of recovering its costs. In these 
circumstances, the allowed rate of return cannot be considered reasonable. 

At PR19 Ofwat has directed that companies should consider changes to PAYG and/or the run-off rate 
to address notional financeability issues, which also need to be considered in the wider context of 
customer bill profiles and customer preferences.  

An average Pay As You Go (PAYG) adjustment of 3.4% on average across AMP7 was added to 
address financeability concerns outlined in the response to the IAP. The PAYG adjustment was 
accepted by Ofwat. Following the reduction in the cost of capital at DD, we calculate a further PAYG 
adjustment of 1.4% (or 4.8% in total) is required to ensure that we are financeable on a notional basis, 
if Ofwat retains its DD cost of capital. 

The average 4.8% increase in PAYG above the natural rate has also been used to target stable bills 
for customers, which is consistent with customer research which demonstrated a preference for stable 
customer bills over the AMP.  

As a result there is an average reduction of -0.4% in bills in each year of AMP7 relative to the 2019/20 
bills (including the impact of legacy adjustments). 

1.5 Ofwat’s treatment of funded pension payments 

Ofwat included revenues for recovery of pension deficit repair costs in line with IN 13/07 in its Draft 
Determination, however it deliberately removed the corresponding cash costs included in our plan in 
the financial model published alongside the DD; this has the effect of understating costs and 
overstating credit metrics and financial headroom. 

In our Draft Determination response, we have only included efficient, funded pension costs in our 
base case financial projections for the notional company. The costs will be equal and opposite to the 
allowance.  
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Further details are included in section 4.1 of the “Aligning risk and return chapter”. 

1.6 Ofwat’s treatment of retail depreciation 

In the calculation of AICR, revenue should be adjusted to remove capital charges including both RCV 

depreciation and retail depreciation.  

However, in the Ofwat financial model calculation of AICR (<Analysis_Appointee> tab, row 189) the 

deduction for capital charges includes RCV depreciation only. 

The inclusion of retail depreciation, £0.9m per year on average throughout the AMP, artificially inflates 

headroom of the AICR, as depreciation does not provide coverage. 

1.7 Consistency between data tables and the financial model outputs 

To remove inconsistencies between the financial models and data tables the following was 

performed: 

 In each iteration of the model run we performed a variance analysis of the <F_Inputs> tab. 

Where we encountered anticipated variances which were attributed to earlier model outputs, 

we investigated these to circumvent any inconsistencies between the data tables and the 

models. We identified rows within the <F_Inputs> where only a 19-20 value was necessary for 

the model, the subsequent values are model calculations.  

 To remedy the remaining anticipated variances arising from model output we carried out 

another iteration of the modelling process to produce our final DD model response. From our 

experience at IAP we recognised this was a solution to removing inconsistencies.  
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2 Data table updates  

2.1 App1, App1a and App1b commentary 

App1, App1a and App1b were updated following the April 2019 submission, as a result of the 

following Ofwat queries. Query SEW-DD-OC-002 required the zeros that should have been 

blanks to be updated. Tables App1 and App1b were updated, however, as these are now 

blank we are not able to identify the changes in red text, so we have not included the updated 

tables. Query SEW-DD-OC-005 App1 update has now been superseded by the P10 and P90 

table that we are required to submit as part of the Draft Determination response, so we have 

not included the App1 update. However, this is available if it is required in addition. 

 

2.2 App2 commentary 

In the table below we provide our commentary on the updated App2 table. The commentary that 

we included in Appendix 22 of our business plan still applies to our updated App2 table. The table 

below therefore only refers to additions or changes to our original App2 table.  

 

Table   Cell reference    Commentary   

App2 Lines 8 This has been updated in line with the WS3 

 

  

2.3 App4 commentary  

In the table below we provide our commentary on the updated App4 table. The 

commentary that we included in Appendix 22 of our business plan still applies to our 

updated App4 table. The table below therefore only refers to additions or changes to our 

original App4 table.   

 

Table   Cell reference    Commentary   

App4  Lines 1 and 2 This has been updated for the following items - social tariff 

numbers, customers on WaterSure, bill profile information. 

Further research has not been undertaken with customers as 

part of our Draft Determination response as the overall bill 

profile remains in line with our business plan which had a high 

level of customer support. 

 

  

2.4 App5 commentary 

In the table below we provide our commentary on the updated App5 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App5 table. The table below therefore only refers to additions or 

changes to our original App5 table.   
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Table   Cell reference    Commentary   

App5  Cells in red text This has been updated to be consistent with our 15 July 2019 
PR14 reconciliation update submission. 

 

2.5 App6 commentary 

Table App6, although part of the PR14 Reconciliation table resubmitted in July 2019, 

has not been resubmitted in the Draft Determination response, as there are no 

changes from the April 2019 IAP submission   

 

2.6 App7 commentary  

In the table below we provide our commentary on the updated App7 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated App7 table. The table below therefore only 

refers to additions or changes to our original App7 table.   

 

Table   Cell reference    Commentary   

App7  Cells in red text The average bills for 2018-19 have been updated for actual 

revenue and property numbers.  The average bills for 2019-20 

are consistent with our revised property and revenue forecast 

submitted in Table R9 as part of our 15 July 2019 PR14 

reconciliation update submission. 

App7 Line 21 Wholesale water resources k factor including PR14 

reconciliation adjustments. 

 

These values link to F_Outputs_Original (row 519). The 

average decrease from IAP submission is predominantly 

driven by Ofwat’s updated inflation assumptions. 

App7 Line 22 Wholesale water network plus k factor including PR14 

reconciliation adjustments. 

 

These values link to F_Outputs_Original (row 522). The 

average decrease from IAP submission is predominantly 

driven by Ofwat’s updated inflation assumptions. 

  

2.7 App8 commentary  

In the table below we provide our commentary on the updated App8 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated App8 table. The table below therefore only 

refers to additions or changes to our original App8 table. 
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Table   Cell reference    Commentary   

App8  Cells in red text This table has been updated to reflect the changes made to 

our various PR14 reconciliation models since the Business 

Plan submission.  It has also been affected by the updated 

inflation forecast.  It is based on the updated RCV feeder 

model which is submitted with our DD response. 

App8 Line 1 Net debt. 

 

Driven by higher opening debt position, based on the latest 

forecast from the actual company model, than at IAP but 

offset by higher cash position. See App 19 commentary. 

App8 Line 2 Equity dividends paid. 

 

These values directly link to F_Outputs_Original (row 227) 

and are in line with the dividend payable for given years. 

These dividends have been calculated to target gearing that is 

consistent with the actual company model. 

App8 Line 3 These values directly link to F_Outputs_Original (row 258) 

and are assumed to be zero throughout the AMP7. This is 

consistent with IAP submission. 

 

2.8 App9 commentary  

In the table below we provide our commentary on the updated App9 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App9 table. The table below therefore only refers to additions or 

changes to our original App9 table.   

 

Table   Cell reference    Commentary   

App9   Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission. 

  

2.9 App10 commentary  

In the table below we provide our commentary on the updated App10 table 

submitted as part of the PR14 Reconciliation submission in July 2019. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of 

our IAP response still applies to our updated App10 table. The table below therefore 

only refers to additions or changes to our original App10 table.   
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Table   Cell reference    Commentary   

 

App10 

 

 Lines 1-20 

Financial ratios, Notional capital structure. 

Notional financial ratios reported as per SEW populated Ofwat 

notional financial model (before post-financeability 

adjustments) sheet Analysis_Appointee (rows 161-292). 

 

The changes to the notional financial ratios are predominantly 

driven by: 

• Ofwat’s reduced WACC compared to the early view; 

• Lower opening RCV position (App8 Lines 16 and 30); 

• Lower inflation assumptions; 

• Higher PAYG adjustment than IAP (4.8% against 

3.4%); 

• Changes in dividends (detailed in section above, App8, 

Line 2). 

The gearing penalty has been calculated in line with the default 

mechanism set out by Ofwat in its “Putting the Sector Back into 

Balance” position statement, published in July 2018. 

Owing to the lower WACC the gearing penalty is lower than 

projected under the IAP submission. As per IAP, The penalty 

has been split between Water Resources (5%) and Water 

Network (95%) allocated based on the proportion of RCV in 

each price control on the basis that gearing (the basis for the 

calculation of the adjustment) is measured against RCV. 

App10 Lines 23-32 Financial ratio, Actual capital structure. 

Actual financial ratios reported as per SEW populated Ofwat 

notional financial model (after post-financeability adjustments) 

sheet Analysis_Appointee (rows 161-292). 

The differences in the Actual financial ratios are driven by the 

same changes to input assumptions and model functionality as 

detailed for the Notional financial ratios above. 

In addition, changes to the input assumptions for post 

financeability adjustments (F_Inputs, rows 261-266) and the 

actual cost of debt input assumptions (App19) owing to 

updated Libor projections will also impact the actual financial 

ratios. 

App10  Lines 12 and 34 Target Credit Rating – Notional capital structure. 

Target credit rating for notional capital structure is set at Baa1 

(Moody’s) and A- (S&P), in line with the results of the notional 

financeability modelling of our revised business plan. 

Target Credit Rating – Actual capital structure 

Target credit rating set as Baa2 (Moody's) or BBB (S&P), in 

line with SEW’s current rating and results of actual 

financeability assessment for PR19. 

 
2.10 App11 commentary  

In the table below we provide our commentary on the updated App11 table submitted 

as part of the PR14 Reconciliation submission in July 2019. The commentary that we 
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included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App11 table. The table below therefore only refers to additions 

or changes to our original App11 table.   

   

Table   Cell reference    Commentary   

App11 Lines 1-5, 7-10, 

12, 14, 15, 17 

This table is populated from the financial model. 

 

Changed as a result of input data tables. 

App11 Line 1 Revenue. 

 

This is a direct link to values calculated on 

F_Outputs_Original (row 212). The change from the IAP is 

due to differences in the adjustments paid to PAYG and the 

DD WACC, and a change in the input assumptions for post 

financeability adjustments, F_Inputs rows 261-266. 

App11 Line 2 Operating expenditure. 

 

This is a direct link to values calculated on 

F_Outputs_Original (row 214). Changes due to updated 

inflation assumptions at DD. 

App11 Line 3 Depreciation. 

 

This is consistent with the IAP position. Changes due to 

updated inflation assumptions at DD. 

App11 Line 6 Operating income. 

 

This is a direct link to values calculated on F_Outputs_Original 

(row 213), currently all zero. This is consistent with IAP. 

App11 Line 9 Interest Expense. 

