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1)

(@)

3)

(4)

ChapterExX¥ecuti ve Summary

I ntroducti on

Anglian Water SAngi'mas Clhiemialnegdmsi(galer f or mi ng Aomgpaawn
has rankedt hrneadt ke tampl sewerage companibebei hashelBniy
in respleetaohual headline performance measures det e
Assessment or Servicelbhansebteienet Mechh@ampi pre)ylfor8ner i
yealTse Cormspamryng perf ald mancceentways hi gleBi gered cen DOF i
Report-120w8ich ranked Anglian in its top performar
includingtehekesgalpeanudstamer service, meeti RG&)per for
| eakage, water quatetgwakcoséwetsfhaddi ng.

Th€ mpany has reduced |l eakage by a third since priyv
average in terms of watmakilmgti tpetrhe&ill @mankitme pdr fpo pre
signipgomalngornowt h in the region, Anglian puts | ess w
Anglian has an excellent water qualriitnyk ipreg fWartnearn cl en sr
(DWDChi ef I'sspet®9oNietphorsti.gni £me ai tCGommpplrioavnce Ri sk | nd
which is now well below industry averageéngrndamnsea sof
in the ftoarqmd2a25%ry performance for water quality cont

Angliahwo dely recogsiposedi bbeabusi ness, having been
'Responsi bl e BusilmyesBuxifneashse iYrarhe Community in 201
'‘Quedsn Award foti nEn2telirgpsUieghest accolade to c¢iehebra
recognition of the siQGmpfaingarhta sc amatdrei b unt iscent ttilmegy new
sustainability, and for embedding3tshiggtidiinabicloinmpyantyh
Yeadaat the Utility WWakeAwprondy ofiatl OtlBereWat er | ndustr
2018n®Best Pl ace to '"'WygriGliassdbeAngKsi a@ddmhliot i ous | eake
innovation strategies were also recognised at the |

Thecrommendat i dsnsPiitnt “20edva e ws et out actions focused
miti gatacodnaandieed fofohtowadt abiel seyere summer f | o
time as the | argest peacet imoempe needr gtehnec yC osni pnacney 1t9o4 5b.
work standards around risk management and clhhunpiamegs s
to have fully embraced the business continuity reco
bw hlent emmaadt iOo gani zationtfooBw®Ri aedar Conat ndBiytsyt evhan a g
standlag@2301. This international standard recogni se
systems in place to keep its busineses Cammamy tamdb
resilienfPrhiucr ntteesthe transitiomnl|l e e0 | ¥2 Zdlo,ptAemrgl

Ofwat's 2018-19 Service Delivery Report, page 5 (SOC265).
Drinking Water 2019 Q2 Report (SOC266).
See https://www.queensawardsmagazine.com/award/sustainable-development/.

The Pitt Review was a comprehensive enquiry into the widespread floods of 2007, in which nearly 500,000 people were left without
water,

available at:

https://webarchive.nationalarchives.gov.uk/20100702215619/http://archive.cabinetoffice.gov.uk/pittreview/thepittreview/final_report.ht

ml.
Other certifications held by Anglian include ISO 45001 (Health & Safety), ISO 9001 (Quality), ISO 14001 (Environmental), ISO 55001

(Asset Management), ISO 27001 (Information Security), BS18477(Customer Vulnerability) and the first UK company to achieve PAS
2080 (Carbon Management). See Anglian's website available at: https://www.anglianwater.co.uk/about-us/who-we-are/management-
systems/.
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Standard B®r2bo®9d9@ation for Busi naensds tCoen tfiinrusitt ywaMaenra
adopt thi%s standard

(5) Angli aerfoaoaonfirmedmi temimbthmantespobei bl e business i

it became the first vaatdarl eceonrsphamivib ¢ inc Eimngtl ehrsedsctonst i t
documents by amdrcdaes® oifalstiso nsptuartpetidsceo nd u c t its busin
operations for the benefit of mdamber sy aduea fwholid swh
region and the communities it serves and seek®ng po
evidences Apmelgimmncommi t ment to deliveringtak&iwnwpgceant
account wiecheri T 9menmiemt aAn @plbijectéexpsesses its purpose
stakehol'deeatiarsg soci al andrietnywirmn hbetrsxfelypowgip e a
commitment to Lbve Every Drop