 

This displays only any negative (expense) values from the 

interest income/expense line on F_Outputs_Original (row 219), 

and adds the cost of Indexation of index-linked loans from 

F_Outputs_Original (row 220). Differences from the IAP are 

due to updated debt input assumptions, see App19. 

App11 Line 14 UK Corporation Tax. 

 

Changes from IAP submission predominantly due to a 

reduction in taxable profit.  

App11 Line 15 Deferred tax. 

 

Changes from IAP submission predominantly due to a 

reduction in taxable profit.  

App11 Line 17 This is a direct link to values calculated on F_Outputs_Original 

(row 227). These dividends have been calculated to target 

gearing. 
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2.11 App11a commentary  

In the table below we provide our commentary on the updated App11a table submitted 

as part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App11a table. The table below therefore only refers to additions 

or changes to our original App11a table.   

 

Table   Cell reference    Commentary   

App11a Lines 1-5, 7-10, 

12, 14, 15, 17 

Output changes 

 

As for App11 above, but based the SEW populated Ofwat 

notional financial model (before post-financeability 

adjustments). 

   

2.12 App12 commentary  

In the table below we provide our commentary on the updated App12 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App12 table. The table below therefore only refers to additions or 

changes to our original App12 table.  

 

Table   Cell reference    Commentary   

App 12 Line 9 Trade and other receivables 

 

These values link directly to F_Outputs_Original (row 274). 

The difference from the IAP is predominantly driven by a 

change in input assumptions in Residential retail measured 

and unmeasured trade receivables, App13 Lines 1 and 2. 

App 12 Line 13 Trade and other payables 

 

These values link directly to F_Outputs_Original (row 279). The 

difference from the IAP is predominantly driven by a change in 

input assumptions in household measured and unmeasured 

advance receipts, App14 Lines 8 and 9. 

App 12 Line 31 Deferred tax ~ actual company structure 

 

These values link directly to F_Outputs_Original (row 293). 

Changes due to differences in the movement in deferred tax 

position.   

App 12 Line 37 Retained profits ~ wholesale 

 

These values link directly to F_Outputs_Original (row 102). 

The change from Business Plan submission values is driven 

by changes to revenue. The differences in revenue are 

predominantly driven by: 
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 Ofwat’s reduced DD WACC; 

 Lower tax paid; 

 Changes in Opening RCV (App8, Lines 16 and 30). 

App 12 Line 38 Retained profits ~ residential retail 

 

These values link directly to F_Outputs_Original (row 204). 

The change from Business Plan submission values is driven 

by changes to revenue. The differences in revenue are 

predominantly driven by: 

 

 Ofwat’s  reduced WACC; 

 Lower in tax paid; 

 Changes in Opening RCV (App8, Lines 16 and 30). 

App 12 Line 41 Capex creditor ~ wholesale 

 

Changes to IAP submission predominantly due to updated 

inflation assumptions.  

App 12 Line 45 Cash and cash equivalents ~ wholesale 

 

Opening cash balance has changed in line with the actual 

company model. Subsequent change are attributed to outputs 

from the model; in particular the targeting of gearing through 

dividends payouts. 

App 12 Line 46 Cash and cash equivalents ~ residential retail 

 

The change from the IAP submission values is driven by 

changes to input assumptions for residential measured and 

unmeasured trade receivables, App13 Lines 1 and 2. 

 

2.13 App12a commentary  

In the table below we provide our commentary on the updated App12a table submitted 

as part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App12a table. The table below therefore only refers to additions 

or changes to our original App12a table.  

 

Table   Cell reference    Commentary   

App12a  Lines 3, 6, 8, 9, 

13, 17, 21, 22, 25, 

31, 35, 37, 38, 41, 

42, 45, 46 

Cash and cash equivalents ~ residential retail 

The change from the IAP submission values is driven by 

changes to input assumptions for residential measured and 

unmeasured trade receivables, App13 Lines 1 and 2. 

 

2.14 App13 commentary  

In the table below we provide our commentary on the updated App13 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 
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applies to our updated App13 table. The table below therefore only refers to additions or 

changes to our original App13 table.  

 

Table   Cell reference    Commentary   

App 13 Line 1 Changed as a result of input data. 

 

Residential retail unmeasured trade receivables ~ net 

 

These values link directly to Retail_Residential (row 438). 

The value for 2019/20 is consistent with the IAP. Values for 

AMP7 differ from those IAP as these are populated with 

outputs from the model. 

This removes discrepancies between the data tables and 

model outputs. 

App 13 Line 2 Residential retail measured trade receivables ~ net 

 

These values link directly to Retail_Residential (row 439). 

The value for 2019/20 is consistent with the IAP. Values for 

AMP7 differ from those IAP as these are populated with 

outputs from the model. 

This removes discrepancies between the data tables and 

model outputs. 

App 13 Line 6 Residential retail measured income accrual 

 

The value from 2019/20 is consistent with IAP. The AMP7 

values increase annually in line with nominal revenues, a 

proportion of the measured charge of the total residential 

income and a static income accrual rate. 

App 13 Line 8 Prepayments and accrued income ~ retail 

 

The balances increase annually in line with nominal revenues 

and a difference between target and forecasted advance 

receipt balance. 

App 13 Line 9 Corporation tax ~ retail 

 

The tax payment adjustment inputs are all zero throughout the 

PR19 period. This is consistent with the IAP submission. 

App 13 Line 11 Trade and other receivables ~ net 

 

The trade and other receivables (net) inputs are constant 

throughout the PR19 period. This is consistent with the IAP 

submission. 

App 13 Line 12 Prepayments and accrued income ~ wholesale 

 

The prepayments and accrued income inputs are constant 

throughout the PR19 period. This is consistent with the IAP 

submission. 



 South East Water response to Ofwat’s Initial Assessment of Plans | 1st April 2019  

  Page 15 of 55  

  

 

App 13 Line 13 Wholesale ~ corporation tax 

 

The tax payment adjustment inputs are all zero throughout the 

PR19 period. This is consistent with the IAP submission. 

 

2.15 App14 commentary  

In the table below we provide our commentary on the updated App14 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App14 table. The table below therefore only refers to additions or 

changes to our original App14 table. 

 

Table   Cell reference    Commentary   

App 14 Line 1 Wholesale trade payables 

 

This increases annually in line with the total expenditure. This 

is consistent with the IAP submission. 

App 14 Line 2 Wholesale other payables 

 

This remains static over the PR19 period. This is consistent 

with the IAP. 

App 14 Line 4 These values are sourced directly from Retail_Residential 

(row 506) and increase annually in line with nominal 

revenues. 

 

The changes from IAP submission values are driven by 

changes to the split of NHH and HH revenues. 

App 14 Line 6 Retail trade payables 

 

This is assumed to be zero throughout the PR19 period. This is 

consistent with the IAP submission. 

App 14 Line 7 Retail other payables 

 

This is assumed to be zero throughout the PR19 period. This is 

consistent with the IAP submission. 

App 14 Line 8 Residential retail unmeasured advance receipts 

 

The difference from the IAP submission is predominantly driven 

by changes to advance receipts creditor days unmeasured. 

App 14 Line 9 Residential retail measured advance receipts 

 

The difference from the IAP submission is predominantly driven 

by changes to advance receipts creditor days measured. 

App 14 Line 12 Retail tax creditors 

 

This is assumed to be zero throughout the PR19 period 

consistent with IAP submission. 
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App 14 Line 16 Trade creditor days ~ water resources 

 

These remain static over the PR19 period. This is consistent 

with the IAP submission. 

App 14 Line 17 Trade creditor days ~ water network plus 

 

These remain static over the PR19 period. This is consistent 

with the IAP submission. 

App 14 Line 21 Capex creditor days ~ wholesale 

 

These remain static over the PR19 period. This is consistent 

with the IAP submission. 

App 14 Line 26 Retail creditor months: Payment terms ~ residential retail 

pays wholesaler in arrears (advance) 

 

These remain static over the PR19 period. This is consistent 

with the IAP submission. 

App 14 Line 28 Dividend creditors ~ wholesale 

 

This is assumed to be zero throughout the PR19 period. This is 

consistent with the IAP submission. 

App 14 Line 29 Dividend creditors ~ residential retail 

 

This is assumed to be zero throughout the PR19 period. This is 

consistent with the IAP submission. 

 

2.16 App15 commentary  

In the table below we provide our commentary on the updated App15 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App15 table. The table below therefore only refers to additions or 

changes to our original App15 table.  

 

Table   Cell reference    Commentary   

App 15 Line 5 Changed as a result of input data. 

Changes in working capital ~ Inventories, trade and other 

receivables 

 

These values are sourced as the total of change in inventories 

and change in trade and other receivables, F_Outputs_Original 

(row 236 and 237). The change from the IAP submission 

values is predominantly driven by changes to input 

assumptions for residential measured and unmeasured trade 

receivables, App13 Lines 1 and 2. 

App 15 Line 6 Changes in working capital ~ Trade and other payables 
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The difference from the IAP submission is predominantly driven 

by a change in input assumptions in household measured and 

unmeasured advance receipts, App14 Lines 8 and 9. 

App 15 Line 7 Changes in retirement benefits scheme provision. 

 

Balance increases annually in line with pension contributions 

made. Input for pensions costs in the model have changed due 

to updated inflation assumptions leading to a slight variance 

against IAP submission. 

App 15 Line 10 Net interest paid 

 

Differences from the IAP submission are due to updated debt 

input assumptions, App19. 

App 15 Line 11 Tax paid 

 

Change from the IAP submission driven by a reduction in 

taxable profit.   

App 15 Line 13 Net Capex 

 

Changes due to updated inflation assumptions.  

App 15 Line 14 Investment in other non-current assets 

 

This is assumed to be zero throughout the PR19 period. This is 

consistent with the IAP submission. 

App 15 Line 17 Equity dividends paid 

 

These values are sourced directly from F_Outputs_Original 

(row 257). These dividends have been calculated to target 

gearing 

App 15 Line 18 Net loans received 

 

Updated in line with App 19. See App19 commentary.  

App 15 Line 19 Cash inflow from equity financing 

 

These values are assumed to be zero for all years in AMP7. 

This is consistent with the IAP submission. 

 

2.17 App15a commentary  

In the table below we provide our commentary on the updated App15a table submitted 

as part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App15a table. The table below therefore only refers to additions 

or changes to our original App15a table.  

 

Table   Cell reference    Commentary   

App 15a Lines 5-7, 10, 11, 

13, 14, 17-19 

Changed as a result of input data. 
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As for App15 above, but based on the SEW populated Ofwat 

notional financial model (before post-financeability 

adjustments). 

 

2.18 App16 commentary  

In the table below we provide our commentary on the updated App16 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App16 table. The table below therefore only refers to additions or 

changes to our original App16 table.  

 

Table   Cell reference    Commentary   

App 16 Lines 9, 10, 14, 

25, 26, 30 

Changed as a result of input data. 

App 16 Line 9 Fixed asset additions in the year ~ wholesale water resources 

 

Changes due to updated inflation assumptions. 

App 16 Line 10 Fixed asset additions in the year ~ wholesale water network 

plus 

 

Changes due to updated inflation assumptions. 

App 16 Line 14 Fixed asset additions in the year ~ residential retail 

 

Changes due to updated inflation assumptions. 

App 16 Line 25 Fixed asset accumulated depreciation at 31 March ~ 

wholesale water resources 

 

Year 2019-20: This is consistent with the IAP submission. 

App 16 Line 26 Fixed asset accumulated depreciation at 31 March ~ 

wholesale water network plus 

 

Year 2019-20: This is consistent with IAP submission. 

App 16 Line 30 Fixed asset accumulated depreciation at 31 March ~ 

wholesale water resources 

 

Year 2019-20: Value sourced directly from F_Inputs. The 2019-

20 value is then adjusted for allowed depreciation for retail 

residential from Retail_Residential in the following years. 

 

2.19 App17 commentary  

In the table below we provide our commentary on the updated App17 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App17 table. The table below therefore only refers to additions or 

changes to our original App17 table.  
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Table   Cell reference    Commentary   

 

App17 

  

Cells in red text 

Changed as a result of input data tables and financial model 

formula  changes 

  

2.20 App18 commentary  

In the table below we provide our commentary on the updated App18 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App18 table. The table below therefore only refers to additions or 

changes to our original App18 table.  

 

Table   Cell reference    Commentary   

App 18 Line 8 Changed as a result of input data tables. 

 

These dividends have been calculated to target gearing.  

 

2.21 App19 commentary  

In the table below we provide our commentary on the updated App19 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App19 table. The table below therefore only refers to additions or 

changes to our original App19 table.  

 

We have reflected our latest opening debt position from our actual company model, and its 

evolution over the model period as well as financing requirement implied by the updated Draft 

Determination response position, and updated market data for interest cost forecasts.  

 

Table   Cell reference    Commentary   

App19  Line 1 2019-20 only 

Opening fixed rate debt has increased by £2.5m due to an 

increase in operating leases as per the 2019/20 SEW Ltd 

budget. 

App19  Line 4   Fixed rate debt issued in 2021-22 to refinance the capex facility 

that matures in that year. 

App19 Line 5 The profile of floating rate debt issued has been updated in line 
with updated financial projections including Ofwat’s lower DD 
WACC, lower opening RCV and lower inflation assumptions. 

App19 Line 7 The repayment profile of fixed rate debt has changed in line 

with the change in opening fixed rate debt. 
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App19 Line 8 The profile of floating rate debt drawdown has been updated in 
line with updated financial projections including Ofwat’s lower 
DD WACC, lower opening RCV and lower inflation 
assumptions. The £25m repayment in 2021-22 corresponds to 
the repayment of the capex facility on maturity (line 4). 

App19 Line 10 Slight change due to latest forecast projections based on the 

actual company model. 

App19 Line 11-15 Weighted average calculation of assumptions in lines 1-10. 

App19 Line 17 Updated to reflect changes in floating rate debt, as detailed 

above. 

App19 Line 18 Updated to reflect LIBOR assumptions as at February 2019, 
this reflects the cut off for market data used in Ofwat’s DD cost 
of capital and is consistent with the WACC.  

App19 Lines 20 Updated to reflect LIBOR assumptions as at February 2019, 

this reflects the cut off for market data used in Ofwat’s DD cost 

of capital and is consistent with the WACC. 

 

2.22 App23 commentary 

In the table below we provide our commentary on the updated App23 table submitted as part of the PR14 

Reconciliation submission in July 2019. The commentary that we included in Appendix 22 of our business plan 

and Chapter 10 of our IAP response still applies to our updated App23 table. The table below therefore only 

refers to additions or changes to our original App23 table.   

Table   Cell reference    Commentary   

App23 Cells in red text We have updated our inflation forecast to be consistent with 

the forecast which was included in the published PR19 draft 

determination financial model.  We have in turn updated all of 

our PR14 reconciliation tables and feeder models to be 

consistent with this revised inflation forecast.  This will give 

slightly different outputs to those submitted in our 15 July 2015 

submission. 

 

2.23 App25 commentary 

 

In the table below we provide our commentary on the updated App25 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated App25 table. The table below therefore only refers to additions or 

changes to our original App25 table.   
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Table   Cell reference    Commentary   

App25 Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission but revised for the 

updated inflation forecast. 

 

 

2.24  App26 commentary 

 

In the table below we provide our commentary on the updated App26 table. The commentary that 

we included in Appendix 22 of our business plan and Chapter 10 of our IAP response still applies to 

our updated App26 table. The table below therefore only refers to additions or changes to our 

original App26 table.    

 

2.24.1 Ln1 – Water network plus total revenue impact ~ High RoRE case (pre tax 

adjustment) 

 

Methodology  

The Water Network Plus revenue is subject to a revenue cap price control and the 

associated Revenue Forecast Incentives (RFI) adjustments. This means that forecast errors 

on volume are to be corrected in the following period and therefore would not pose material 

impact on the return. We consider this as a part of management mitigation,  and therefore do 

not include revenue fluctuation due to volume forecast errors in this RoRE analysis. 

 

However, if the volume forecast error is over a certain threshold, the Company can be 

subject to a penalty. This penalty would indeed affect the actual revenue and is therefore 

included in our analysis. There is no equivalent upside in this regard. 

 

Aside from RFI penalties, wholesale revenues can also be subject to variation caused by 

competition. More specifically, in water network plus, there could be competition on the 

developer services that would displace connections revenues.  

 

However, in each case there would be an equivalent amount of costs movement offsetting 

the impact of the revenue variation mentioned above. The reason why we consider the cost 

movement to be of an equivalent amount is because, in principle and on average, the price 

of developer services that are open to competition are set in a cost-reflective manner, in line 

with Ofwat guidance and the principle of competition law. The cost considered for the setting 

of the price is the long run incremental cost. Therefore it would be reasonable to assume that 

any variation in revenue due to competition would be offset by an equivalent movement in 

the cost, such that there would be little overall impact on the RoRE. We have therefore not 

sought to quantify such potential variations. 
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Assumptions  

We have assumed that whenever there is a variation in wholesale revenue due to 

competition such as NAVs, an equivalent amount of costs movement offsetting the impact of 

the revenue variation. 

 

2.24.2 Ln4 – Water resources total revenue impact  ~ High RoRE case (pre tax adjustment) 

 

Methodology  

The Water Resource revenue is subject to a revenue cap price control and the associated 

Revenue Forecast Incentives (RFI) adjustments, similar to Network Plus explained above. 

This means that forecast errors on volume are to be corrected in the following period and 

therefore would not pose material impact on the return. We consider this as a part of 

management mitigation,  and therefore do not include revenue fluctuation due to volume 

forecast errors in this RoRE analysis. 

 

However, if the volume forecast error is over a certain threshold, the Company can be 

subject to a penalty. This penalty would indeed affect the actual revenue and is therefore 

included in our analysis. There is no equivalent upside in this regard. 

 

Aside from RFI penalties, wholesale revenues can also be subject to variation caused by 

competition. More specifically, in water resources, there could be competition from new 

entrants that would displace the revenue that the Company would have recovered from the 

customers.  

 

However, in each case there would be an equivalent amount of costs movement offsetting 

the impact of the revenue variation mentioned above. The reason why we consider the cost 

movement to be of an equivalent amount is because, in principle and on average, the price 

of the water resources that are open to competition are set in a cost-reflective manner, in line 

with Ofwat guidance and the principle of competition law. The cost considered for the setting 

of the price is the long run incremental cost. Therefore it would be reasonable to assume that 

any variation in revenue due to competition would be offset by an equivalent movement in 

the cost, such that there would be little overall impact on the RoRE. We have therefore not 

sought to quantify such potential variations. 

 

Assumptions  

We have assumed that whenever there is a variation in wholes revenue due to competition in 

Water Resources, an equivalent amount of costs movement offsetting the impact of the 

revenue variation 

 

2.24.3 Ln10 – Residential retail total revenue impact ~ High RoRE case (pre tax adjustment) 

 

Source Data  

To assess the potential impact of residential retail revenue, we have looked at the historic 

performance of the industry in the past two years from the same Ofwat’s Report on Financial 
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Resilience. The chart below shows how residential retail revenue has varied in percentage 

terms per water company. 

 

 

Methodology 

Variations in residential retail revenue, is likely to have an impact on the RoRE. This is 

because a) it does not benefit from a revenue cap price control and any variation in volume 

forecast translates to variation in revenue which is not automatically trued up, and b) it is not 

necessarily offset by an equivalent cost movement due to the fact that the retail allowed 

revenue per customer contains a net margin over and above the cost to serve. 

 

Based on the chart above, the 90th percentile shows a positive variation (higher actual 

revenue than forecast) of close to 4%, and the 10th percentile shows a negative variation of 

close to -4%. SEW itself has had a -2% variation in 2016 and no material variation in 2017. 

This leads us to conclude that it would be reasonable to assume a high and low case of 4% 

and -4% residential retail revenue variation pre-adjustment for retail costs.  

 

An adjustment is needed to take into account the interdependency between retail revenue 

and cost variations. We assume that any retail revenue variation would be partially offset by 

a movement of retail cost in the same direction, leaving the net effect only the retail net 

margin. We have therefore applied the +/-4% variation from the above estimate to our 

allowed retail net margin in order to estimate the upside and downside variation of our retail 

revenue (net of movement in retail cost). Our estimates are shown in the table below. 
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Residential retail revenue 

variation (£m) 

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

Allowed residential retail net 

margin 

1.766 1.783 1.801 1.819 1.838 

Residential retail revenue 

upside 

0.071 0.071 0.072 0.073 0.074 

Residential retail revenue 

downside 

-0.071 -0.071 -0.072 -0.073 -0.074 

 

This result also applies to Ln 21. 

 

Assumptions 

We assume that any retail revenue variation would be partially offset by a movement of retail 

cost in the same direction, leaving the net effect only the retail net margin. 

 

When analysing the historic industry performance on revenue revenue, we have assumed a 

uniform distribution in calculating the P10 and P90 levels. 