(6) Since privatiss atuisdarmo,meAn liil dosv ehleaM dj U sntc r e@%,e dt he s mal

of all compani es, compared to an indukarlemaveyageloO
|l ast five years, twice the national average.
@) Anglsi asnecure financi al structure has been resitlient

has maintained imtos eBa@hwynweatsng for

(8) The price rfeivyear fper itdide comme nRRINY hiars Aparkieln 2p0l 2a0c e(

(10)

backdrop of mounting economias aantd mmeoalitelt ,al r ewinlciea m
chanpgere remceMat ght Pa2t0i onal AWNAQPuOt i srbeepdo(nat o0 wat er
supply and demand manmgemeocabnwhitbduangedon now to p
England running out 'oTfhewarteepro rwtit tictmitang il 200d gyseoagrrse s s i s r
Deftra del i ver ord iat g echjle dHifihevau egho sty pthleey NP A©Op oreti nf o
the need -tfroacka apypprnoach to managing demand and enhal
Anglsi aml an.

(9) Si micloanrcerns | ed to the introduscttatoastyd niynf &0 1@f watf ta
l ongegrm refoli domded water suppl y andads waetgearr drse ceyncvliirno
pressures, popul ation growt h a'hTdh ec hraensgiel sv adsncree odmstwym & |
in 2017 hehebmwmesnet strategic pricbmitenfert @eEwawvat o s
invest and operate to meet the needs of current and
for money ove'r?At Natli omalt émmr as¢Nrldcée poet Comm2@ 58 bat
failing tdo oiumée stiiseimdehlymost double costs for consu
years (itlol)iAct 0
The east of England is the dlryiiensg troepgo gohna eihng .tohfet tUlhke,
fastreadtes of housi gg dawn Whepop cloantbii ord with the i mpact
creates a significant i'snca @e®mmeniitni ersi sfkr otnmo btohteh rdergoi

10

11

12

13

September 2018 Plan, page 9 (SOCO001).
Anglian's Articles of Association (SOC267).

Anglian's Articles of Association, Purpose and Nature of the Company (A), page 3 (SOC267). Anglian's directors have a duty to act in
the way they consider, in good faith, most likely to promote this purpose, having regard (among other things) to dhe likely consequences
of any decision in the long termband dhe impact of the company's operations on the community and the environmentd(page 13).

See Anglian's website available at: https://www.anglianwater.co.uk/about-us/our-purpose/.

NAO Water Supply and Demand Management Report (SOC269).

Section 22 of the Water Act 2014, available at http://www.legislation.gov.uk/ukpga/2014/21/contents/enacted.
Defra's SPS (SOC257).

NIC Preparing for a Drier Future Report, page 4 (SOC270).
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(11) I'n Autumn 2017, Angyleaarn Sterfarteesghiecd DSBS c2t5ifanr s3It adteevned r
200%(Angl itame i®nl y nc onhpea osgerncitiomued t-peaseSDbDlet @bskhape
yedrmusinleas @nd to hawdtref ln@slyepdarist of t)hi Fhpriupdat
foll ewednsi ve consul t atnido notvhietrh so omasktethmeerdsepldte ot i f i ec

(12 Thbusiness plan develropd#ealiy pAmgloidamommefAMR@t)Hen Ap

alreadycwmatcer regi omsthartifouleaf aexposure to environ
both in the next five years and in the |l onger term.

four-tleoamg ambitions for the region:
0] make the east of England resilient to the risks
(ii) enabl e sustainabl e economi ¢s afnadg theosuisn gh gr eggioomt ;h

(iii) be a cmewtornal bus8O(mnesnscebyacxOel erandd to 2030)

(iv) work with others to achieve signifidédeatchmeaoven

i n Ansglrieagni on

'‘Par was prepared with nae v aeesve t of'sdA3i® avieapilnagn .t h e

(13) Anglian submitted an ambitious Plan, with stretchi

(14 The Pl an proposed a steaempd charnwgiec d nl d weelé ait nmErad vt eom eArMtF

Pl an was created'si nnldiemre tvainth mignpolfd e@thwa twa s taensd e d

wasxereated with customer$ tmobrsdugdettaid e@ommalnyext e

engagement yedd hwhehootfktercustomers overwhel mingly

being fondewesbrnbet tregs ialnide mto rismeprrviewaeedsr anthent al out

rathlkeani ssgugec h i nvest ment po®tponed and bills fall

creased4mdl )AWherst i | | del itweerm mgedaicteadin in bills of

> @ © S

at (an increase of just 1.9% relativematoaMPG6) n

nw - 4 — = =

(]

(15) The high quatitysbpémédngéwhbagbhmdneéew on the views of

customers and, saandéebhbedexspntectoedwhiinc ht ie¢e PMaasn,r eWwds

Of wat throudtleatdAe@gs eogoi t awartldneidt iAanlg | A sasne silswjfgént o f
Anglsiimchependent Cust omer ErEdgfageliment r dod g sodim ptamayt
customer emwpasgemamtng and that the Plan faithfully
custoter s.

(16) Thel aams propxypeodes Anglian to significant downsi

balances this with upside opparyt prriitnicd 9,0 eisn | i ne wi

14

15

16

17

Anglian's SDS (SOCO016). The original SDS from 2007 highlighted climate change and population growth as the two biggest challenges
facing the company. The updated SDS acknowledges those challenges remain but builds on them, and the responses that the company
proposes.

September 2018 Plan (SOCO001).

IAP Summary of Test Area Assessment, page 4 (SOC271).

CEF Summary (September 2018) (SOCO012). In particular, it was reported that @he CEF was impressed to see that the company listened
to customers carefully as it developed its priorities and plans for PR19 and beyondd(page 2); dhe CEF was satisfied that Anglian Water
can demonstrate strong customer support for its proposed bill increase of 1% over AMP76(page 4); @ustomer evidence convinced the

CEF that customers are clearly in favour of making the necessary investments now to guarantee the resilience of services over the
longer termd(page 4).
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nding redquivemebt:i sehnhamcemgni f poagednnmenrpr ecedent
vel of envirommant(ali )olyliogva thi npanroe aesost |i dofie ®As3(1a0 A MP 6 )
e Plan pbaové deplerf @tri onal expendi t'BRateptxon ad eanap int dIr or

met anses, ar éprgee and det ermoehtatgihreg aeseti ckha sd atnd



(17)

(18)

(19)

I'n cofwasEFi nal DetFdrfrmirn athieo rCo(mpdaoneys anto tPRIr% vi de s u
Il nstead, it;

0] significantl y (n doearsfeu nrdesq uAinr§ebnmiednit iso if dya tAe of a
reliance on mordeecl osg ntihseey loctéhadt ke t @o rhmareys , i ncludin
driven by its high performance, new service obl

(ii) does not adequatsehpaduemmdermtngpli am (ani shidesphat e
Enhameeant expbedlihgugel y dri velml ibgatsitanaut ory

(i) ignores important categories of cost which are i
unrealistic growth forecast, and proposes a roe
c ompseant e Aindgrl d vatnh i s hi gher .t hlam tOdtweaalt, atshtseurmee si s
in funding for growth of A318 million; and

(iv) |l eaves Anglian exposed t ¢ Adidi@n)wiotecha nrtetsdp@Encsth atmoe n t
scheme and metaldehyde programme by offering a
practical effect.

Overall, the FD fails to deliver besfPlaalua Ppointus

recogni sed when presentAadg!l ®lasmh vbhsPogt Ob@at éDDni nat i
(which has not chanagend 4imwgonmidfsi paretf'seyRlaeadn RD) |l i an

It i s important hbermnmpeéelddati amal Bdxépeenndda ptiutrael (expend
(capgWhile the Fruppriofvimideiés dgaB capex 6f romi AP | arsgel y b
need to meet unprecedented environmental obligation
the scale of increase é@m, tthhoeseFDbsigatiansoudgluy t de
al |l owdmde mi |l | i on MM@$cke stpiadane the significantly wide
i mprovements i n ser\Viihcee FrDe quunidrea dsuimdesdpdenrgdliitaunr e pr og
by Ami4l4lTitben.compafAMPénys fAMP7al |l whalresal ¢ uBihgimse dl b
bel.ow

Figurel  Anglian's AMP7 wholesale plan compared to AMP6

£1,429m I £744m

4,000

™ £65m £265m.