 

2.24.4 Ln12 – Water network plus total revenue impact ~ Low RoRE case (pre tax 

adjustment) 

 

Source Data  

Historic performance of wholesale revenue over/under recovery in the industry in the past 

two years, published in Ofwat’s report Monitoring Fiancial Resilience 2016/17. 
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Methodology  

If the volume forecast error is over a certain threshold, the Company can be subject to a 

penalty. This penalty would indeed affect the actual revenue and is therefore included in our 

analysis. 

 

We estimate the P10 and P90 in terms of over/under covery of wholesale revenue in the past 

two years according to the report. The RFI in the Network Plus price control would impose a 

penalty if the forecast error is more than a predetermined threshold, which we understand is 

likely to be 2%.  

 

The penalty kicks in at 2%, and gradually increases. When the forecast error reaches 3%, 

the penalty is roughly equal to the forecast error times 3% times the relevant wholesale 

allowed revenue.  

 

Based on this evidence, we consider there is a plausible downside of incurring a revenue 

forecast penalty, which could amount to 2.9% x 3% of wholesale revenue in each year. We 

have therefore estimated the downside case for wholesale revenues in the following table 

according to this calculation. 

Downside wholesale 

revenue (£m) 

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

Water Resources revenue 21.526 21.807 22.371 22.982 23.328 

Water Resources downside -0.019 -0.019 -0.019 -0.020 -0.020 

Water Network Plus 

revenue 

181.042 183.083 184.914 186.747 188.920 

Water Network Plus 

downside 

-0.158 -0.159 -0.161 -0.162 -0.164 

 

This result also applies to Ln15. 

 

Assumptions  

2.24.5 We have assumed uniform distribution when assessing the P10 and P90 performance of 

over/underrecovery based on historic data.  

 

2.24.6 Ln15 – Water resources total revenue impact  ~ Low RoRE case (pre tax adjustment) 

See explanation for Ln 12. 

 

2.24.7 Ln21 – Residential retail total revenue impact ~ Low RoRE case (pre tax adjustment) 

See explanation for Ln 10. 

 

2.24.8 Ln23 – Water network plus expenditure  ~ High RoRE case (pre tax adjustment)  

Source Data  

We have compiled the latest historic performance of totex spending compared with 

allowance across the industry in year 2016/17, published in companies’ Annual Performance 
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Reports. We have focused on the larger companies in the industry such as the WaSCs and 

larger WoCs.  

 

We have also incorporated SEW’s own historic performance covering a longer period of time 

than the industry data.   

 

Methodology 

In identifying potential upside variation on totex for water Network Plus, we have considered 

evidence from the most recent industry totex performance as well as SEW’s own past 

experience, combined with our judgement on the degree to which yearly performance is 

likely to persist for the entre period. 

 

According to APRs from companies in the last year, some companies have been able to 

outperform the totex allowance, whilst others have under-performed. However, for the 

assessment of potential variation in totex performance for AMP7, it is not the absolute AMP6 

performance that matters but the relative variation between companies. In comparing 

different companies’ performance against their respective target, we acquire a distribution of 

variation with which we can study the P10 and P90 scenarios. This could help identify what a 

high and low case could be for a company relative to the target allowance at AMP7, 

regardless of how the target actually will be set in Ofwat’s PR19 final determination. 

 

Our analysis shows that taking the average company’s relative performance as a central 

scenario, the P10 and P90 scenarios point to a -8% and +8% difference from the central 

scenario. However, as this is the P10/P90 over one year, the P10/P90 of the entire AMP is 

unlikely to be simply the sum of yearly P10/P90 for five years. We consider a slightly lower 

upside of 5% per year for five years is more likely to be the P90 scenario for the entire AMP. 

 

The exact variations across the five years are shown in the table below.      
Wholesale totex variation 

(£m) 

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

Allowed totex for Network 

Plus 

140.765 170.060 179.105 159.138 167.614 

High case variation from 

allowed 

7.038 8.503 8.955 7.957 8.381 

 

Assumptions  

We have assumed uniform distribution when assessing the P10 and P90 performance of 

totex over/under-spend based on historic data. 

 

We have assumed that the P90 performance of the entire period of five years would be less 

extreme than five continuous years of yearly P90 performance level. 

 

We have assumed no out/under-performance in the base case. 
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2.24.9 Ln27 – Water Resource expenditure ~ High RoRE case (pre tax adjustment)  

Similar to Ln23. The exact variations across the five years are shown in the table below.      
Wholesale totex variation 

(£m) 

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

Allowed totex for Water 

Resources 

28.036 26.282 25.827 23.785 23.702 

High case variation from 

allowed 

1.402 1.314 1.291 1.189 1.185 

 

 

2.24.10 Ln40 – Water network plus expenditure ~ Low RoRE case (pre tax adjustment)  

Source Data  

 

We have compiled the latest historic performance of totex spending compared with 

allowance across the industry in year 2016/17, published in companies’ Annual Performance 

Reports. We have focused on the larger companies in the industry such as the WaSCs and 

larger WoCs.  

 

We have also incorporated SEW’s own historic performance covering a longer period of time 

than the industry data. 

 

Methodology 

In identifying potential variation on totex for water Network Plus, we have considered 

evidence from the most recent industry totex performance as well as SEW’s own past 

experience, combined with our judgement on the degree to which management mitigation 

can dampen the adverse effect in the low case scenario. 

 

According to APRs from companies in the last year, some companies have been able to 

outperform the totex allowance, whilst others have under-performed. However, for the 

assessment of potential variation in totex performance for AMP7, it is not the absolute AMP6 

performance that matters but the relative variation between companies. In comparing 

different companies’ performance against their respective target, we acquire a distribution of 

variation with which we can study the P10 and P90 scenarios. This could help identify what a 

high and low case could be for a company relative to the target allowance at AMP7, 

regardless of how the target actually will be set in Ofwat’s PR19 final determination. 

 

Our analysis shows that taking the average company’s relative performance as a central 

scenario, the P10 and P90 scenarios point to a -8% and +8% difference from the central 

scenario. We consider this already captures companies’ management mitigation effort as the 

data is based on actual out-turn performances rather than theoretical scenarios of cost 

elements that could vary from target. However, as this is the P10/P90 over one year, the 

P10/P90 of the entire AMP is unlikely to be simply the sum of yearly P10/P90 for five years. 
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Similar to the upside scenario, we consider a -5% underperformance for each of the five 

years to be more plausible. However, we recognise there are asymmetric downside cost 

risks such as asset health related and weather related incidents which could materialise but 

which do not have the equivalent upside potential. In our P10 case, we have therefore 

considered a scenario where the Company performs at -8% for the first three years of the 

AMP, followed by a -5% performance in the remaining two years. This reflects the 

asymmetric downside costs, our observation that such downside risks usually tend to be 

temporary, and our assumption that management intervention within the first three under-

performing years would have resulted in at least partial alleviation of the problem and some 

recognisable improvement.  

 

The exact variations across the five years are shown in the table below.      
Wholesale totex variation 

(£m) 

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

Allowed totex for Network 

Plus 

140.765 170.060 179.105 159.138 167.614 

Low case variation from 

allowed 

-11.261 -13.605 -14.328 -7.957 -8.381 

 

Assumptions  

We have assumed uniform distribution when assessing the P10 and P90 performance of 

totex over/under-spend based on historic data. 

 

We have assumed that the P10 performance of the entire period of five years would be less 

extreme than five continuous years of yearly P10 performance level.  

 

We have assumed that there will downside risk that does not have an upside equivalent, i.e. 

the risk is not symmetric. 

 

We have assumed in the case of persistent under performance, management mitigation to 

have an effect on the downside risk towards the second half of the AMP. 

 

We have assumed no out/under-performance in the base case. 

 

 

2.24.11 Ln44 – Water Resource expenditure  ~ Low RoRE case (pre tax adjustment)  

 

Similar to Ln40. The exact variations across the five years are shown in the table below.      
Wholesale totex variation 

(£m) 

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

Allowed totex for Water 

Resources 

28.036 26.282 25.827 23.785 23.702 

Low case variation from 

allowed 

-2.243 -2.103 -2.066 -1.189 -1.185 
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2.24.12 Ln57 – Residential retail cost impact ~ High RoRE case (pre tax adjustment) 

 

Source Data  

We have compiled the latest historic performance of retail cost compared with allowance 

across the industry in year 2016/17, published in companies’ Annual Performance Reports. 

We have focused on the larger companies in the industry such as the WaSCs and larger 

WoCs.  

 

We have also incorporated SEW’s own historic performance covering a longer period of time 

than the industry data. 

 

Methodology 

Residential retail cost to serve can vary from the allowed cost to serve. Unlike wholesale 

totex, this is not subject to a sharing mechanism. The Company will be fully exposed the 

financial risk associated with residential retail cost variation. Since the form of residential 

retail price control is similar to that of PR14, we have looked at the latest industry 

performance from the most recent APRs. 

 

The same sample of APRs as used above for wholesale totex suggests a P10/P90 cost 

variation of -7.5%/+7.5% away from the central case (the average performing company). 

However, SEW’s own performance averaged across the past three year would suggest a 

better performance than the industry average for 2016/17.  

 

We have assumed a high and low case scenario for residential retail cost of 7.5% 

outperformance and -7.5% under-performance, respectively. The amount per year is shown 

in the table below. 

Residential retail cost 

variation (£m) 

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

Allowed residential retail cost 16.615 16.862 17.071 17.269 17.472 

High case variation from 

allowed 

1.246 1.265 1.280 1.295 1.310 

Low case variation from 

allowed 

-1.246 -1.265 -1.280 -1.295 -1.310 

 

Assumptions  

We have assumed uniform distribution when assessing the P10 and P90 performance of 

retail cost over/under-spend based on historic data. 

 

We have assumed symmetric upside and downside risk on retail cost.  

 

We have assumed no out/under-performance in the base case. 
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2.24.13 Ln60 – Residential retail cost impact ~ Low RoRE case (pre tax adjustment) 

See Ln57. 

2.24.14 Ln65 – Total water network plus outcome delivery incentives (ODI) impact ~ 

High RoRE case (pre tax adjustment) 

 

Methodology 

The ODI upside and downside scenarios may need to be taken account together with the 

totex scenarios. However, unlike the negative correlation between revenue and totex 

explained above, the correlation between ODIs and totex are more likely to be positive (i.e. 

occurring at the same time). For example, when ODI downside scenarios occur, they are 

more likely to be associated with totex downside scenarios. This would imply that the upside 

and downside scenarios of ODIs and totex may be additive. 

 

However, the upside and downside across different ODIs may not be all additive, as some 

ODIs are not positively correlated with all other ODIs. It is for this reason, we have carried 

out a Monte Carlo simulation exercise to identify the aggregate high and low cases for the 

total ODIs, taking into account the correlation between them. 

 

Our analysis starts by looking at each measures in the ODI package as set out in Business 

Plan table App1. The P10 and P90 financial impacts are calculated separately for each ODI 

measure. For example, in a simple case, the P10 financial impact is calculated as the 

number of units between the P10 and the PC, and then this number of units is multiplied by 

the underperformance unit incentive rate. These calculations take account of any dead-

bands and any caps / collars. The P10 financial impacts for each PC are all added up for 

each year, and the P90 financial impacts for each PC are all added up for each year. A total 

P10 financial impact (across all PCs and all years) and a total P90 financial impact (across 

all PCs and all years) is then calculated for each of the three relevant price controls. An 

example taken from year 2020/21 is shown in the table below. 

 

ODI 2020/21 

(£m) 

Water Resources Network Plus Residential retail 

P90 scenario 0.019 0.992 0.136 

P10 scenario -0.290 -5.192 -0.769 

 

Monte Carlo simulation 

The financial impact explained above assumes that there is a one-for-one correlation 

between a company’s performance across time, and across all PCs. Or in other words, that a 

total P10 scenario amounts to the company performing at P10 on all PCs in all years. This 

may not be realistic. We have therefore employed statistical modelling to take account of the 

fact that the total P10 scenario may actually be based on performance levels that are ahead 

of the individual P10 levels for at least some PCs.  

 

More specifically, we have used the @risk tool in Microsoft Excel to run Monte Carlo analysis 

to simulate the total possible financial impacts of SEW’s ODI package. These simulations 
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enable us to calculate a distribution of total possible financial impacts, and we can determine 

from this the total P10 and total P90 financial impacts. 

 

The inputs to this Monte Carlo analysis are as follows. 

 The calculation of SEW’s total financial impact of the ODI package, i.e. the way that 

ODIs are calculated, based on the PCs, ODIs and actual performance levels.  

 An assumption of the distribution of SEW’s performance on each PC. We have 

assumed that the distributions are all normal, and therefore that the mean 

performance level is halfway between the P10 and P90 levels for each PC.  

 The Monte Carlo analysis also requires us to make assumptions on all pairwise 

combinations of PCs. We provide further detail on this below.  

 Assumptions on the correlation between SEW’s performance over time. We have 

made the simplifying assumption that SEW’s performance in one year is correlated 

one-for-one with its performance in other years.1  

 

As explained above, some PCs are likely to be more closely correlated than others. In order 

to carry out the Monte Carlo analysis, we made the following assumptions.  

 We used a one-for-one correlation for each PC with itself (e.g. 3 hour supply 

interruptions with 3 hour supply interruptions) 

 We also assumed that there is a one-for-one correlation between the performance at 

each of the three AIM sites. 

 We then split the measure by measure correlations into the following categories: low; 

medium; and high.  

o The default assumption was that the correlation between measures is 

medium. This is because management control is a common factor in 

performance across all measures, so it seems reasonable to assume at least 

a medium level of correlation between measures. 

o We have also identified those measures where the performance is driven by 

the weather. This list is: water supply interruptions; leakage; PCC; water 

mains burst; AIM performance. We have assumed that the correlation 

between two weather related measures is high.  

o We applied a 0.25 correlation to low, 0.5 correlation to medium, and 0.75 

correlation to high.  

 We note that some correlations were inputted as negative, but only in pairwise 

combinations with the opposite direction of improvement (e.g. where one direction of 

improvement was up, and the other was down).   

 

The @risk tool allows many simulations to be run, based on varying the input data. In this 

case, the tool varies the performance on each PC, taking into account the distribution of 

possible performance levels on each PC and the correlation in performance across PCs. 

Under each simulation, the tool calculates the total financial impact (based on the 

performance on each PC and the incentive rates), and then traces out the distribution of 

                                                      
1  In practice, we averaged the PCs and P10/P90s over the five year period, to first calculate an average financial impact. We multiplied the 
average financial impact by five to get a financial impact for the five year period.  
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total financial impacts. We then report the P10 and P90 levels of this distribution. These 

P10 and P90 levels of total financial impact are for the five year period at the appointee’s 

level. 

 

Appointee level ODI (£m) AMP7 

P90 7.299 

P10 -43.672 

 

However, App26 and the financial model require ODI information at the separate price 

control level, for each of the five years. We have therefore allocated the above total figure, 

using the pre-Monte-Carlo figures at each price control level and each year. The results are 

shown in the table below. 

 

ODIs (£m) 2020-21 2021-22 2022-23 2023-24 2024-25 

Water Resource high case 0.019 0.019 0.019 0.019 1.109 

Water Resources low case -0.290 -0.293 -0.297 -0.300 -4.774 

Network Plus high case 0.992 1.012 1.039 1.038 1.353 

Network Plus low case -5.192 -5.545 -6.311 -7.473 -9.353 

Retail high case 0.136 0.136 0.136 0.136 0.136 

Retail low case -0.769 -0.769 -0.769 -0.769 -0.769 

 

 

2.24.15 Ln66 – Total water resources outcome delivery incentives (ODI) impact ~ High 

RoRE case (pre tax adjustment) 

See Ln65. 

 

2.24.16 Ln70 – Total residential retail outcome delivery incentives (ODI) impact ~ High 

RoRE case (pre tax adjustment) 

See Ln65. 

 

2.24.17 Ln71 – Total network plus outcome delivery incentives (ODI) impact ~ Low 

RoRE case (pre tax adjustment) 

See Ln65. 

 

2.24.18 Ln72 – Total water resources outcome delivery incentives (ODI) impact ~ Low 

RoRE case (pre tax adjustment) 

See Ln65. 

 

2.24.19 Ln77– C-MeX impact residential retail ~ High RoRE case (pre tax adjustment) 

 

Source data   

We note that C-Mex is new for PR19, and there is therefore no like-for-like comparison in 

past performance data. However, SIM score during AMP6 could provide a potentially useful 

sense check in terms of the relative performance SEW has been able to achieve in the past. 
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Methodology 

For the design of the C-Mex, Ofwat’s guidance suggests that a top score could result in a 

reward of 1.2% resident retail revenue each year, and an exceptional score could result in a 

reward of 2.4% retail revenue. Equally, a bottom score could result in a penalty equivalent to 

-2.4% of residential retail revenue. We interpret residential retail revenue to be the retail 

component of the total revenue. 

 

Given this evidence, we consider it unlikely for SEW to achieve the exceptional reward as 

explained above. Therefore, our high and low case for C-Mex is 6% and -12% residential 

retail revenue respectively, in line with Ofwat’s guidance. 

 

The total value in each year is shown in the table below. 

 

WaterworCX (£m) 2020-21 2021-22 2022-23 2023-24 2024-25 

Residential retail revenue 17.472 17.414 17.315 17.205 17.099 

C-Mex high case 1.048 1.045 1.039 1.032 1.026 

C-Mex low case -2.097 -2.090 -2.078 -2.065 -2.052 

 

2.24.20 Ln78– D-MeX impact water network plus ~ High RoRE case (pre tax 

adjustment) 

Methodology 

For the design of the D-Mex, Ofwat’s guidance suggests an asymmetric reward/penalty 

structure where a top score could result in a reward of 6% of developer service revenue each 

year, and a bottom score could result in a penalty of -12% of developer service revenue. 

 

Our high and low case for D-Mex is 6% and -12% of developer service revenue respectively. 

The total value in each year is shown in the table below. 
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WaterworCX (£m) 2020-21 2021-22 2022-23 2023-24 2024-25 

Developer service revenue 12.909 12.738 12.633 12.440 12.288 

D-Mex high case 0.775 0.764 0.758 0.746 0.737 

D-Mex low case -1.549 -1.529 -1.516 -1.493 -1.475 

 

2.24.21 Ln80– C-MeX impact residential retail ~ Low RoRE case (pre tax adjustment) 

See Ln77. 

 

2.24.22 Ln81– D-MeX impact water network plus ~ High RoRE case (pre tax 

adjustment) 

See Ln78. 

 

2.24.23 Ln83– Water network plus financing impact ~ High RoRE case (pre tax 

adjustment) 

 

Source data   

To identify a reasonable range for the cost variation, we turn to historic data on water 

companies corporate bond issuances. More specifically, we compare the coupon on the 

latest bonds issued by water companies in the corporate bond market with the yield on the A-

rated iBoxx benchmark. We look at the coupon rate of each new issuance over/under the 

market index yield to maturity on the date on the issuance, in order to acquire a proxy for 

over/under performance compared to the market. 

 

Methodology 

Ofwat’s methodology proposes for the risk of the cost of new debt to be included in the RoRE 

analysis as financing cost risk. Beside the risk on the cost of new debt, we have also 

identified additional risk in financing performance on the embedded debt with fixed nominal 

coupon due to inflation risk. This is because SEW has a large refinancing programme 

expected to take place in 2018/19. This will be treated as embedded debt in AMP7, and due 

to its substantial size, will have a significant impact on our financial performance in terms of 

RoRE. 

 

Our assessment of the financing risk in the RoRE analysis therefore includes more risk 

elements than Ofwat’s proposed standard analysis. The analysis for the new debt and the 

embedded debt are presented separately below for clarity. But the impact is aggregated in 

the RoRE analysis and falls under the heading financing risk.  

 

Finally, financing costs are not asset specific and therefore are not naturally categorised into 

the two separate wholesale price controls. For the purpose of this RoRE analysis, these are 

pro-rated by the RCV in Water Resources and Water Network Plus price controls. 

 

Risk on new debt in AMP7 

For the cost variation of new debt, the risk factor lies in how the Company’s issuance of debt 

compares to the market benchmark used by Ofwat for the indexation mechanism. This is 
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because the indexation mechnaims trues up the allowance on the cost of new debt to the 

benchmark, so that any residual out/under-performance in relation to the benchmark affects 

the Company’s RoRE. As with the risk assessment for other cost items, for the sake of 

simplicity, we assume that the central case cost would be equal to Ofwat’s allowance. What 

this analysis focuses on is the cost risk variation around the central scenario. 

 

To identify a reasonable range for the cost variation, we turn to historic data on water 

companies corporate bond issuances. More specifically, we compare the coupon on the 

latest bonds issued by water companies in the corporate bond market with the yield on the A-

rated iBoxx benchmark. We look at the coupon rate of each new issuance over/under the 

market index yield to maturity on the date on the issuance, in order to acquire a proxy for 

over/under performance compared to the market.  