Anglian's AMP6 Wholesale Anglian's AMP7 Wholesale Ofwat's Wholesale FD
expenditure forecast (post DD Reps)

mBotex ™ Enhancement

Source: Anglian

18 This is still £161 million short of what Anglian has evidenced is needed.
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(200 Not every part of a regulatory package wil!/| be

corr

However, in this case, &l mdsfaeéVvVerghaspeof pfoO@Of dan
to carry onuetc etstsea rwereddt elde predferiensesust omgusr amdnt |
set by the quialhigtwyi memmoemt ptrhd@rd nki ng Wat eiri n ntseprencst o

of water qualitly and environment

(21) The wunder fundd nRgl sorfe xXAanmd ri Hantt €eli dnenhhe of t he package
skewed towards penaltieournatomer dieh a vebDlywa axdikranditdhvee (

FD scnohemsntbtasiedd on i nconsistent ednmgpacays tfdméeemvast s
and wililAmgeleaaent t he Compsingnidfeil d asretr sii rpperrofvoermmeannt cse .i N
costharing mechanism provides Ang85b@n oi t dsnppemldy dwehri sl ne
exposing it to thepemmdg D) t yThdsiammcwaeri mposed on An
it djadhdn dtoeasgrreet wi'ds hc ©Oftwaassessment, for the reasor
Statementl ofsiRCGase, t heh®ODilna@npa cloadtd esndour age i nnov:
efficiemy afeéli mngervice i mprovements.

22) Overall, t hsr &fDo reex,p o@fewa tAn gp @ rafngr mihreg hd grhipeasnty i n t h

nearertainty of making a r ést uasns enshsi nceha tigsh fl eetlshsa vt ehraang el
of caWACQ! OFf wassessment of WACC itsel f'si gsositgoifficag
and that shortfall in all owieslk riemmposasdilby exlaeeFDat e
agencies have alredidmeanr ecogmEmpeadavtehiasl ready been do

| east one of t h'®l nr ad d dligtr iadgne, Maitieean r emaires i ew f or p
downgs®wWbhere Of wat identified finarovealiel iitny oc AMPETr i
price control s, achi evpadgast hyroodRAYE ifnactree ash oi\ge tthlee na
Mo s t compani es, including Angli an, did not request
evidence t hatr st hseviprpoacusetdomehe resut hengdbbhcement sl
heltgp mprove fimaanaceadbinlgi tayg,enc's psed e ka djensstyncehnt s i n

anal ysi s.

(23) Of wat has erred in its <cost ofs adebd!| ad d otwaaot e emlp e g
Efficiently incurr ed nipekbgta uhsaes ibte ewna si ginsosrueedd mor e t ha
the increased risk to the business ultWma®feWwsyt RDr an s
assumes thath Amgd other companies) would be able to
equity and debt funding to make necessary investmen
at a hi gheerstciokapt el@dh avmat as a rceesdudnt eodf Itohwe ruantper eof r

FD.

(24) Of wat had an opportunity to set companies stretchir
resilience and persf awrumd mane,r sass aAindg Itiheeny wanted, and
companoi easc hti eve higher standards while stild]l all owi
prioritisetserlmrbgiel |swhroefcdwedch gbbhan to cut back on asset
undertakkergnhdritxes, and delagwdsenvicenmeerstal i eEmprove
costs are deferred f orsufoutturnmealc usetvoenhesr so ft oi nbveeasrt me n
higher in the long run creatingndcipndrf iwalnue ifndrerngecer
t dngl'si allaad the overall resilience fThhecepé@aivht hashao
companies across the sector to meet underfunded p
reputation of the whole indubatoysand the | egitimacy

25 Finally, the FD penalises Anglian for its capital :

s hatrlee aloluaged f barrnmasnicneg from gealOf wgtabhese m&S%( wi t h

1% Including Welsh Water, Severn Trent, Bristol Water, Wessex Water, SES Water, Anglian Water, United Utilities, Affinity Water and
Thames Water.
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(26) Inst eafdwati mtarsoduced a penalty to Anmglisin@aemmtiitwi $ eavewsdhk

evidence) ®BhatrAmgluiran poses an inherent risk to cuct

countervailing benefitsl n tpaprroiveladteasrh,atso icgunsotroende rtsh e
customers f'shlm ghnbyd iHxeo gn ad mme eased o pecriaetsi,onan eenfhfan
ri-hgnce, credit enhancement etc.) which are. particu

to invest in lodghuwsibmesss .onmMmhaey have repeatedly den
the business (and to customemisllpifomalt perforimancei nw
in 20009, i ni d ddifiomayd Ailtli5o n a | equity iofoathenbdusgnss
brought about by negative RPI. They are ent iatnlded
exposurdantahrei Skutur e