 

In order to allow for any discrepancy created by cost of financing not included in the coupon 

rate (such as fees), we do not focus on the level of out/under performance as such, but 

instead concentrate on the distribution of such out/under performance around the average, in 

order to identify the range in which a water company’s newly issued bond is likely to perform 

in relation to the market benchmark.  

 

Our findings based on 10 water bonds issued by WaSCs and Affinity Water since 2012 

suggests a P10/P90 range of -40 bps/ +40 bps away from the average performance. 

Assuming the average performance would be allowed by Ofwat, our P19 and P90 scenarios 

on the variation on the cost of new debt is shown in the table below. Note these figures are 

based on notional gearing of 60% and assumed new debt of 30% of the total net debt. 

 

Cost of new debt (£m) 2020-21 2021-22 2022-23 2023-24 2024-25 

Notional new debt for 

Water Resources 

9.060 9.971 10.782 11.295 11.769 

High case Water 

Resources 

0.036 0.040 0.043 0.045 0.047 

Low case Water 

Resources  

-0.036 -0.040 -0.043 -0.045 -0.047 

Notional new debt for 

Network Plus  

149.991 153.585 158.176 160.264 163.189 

High case Network Plus 0.600 0.614 0.633 0.641 0.653 

Low case Network Plus  -0.600 -0.614 -0.633 -0.641 -0.653 

 

Risk on embedded debt in AMP7 

Apart from the cost variation risk that new debt faces, there will also be inflation risk on the 

existing embedded debt that is not linked to inflation. This is applicable predominantly to 

nominal fixed coupon debts. Because the cost of debt allowance is in real terms, the higher 

the out-turn inflation, the higher the effective allowance will be relative to the actual cost of 

these nominal fixed coupon debts. 
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We assume a low and high scenario of out-turn inflation rate at -1%/+1% in relation to the 

assumed inflation rate (i.e. if the assumed inflation is 2% CPIH, then our low and high case 

inflation rates are 1% and 3% respectively). This is in line with the analysis carried out for our 

long-term viability statement. This may be a narrower range than the P10/P90 inflation risk 

suggested by historic evidence. However, as there may be a relation between inflation rate 

and general cost level (e.g. higher inflation may lead to higher costs due to labour and 

material), we consider that a narrower range on the inflation variation could take account of 

this offsetting effect. 

 

The nominal embedded at notional gearing level can be allocated to Water Resources and 

Network Plus in proportion to the RCV allocation. The table below summarises the high and 

low cases for the cost variation of embedded debt. 

 

Cost of embedded debt 

(£m) 

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

Nominal embedded debt 

for Water Resources 

18.669 19.580 21.534 21.769 21.796 

High case Water 

Resources 

0.187 0.196 0.215 0.218 0.218 

Low case Water 

Resources  

-0.187 -0.196 -0.215 -0.218 -0.218 

Nominal embedded debt 

for Network Plus  

309.055 301.606 315.907 308.892 302.221 

High case Network Plus 3.091 3.016 3.159 3.089 3.022 

Low case Network Plus  -3.091 -3.016 -3.159 -3.089 -3.022 

 

Total risk on financing cost  

The total risk on financing cost is then the sum of these two risks above. The table below 

summarises the high and low case for the total financing cost impact, reflected in App26. 

 

Variation on cost of 

debt (£m) 

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

High case Water 

Resources 

0.223 0.236 0.258 0.263 0.265 

Low case Water 

Resources  

-0.223 -0.236 -0.258 -0.263 -0.265 

High case Network Plus 3.691 3.630 3.792 3.730 3.675 

Low case Network Plus  -3.691 -3.630 -3.792 -3.730 -3.675 

 

Assumption  

We assume uniform distribution in the variation of performance in identifying the P10 and 

P90 performance levels.   

   

We have assumed symmetric upside and downside risk on beating the benchmark. 
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Taking consideration of potential offsetting effect between the out-turn inflation on the cost of 

debt and general cost levels (totex and retail cost), we have assumed -1% and +1% inflation 

in relation to forecast, at our low and high case respectively, for the cost of embedded debt.   

 

We have assumed no out/under-performance in the base case. 

 

2.24.24 Ln84– Water network plus financing impact ~ High RoRE case (pre tax 

adjustment) 

See Ln83. 

 

2.24.25 Ln84– Water resources financing impact ~ High RoRE case (pre tax 

adjustment) 

See Ln83. 

 

2.24.26 Ln88– Water network plus financing impact ~ Low RoRE case (pre tax 

adjustment) 

See Ln83. 

 

2.24.27 Ln89– Water resources financing impact ~ Low RoRE case (pre tax 

adjustment) 

See Ln83. 

 

2.25 App27 Commentary 

In the table below we provide our commentary on the updated App27 table submitted as part of 

the PR14 Reconciliation submission in July 2019. The commentary that we included in Appendix 

22 of our business plan and Chapter 10 of our IAP response still applies to our updated App27 

table. The table below therefore only refers to additions or changes to our original App27 table.   

 

Table   Cell reference    Commentary   

App27 

    

Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission but revised for the 

updated inflation forecast. 

 

2.26 App32 commentary   

In the table below we provide our commentary on the updated App32 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated App32 table. The table below therefore only 

refers to additions or changes to our original App32 table.    

 

Table   Cell reference    Commentary   
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App32  Lines 1-20 

 

The notional cost of capital inputs have been updated to 

reflect Ofwat’s DD WACC. As detailed in our Aligning risk and 

return chapter, we continue to disagree with Ofwat’s 

methodology in calculating the WACC.  

App32 Line 21-40 In line with our approach at IAP, we include the notional cost 

of equity inputs with gearing of 76.52% as per the actual 

financial model. As detailed in our Aligning risk and return 

chapter, we continue to disagree with Ofwat’s methodology in 

calculating the WACC. 

App32 Line 21 Average AMP7 gearing updated as per the actual financing 

structure. 

App32 Line 32 AMP8 cost of new debt updated to reflect AMP8 cost of 

embedded debt. The AMP8 apportionment is subject to 

uncertainty and as such a weighted average cost of debt has 

been calculated rather than splitting between embedded and 

new debt.   

App32 Line 33 AMP7 ratio of embedded new debt updated to reflect the 

latest forecast projections based on the actual company 

model. 

  

2.27 WS1 commentary  

In the table below we provide our commentary on the updated WS1 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated WS1 table. The table below therefore only 

refers to additions or changes to our original WS1 table.   

 

Table   Cell reference    Commentary   

WS1  None There are no changes. Table included as instructed by Ofwat 

  

2.28 WS2 commentary 

In the table below we provide our commentary on the updated WS2 table. The commentary that 

we included in Appendix 22 of our business plan and Chapter 10 of our IAP response still applies 

to our updated WS2 table. The table below therefore only refers to additions or changes to our 

original WS2 table.   

 

Table   Cell reference    Commentary   

WS2  None There are no changes. Table included as instructed by Ofwat 

  

2.29 WS3 commentary 

In the table below we provide our commentary on the updated WS3 table. The commentary that 

we included in Appendix 22 of our business plan and Chapter 10 of our IAP response still applies 
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to our updated WS3 table. The table below therefore only refers to additions or changes to our 

original WS3 table.   

 

WS3 has been updated and resubmitted following the publication of the APR 2018-19 and the 

submission of table R9 of the PR14 Reconciliation update.  

 

On 26 June 2019 Ofwat sent a query number SEW-DD-PD-001 which was as follows: 

When preparing your 2018-2019 APR submission and providing forecast actual customer numbers 

for 2019-2020, we require you to provide an updated forecast for actual customer numbers that 

reflects your best available forecast.  This would ensure that our Final Determination utilises your 

company’s best and most up-to-date available forecast for actual customer numbers in 2019-2020. 

 

We confirm that we have followed this approach.  Our ‘reforecast customer numbers’ for 2019-20 

are the forecast used in late 2018 for the purpose of setting 2019-20 tariffs.  Our forecast of ‘actual 

customer numbers’ for 2019-20 is based on the latest customer numbers we have, which is then 

adjusted for anticipated new connections and movements from unmeasured to measured 

classification as a result of metering. 

 

Also there has been a considerable variation and movement over this five year period between 

unmeasured and measured properties as a result of our significant compulsory metering 

programme (CMP).  Accurate property forecasting in this fast moving environment has proved 

challenging. However now that the metering programme has come to a conclusion, the split 

between measured and unmeasured properties is more predictable resulting in better forecasting. 

 

Finally the sale of non household retail business has focussed classification of properties resulting 

in cleansing of property data in this area, leading to a change in the property forecast.  This 

cleansing has meant that the following changes were made to the 19/20 data handling: 

 

• Meters with the same SPID were counted under one property with multiple meters 

instead of originally being handled as separate properties with individual meters. 

• EXIT meters were removed from the data. These are meters that are attributed to 

properties with unclear characteristics and have been moved back into the household 

system. 

• Temporary Disconnection meters were removed from the data. 

• Non-active REC meters were removed from the data. 

 

Table   Cell reference    Commentary   

WS3  Column 2017-

18, line 3 and 5 

Business properties have been restated using table 2F and 

2G of the annual performance report 2017-18. 

WS3  Column 2018-19   All cells in column 2018-19 have been updated using actuals 

as reported in the 2018-19 Annual performance report. 

Please see individual line references below for details of 

where the changes have come from. 
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WS3 Line 1, 2 and 4 Column 2018-19 – Taken from APR table 2F. 

Column 2019-20 – Our updated view of property movements 

based on the current position at June 2019.  This is also the 

source of the figures used in Table R9 of our PR14 

Reconciliation update submitted 15th July 2019. 

Future years - calculated as in our original table using 2019-

20 as the base year. 

WS3 Line 3 and 5 Column 2018-19 – Taken from APR table 2G. 

Column 2019-20 – Our updated view of property movements 

based on the current position at June 2019.  This is also the 

source of the figures used in Table R9 of our PR14 

Reconciliation update submitted 15th July 2019. 

Future years - calculated as in our original table using 2019-

20 as the base year. 

WS3 Line 6 and 7 Column 2018-19 – Taken from APR table 4Q. 

Future years - calculated as in our original table using 2019-

20 as the base year. 

WS3 Line 8 Fully calculated cell as in submission 

WS3  Line 9-18 Column 2018-19 – Taken from APR table 4Q. 

Future years – Kept as in our original submission 

  

2.30 WS13 commentary    

In the table below we provide our commentary on the updated WS13 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated WS13 table. The table below therefore only refers to additions or 

changes to our original WS13 table.  

  

Table   Cell reference    Commentary   

WS13  Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission but revised for the 

updated inflation forecast. 

  

2.31 WS15 commentary  

In the table below we provide our commentary on the updated WS15 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated WS15 table. The table below therefore only refers to additions or 

changes to our original WS15 table.   
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Table   Cell reference    Commentary   

WS15  Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission but revised for the 

updated inflation forecast. 

  

2.32 WS17 commentary 

Table WS17, although part of the PR14 Reconciliation table resubmitted in July 2019, has not been 

resubmitted in the Draft Determination response, as there are no changes from the April 2019 IAP 

submission. 

  

2.33 Wr3 commentary  

In the table below we provide our commentary on the updated Wr3 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated Wr3 table. The table below therefore only refers to additions or 

changes to our original Wr3 table.   

 

Table   Cell reference    Commentary   

  

WR3 Line 2 Pension deficit repair contributions ~ wholesale water 

resources 

 

These values replicate corresponding inputs on F_Inputs in the 

Ofwat PR19 financial model. This line has not changed from the 

IAP. 

WR3 Line 3 Run off on post 2020 totex additions ~ wholesale water 

resources 

Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 

WR3 Line 4 Return on post 2020 totex additions to RCV ~ wholesale 

water resources 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC. 

WR3 Line 5 Run off on RPI inflated 2020 RCV ~ wholesale water 

resources 

 

Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 
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WR3 Line 6 Return on RPI inflated 2020 RCV ~ wholesale water 

resources 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC and changes to input assumptions for opening RCV. 

WR3 Line 7 Run off on CPIH inflated 2020 RCV ~ wholesale water 

resources 

 

Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 

WR3 Line 8 Return on CPIH inflated 2020 RCV ~ wholesale water 

resources 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC and changes to input assumptions for opening RCV. 

WR3 Line 9 Current tax ~ wholesale water resources 

 

Reduction in the tax allowance compared to IAP due to a 

reduction in taxable profit. 

WR3 Line 10 Re-profiling of allowed revenue ~ wholesale water resources 

 

It is assumed that there is no profiling adjustment. This is 

consistent with the September Business Plan and IAP. 

WR3 Line 11 PR14 reconciliation revenue adjustments ~ wholesale water 

resources 

 

This is assumed to be zero throughout, this is consistent with 

the September Business Plan and IAP submission. 

WR3 Line 17 Other non-price control third party services ~ water resources 

 

These values are consistent with the September Business plan 

and IAP submission. 

  

2.34 Wr4 commentary  

In the table below we provide our commentary on the updated WS18 table submitted as 

part of the PR14 Reconciliation submission in July 2019. The commentary that we 

included in Appendix 22 of our business plan and Chapter 10 of our IAP response still 

applies to our updated WS18 table. The table below therefore only refers to additions or 

changes to our original WS18 table.   
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Table   Cell reference    Commentary   

WR4 Line 18 A notional financeability test should assess whether a 

licensee is able to finance its operations on reasonable terms 

and consistent with the terms assumed in the allowed return 

element of its allowed revenues.  

 

If the projected financial ratios imply that a regulated business 

cannot raise debt finance on the terms as assumed in Ofwat’s 

allowed rate of return (i.e. credit rating of A/BBB), Ofwat has 

not set overall revenues that allow SEW to have a reasonable 

prospect of recovering its costs. In these circumstances, the 

allowed rate of return cannot be considered reasonable.  

At PR19 Ofwat has directed that companies should consider 

changes to PAYG and/or the run-off rate to address notional 

financeability issues, which also need to be considered in the 

wider context of customer bill profiles and customer 

preferences. An average Pay As You Go (PAYG) adjustment 

of 4.8% on average across AMP7 has been added to address 

financeability concerns.  

 

The average 4.8% increase in PAYG above the natural rate 

has also been used to target stable bills for customers, which 

is consistent with customer research which demonstrated a 

preference for stable customer bills over the AMP.  

 

As a result there is an average reduction of -0.4% in bills in 

each year of AMP7 relative to the 2019/20 bills (including the 

impact of legacy adjustments). 

  

2.35 Wr5 commentary  

In the table below we provide our commentary on the updated Wr5 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wr5 table. The table below therefore only 

refers to additions or changes to our original Wr5 table.  

   

Table   Cell reference    Commentary   

 Wr5  Lines 1-10 

 

The notional cost of capital inputs have been updated to reflect 

Ofwat’s DD WACC. As detailed in our Aligning risk and return 

chapter, we continue to disagree with Ofwat’s methodology in 

calculating the WACC. 

Wr5 Line 11 The actual gearing has been updated to reflect the average 

AMP7 and AMP8 gearing as per the actual financing structure. 
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Wr5 Line 19 The AMP7 actual cost of debt has been updated to reflect the 

weighted average AMP7 cost of debt as per the actual financing 

structure. 

  

2.36 Wr7 commentary 

In the table below we provide our commentary on the updated Wr7 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wr7 table. The table below therefore only 

refers to additions or changes to our original Wr7 table.  

   

Table   Cell reference    Commentary   

 Wr7 Cells in red text Updated in line with Ofwat’s intervention to correct an error in the 

units used. 

 

 

2.37 Wn2 commentary 

In the table below we provide our commentary on the updated Wn2 table. The commentary that 

we included in Appendix 22 of our business plan and Chapter 10 of our IAP response still applies 

to our updated Wn2 table. The table below therefore only refers to additions or changes to our 

original Wn2 table.   

 

Table   Cell reference    Commentary   

 Wn2 Cells in red text Line 31 has been updated to match the response to Ofwat query 

SEW-DD-CA-004. 

 

 

2.38 Wn3 commentary  

In the table below we provide our commentary on the updated Wn3 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wn3 table. The table below therefore only 

refers to additions or changes to our original Wn3 table.   

 

Table   Cell reference    Commentary   

WN3 Line 2 Pension deficit repair contributions ~ wholesale water network 

plus 

 

These values replicate corresponding inputs on F_Inputs in the 

Ofwat PR19 financial model. This line has not changed from the 

IAP. 

WN3 Line 3 Run off on post 2020 totex additions ~ wholesale water 

network plus 
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Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 

WN3 Line 4 Return on post 2020 totex additions to RCV ~ wholesale water 

network plus 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC. 

WN3 Line 5 Run off on RPI inflated 2020 RCV ~ wholesale water network 

plus 

 

Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 

WN3 Line 6 Return on RPI inflated 2020 RCV ~ wholesale water network 

plu 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC and changes to input assumptions for opening RCV. 

WN3 Line 7 Run off on CPIH inflated 2020 RCV ~ wholesale water network 

plus 

 

Changes from IAP predominantly driven by a reduction in Non-

PAYG totex, due to the higher PAYG adjustment of 4.8%. 

WN3 Line 8 Return on CPIH inflated 2020 RCV ~ wholesale water network 

plus 

 

Changes from IAP predominantly driven by Ofwat's reduction in 

WACC and changes to input assumptions for opening RCV. 

WN3 Line 9 Current tax ~ wholesale water network plus 

 

Reduction in the tax allowance compared to IAP due to a 

reduction in taxable profit. 

WN3 Line 10 Re-profiling of allowed revenue ~ wholesale water network 

plus 

 

It is assumed that there is no profiling adjustment. This is 

consistent with the September Business Plan and IAP. 

WN3 Line 11 PR14 reconciliation revenue adjustments ~ wholesale water 

network plus 

 

Changes due to updates to the revenue feeder model. 

WN3 Line 17 Other non-price control third party services ~ water network 

plus 

 

These values are consistent with the September Business plan 

and IAP. 
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2.39 Wn4 commentary  

In the table below we provide our commentary on the updated Wn4 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wn4 table. The table below therefore only 

refers to additions or changes to our original Wn4 table.   

Table   Cell reference    Commentary   

Wn4  Line 18 

   

Other adjustments to PAYG rate ~ water network plus 

 

A notional financeability test should assess whether a licensee 

is able to finance its operations on reasonable terms and 

consistent with the terms assumed in the allowed return element 

of its allowed revenues.  

 

If the projected financial ratios imply that a regulated business 

cannot raise debt finance on the terms as assumed in Ofwat’s 

allowed rate of return (i.e. credit rating of A/BBB), Ofwat has not 

set overall revenues that allow SEW to have a reasonable 

prospect of recovering its costs. In these circumstances, the 

allowed rate of return cannot be considered reasonable.  

 

At PR19 Ofwat has directed that companies should consider 

changes to PAYG and/or the run-off rate to address notional 

financeability issues, which also need to be considered in the 

wider context of customer bill profiles and customer preferences. 

An average Pay As You Go (PAYG) adjustment of 4.8% on 

average across AMP7 has been added to address financeability 

concerns.  

 

The average 4.8% increase in PAYG above the natural rate has 

also been used to target stable bills for customers, which is 

consistent with customer research which demonstrated a 

preference for stable customer bills over the AMP.  

 

As a result there is an average reduction of -0.4% in bills in each 

year of AMP7 relative to the 2019/20 bills (including the impact 

of legacy adjustments). 

  

2.40 Wn5 commentary  

In the table below we provide our commentary on the updated Wn5 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wn5 table. The table below therefore only 

refers to additions or changes to our original Wn5 table.  
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Table   Cell reference    Commentary   

Wn5   Lines 1-10 

 

The notional cost of capital inputs have been updated to reflect 
Ofwat’s DD cost of capital. As detailed in our Aligning risk and 
return chapter, we continue to disagree with Ofwat’s 
methodology in calculating the WACC.  

Wn5 Line 11 The actual gearing has been updated to reflect the average 

AMP7 and AMP8 gearing as per the actual financing 

structure. 

Wn5 Line 19 The AMP7 actual cost of debt has been updated to reflect the 

weighted average AMP7 cost of debt as per the actual 

financing structure. 

  

2.41 Wn6 commentary  

In the table below we provide our commentary on the updated Wn6 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of our 

IAP response still applies to our updated Wn6 table. The table below therefore only 

refers to additions or changes to our original Wn6 table.   

 

Table   Cell reference    Commentary   

Wn6  Cells in red text We have completely revised our cost adjustment claims for 

our DD response.  This is to reflect changes in the 

econometric models used for DD – including updates to 

model build, but also switching to a Botex plus approach 

through absorbing new connection growth enhancement 

expenditure.  In response we have therefore submitted two 

cost adjustment claims: 

 

 Growth enhancement claim – £24million across 2020-
25 period – to reflect the implicit shortfall via 
econometric modelling 

 Treated water distribution modelling deficiencies - 
£14million across 2020-25 period – to reflect the 
shortfall created by the single reliance of a density 
measure not appropriate for all companies. 

 

We have expanded upon our cost adjustment claims within 

Chapter 3: Securing Cost Efficiency, sections 2.3 (new 

connection growth expenditure) and 2.4 (treated water 

distribution – density modelling failures).  We also welcome 

further direct dialogue with Ofwat regarding these claims if 

preferred. 
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2.42 R1 commentary  

In the table below we provide our commentary on the updated R1 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of 

our IAP response still applies to our updated R1 table. The table below therefore only 

refers to additions or changes to our original R1 table.   

 

Table   Cell reference    Commentary   

R1  Cells in red text Following updates to our forecast for billed properties as 

restated in table WS3 we have accordingly updated our table 

R1 to given some costs are driven by cost to serve.  The 

change in costs affect only the period 2019/20 

onward.  Given number of billed properties change is not 

significant this has been equally reflected in costs – for the 

2020-25 period total household retail costs for our draft 

determination response are £84.5million, a £0.4million 

increase from our IAP response of £84.1million. 

 

  

2.43 R7 commentary  

In the table below we provide our commentary on the updated R7 table. The 

commentary that we included in Appendix 22 of our business plan and Chapter 10 of 

our IAP response still applies to our updated R7 table. The table below therefore only 

refers to additions or changes to our original R7 table.   

 

Table   Cell reference    Commentary   

R7 Line 1 Total cost to serve 

 

The values fluctuate as the inputs for cost to serve are not 

constant over the PR19 period (2020-25), and these are 

multiplied by other non-constant inputs for number of 

households across the customer types. The values differ 

from IAP attributed primarily to updates for measured and 

unmeasured household customers in Line 14 of R1. 

R7  Line 2 Net margin (excl. tax and interest) 

 

This is calculated as the sum of: 

 

Residential retail margin [direct link to values on 

Retail_Residential (row 95) 

Less Current tax ~ residential retail [Line 3 (below)] 

Less Interest [Line 4 (below)] 

 

The change from IAP predominantly driven by changes to the 

PAYG adjustments, leading to an increase in PAYG totex. 
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R7 Line 3 Current tax ~ residential retail 

 

This is a direct link to values on Retail_Residential (row 711). 

The change from the IAP is predominantly driven by changes 

to residential retail measured and unmeasured trade 

receivables input assumptions, App13 Lines 1 and 2. 

R7 Line 4 Interest 

 

This is a direct link to values on FinStat_Residential (row 16). 

The change from the September Business Plan is 

predominantly driven by changes to residential retail 

measured and unmeasured trade receivables input 

assumptions, App13 Lines 1 and 2. 

R7 Line 13 Revenue ~ Water ~ residential retail measured 

 

The change from IAP submission values is predominantly 

driven by differences in customer number projections. 

R7 Line 14 Revenue ~ Water ~ residential retail unmeasured 

 

The change from IAP submission values is predominantly 

driven by differences in customer number projections.  

  

  

2.44 R9 commentary 

In the table below we provide our commentary on the updated R9 table submitted as part of the 

PR14 Reconciliation submission in July 2019. The commentary that we included in Appendix 22 

of our business plan and Chapter 10 of our IAP response our updated R9 table. The table below 

therefore only refers to additions or changes to our original R9 table.   

 

Table   Cell reference    Commentary   

R9  Cells in red text This has been updated to correct an error on actual 

properties reported for 2018-19 within our 15 July 2019 PR14 

reconciliation update submission.  The 2018-19 actual 

properties are now consistent with that reported in Table 2F 

of our APR19.   

The output has also been revised for the updated inflation 

forecast. 

  

2.45 R10 commentary  

In the table below we provide our commentary on the updated R10 table submitted as part of the 

PR14 Reconciliation submission in July 2019. The commentary that we included in Appendix 22 of 

our business plan and Chapter 10 of our IAP response our updated R10 table. The table below 

therefore only refers to additions or changes to our original R10 table.   
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Table   Cell reference    Commentary   

R10  Cells in red text This has been updated to be consistent with our 15 July 2019 

PR14 reconciliation update submission. 
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3 Developer services data request 

Table   Cell reference    Commentary   

Developer 

services 

Lines 1-4 Our 2011/12 and 2012/13 data was not captured in this 

way, we have therefore not made a submission for this as it 

will take additional time to pull this data. Costs for 

diversions have been capture in WS1 Lines 12 and 20 and 

is treated as Water distribution. 

Developer 

services 

Lines 5-8 No change from App28 data - Our 2011/12 and 2012/13 

data was not captured in this way, we have therefore not 

made a submission for this as it will take additional time to 

pull this data. The contribution does not necessarily relate 

to schemes completed in the year, 2017/18 includes 2 very 

large schemes over the next 3 years, hence the high level 

of contribution. 

Developer 

services 

Lines 9-10 

 

Total new connections (these are physical connections - 

not connected properties or properties, e.g. 1 connection 

to a block of flats is counted as 1 connection 

Developer 

services 

Line 12 We have not forecast any NAV connections - we did not 

have any data to make a forecast. We acknowledge that 

since the forecast we have had a number of NAV 

applications, however any impact on connections volume 

(i.e drop in incumbent connections versus NAV or self-lay) 

will be picked up in the truing up mechanism at the end of 

the AMP. 

Developer 

services 

Line 14 We have had limited notifications for Self-lay - some of the 

connection notifications in 2018/19 do not relate to that 

year. Moving forward some of the forecast will be catch up 

from previous years once we have received proper 

notification and infrastructure can be invoiced. Any volume 

changes (incumbent versus self-lay connections) will be 

captured in the truing up mechanism at the end of the AMP. 

 

Developer 

services 

Line 15 SLO's in our area typically cover all of the work or none of 

the work. 

Developer 

services 

Line 18, 19 Data from 4Q submission 
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 Lines 21, 22 We have not received notifications for NAV's for new 

connected properties and therefore have assumed zero at 

this time. When forecasting for PR019 we did not have any 

connected NAV sites and therefore we did not forecast any 

NAV connections over the next AMP - any change in 

volume in new connections impacted our (incumbent 

connections) will be dealt with by the truing up mechanism 

at the end of the AMP. 

 Line 25 This is an estimate- self lay is a relatively new activity in 

our area and there we have assumed a 10% uplift on 

physical connection numbers for property numbers. 

 Line 29 

 

 

This is the actual cost of new developments (includes 

onsite, offsite and new connections) minus any asset 

payments - 2011/12-2019/20 are in outturn with 2020/21-

2024/25 are in 2017-18 prices. 

 Line 32 Have assumed zero asset payments from this point - offset 

against infrastructure 

 Line 37 

 

2020 onwards reflects the moving of the offset (2011-2019 

only includes requisition contribution for onsite mains)  

 Line 38 Included within Infrastructure charge in line 36 - total offset 

(2020 - 25) - it should be noted that the offset relates to 

contribution in the year but not necessarily work completed 

in the year. We have assumed an average offset over the 

next period using previous years data, however 2017/18 is 

an outlier with some non-typical developments. 
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4 Outcomes Draft Determination 

Representation Tables 

We provide our commentary to tables OC1, OC2.1 and OC4 in this section. It is our understanding 
that we do not need to complete OC2.2, OC2.3 or OC3.  
4.1 OC1  

 It has not been possible for us to provide P10 and P90 performance levels for our PCs with 
reputational incentives, so we have left the rows for these PCs blank.  

 For PCs that do not have outperformance payment rates applied to them, we have left the 
P90 columns (i.e. P90 performance levels and P90 financial impacts) blank. 

 For PCs that only have financial incentives applied in 2024/25, we only include P10 and P90 
performance levels for 2024/25.  

 Our P90 performance levels for PCC are worse than the Ofwat PC levels, so we have 
reported the Ofwat PC levels as the P90 performance levels in this table, rather than 
showing negative downside.   

 We do not agree that annual PC levels should be applied to our PC related to WINEP. 
However, for the purposes of estimating the impact of Ofwat’s Draft Determination, we have 
included annual P10 performance levels in this table, to estimate the total potential 
underperformance payment as per Ofwat’s Draft Determination. Our annual P10 
performance levels that we have presented here are based on our 2024/25 P10 performance 
level. Our P10 performance level for 2024/25 is 26, and our PC level is 60. We have applied 
this ratio (26/60) to Ofwat’s annual PC levels to determine our annual P10 performance 
levels.  

 Our AIM P10 performance levels are positive, rather than negative (which was how we 
presented them in our original submission). Our new presentation is to be consistent with the 
guidance for App3.  
 

4.2 OC2.1 

 In general, we have shown the same P10 and P90 performance levels as we have in OC1. 
This is because our P10 and P90 performance levels depend on what is possible to deliver in 
practice, and the potential risks/upsides to delivery. In practice, they do not depend on the 
PC levels or ODIs. However, our P90 performance levels for PCC are worse than Ofwat’s 
Draft Determination PC levels, so in OC1 we present our P90 performance levels for PCC at 
Ofwat’s Draft Determination PC levels, and in OC2.1 we present our P90 performance levels 
for PCC at our P90 performance levels.  

 It has not been possible for us to provide P10 and P90 performance levels for our PCs with 
reputational incentives, so we have left the rows for these PCs blank.  

 Our AIM P10 performance levels are positive, rather than negative (which was how we 
presented them in our original submission). Our new presentation is to be consistent with the 
guidance for App3.  

 We have updated our 2019/20 expected performance levels. Our expected 2019/20 leakage 
figure is lower (i.e. more stretching) than our previous forecast. We have applied our 2020-
2025 PC levels in percentage reduction terms to calculate our updated implied PC levels in 
Ml/d. We have also used our updated 2019/20 Ml/d figure to calculate our P10 and P90 
performance levels in Ml/d. 

 As we do not agree with the tier 1 ODI on leakage, the caps and collars that we show are 
relevant for the tier 2 ODIs.  
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 We have completed the rows in the grey part of the table in full (i.e. all columns), even if 
there has not been a change to all elements of the PC/ODI. For example, if we have 
changed the ODI rates relative to Ofwat’s Draft Determination for a given PC, we have 
completed the row for this PC in full, including reporting elements that have not changed 
(e.g. the PC level and definition).  
 

4.3 OC4  

 For completeness we have provided updated 2018/19 data for our PCs where possible, 
commitments such as the suite of satisfaction and vulnerable measures do not have enough 
base data to form robust reportable performance.  

 Percentage reductions in Leakage and PCC have been calculated based on the revised 
2019/20 three year average reported in OC2.1. 

 

 

5 Data table validation  

5.1 Data table Validation flags  

The data table submission has been checked for validation flags. These have all been 

reviewed and we have confirmed that none of these are the result of incorrect data 

entries. The validation flags all result from the validation check being inappropriate for 

South East Water, or result from rounding error caused by complying with the required 

number of decimal places.    

  

  

-ends- 
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