(27) Consi dtere nggbove, and notwithstanding its strocoemred perf
to request Of wat Compefeti ohsakRD CMAK DES rleudtehtcerrimiyn
This is the only course of action that wil!/| all ow A
customer s, the resiahidende afbi Jlinscyl nuediowaiuilgandm && t y t s
sharehol dea sr ¢as cenaarbnl e r,abd hmr copme rc appe rtfadr mance of

Statement of '€asmritsaRAngubamnssi on i n twiedertolcee sGMAMA nv
the information necessary to undertake its redeterm

Of watduties and priorities for PR19

2.1 Of watduti es

280 I n conducting the price control, Of wat i s bound by
consumer ;¢60BBjecatrieved hat companies are able (in partic
their capital) to finance the proper ctaarrnyime® ioluite no

29) Of wat is also bound by the dubhyatoorcdthege Gui &h rt me rdt
SP32The current SPS came into force in November 2017

Subordinate to tHOdswatpriismadfys odabtesiuveecsb nbdyary dut i es;
promote economy and efficiency and the duty to
devel opment .

(with a series of underlying objectives):

0] Under the 'S8eadi neggealfrm nrge',dihlei edreqear t ment f or Envi
Rur al AMfeffajee gui(red Of wat to challenge the water

to meet the needs of current and future customer

over tHherdmong

(ii) Of waads al sochakeédntige the wateri dercttioffry taondjomd aitr t

of customers who are struggling to afford thei

(iii) Of waas t askeadinomahkets to drive innovation and

that takes account of t htemmendediwmbhifaradaredf wgst) e
systems and services; and /[/or (ii®) the protectic

20

21

22

23

24

25

Sections 2(2A) and 2(3), Water Industry Act 1991 (&WIA919 available at: http://www.legislation.gov.uk/ukpga/1991/56/contents.
Section 2(3) WIA9L.

Section 2A(2) WIA91.

Defra's SPS, para.8 (SOC257).

Defra's SPS, para.28 (SOC257).

Section 2(4) WIA91 and SPS, para. 36 (SOC257).
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http://www.legislation.gov.uk/ukpga/1991/56/contents

(30)

2.2
(31)

(32)

(33)

(34)

(35)

(36)

Finally, Ofwat, and in turn the CMA, must also have
including t he principles vunides sthakh b e g utlraatnosrpya r
proportionate, consistent and targeted only at case

Of watpriorities for PR19 are clear from its publ |

Prior to the publication 'sofmaciesaFi nalk Beebodohbhoggy,
sevepuwb!l ic stanamelyWsitce bill s asdgweiokatncdadiitdciyanpcietnatli v i
water cofmpdamigds geari ng.

At the Ofwath€ldyobhrila¥dmyggnt2llelxGChai r man of Of wat ma
which underd i memdmiCtfnveartt to a | ower cost of <capital
customer s:

'Markets show the scope for the cost of capital

ouexpectation of a step change in efficiency, be
up to the headroom for a material reduction in ¢
priorities there may be'around resilience and s

The GQtaani rof Of wat al so spoke at %thke d2®h7 12t idaitrto ymeWe &
which he announced (among other things) that:

0] water customers cotthd Hecatdethé athawhttngfbills

(i) the upcoming price raeview rwacorld kfedry ttlhoe sledawe st
capital 'gdmd twaatert he returns f or ¢ onipsaoni etso adreel il
returns for their sharehol den smorceo nfpoarnitehse inre ecdu st

Prior to the adoption of 'eautmepehfami WaIhnwhaed bshdreagedr
going to targehsdadcghtpmgedihedChairman of Of wat, sai
that Of wat weoausludt easdlogpaad nt o a progressive reduction

sheetnsd skauritisation may 'Wel Il become redundant

Absent from these statements is the retotgwasiobhhef e
apparemtafirearly stage in the PR4A® Ppooztse mMhiatthdnlgs
of i ts customers and the environment (driven by s
Government in the Water I ndustry WWEP P @amal tBrev iWaotne

Resource ManagWkdmBtwaPsl alni k(ely to be i scammpadttaiebgeed wi
certain company dsetlri umstrtugaeisalanrdedwcti on'3 n prices to

At this stagé& ievotlhuea iiomdJuoptaryt i cul arly given the nee

Angl i an 'mad gifiwwurajueducti ons in bills can only be achi
l'imited ambition, are driven by | WmMmNEBEd WRMPuamdygrnr
and/ or are butketmasolbntdiehersuch as reductions in c

% Section 2(4) WIA91.

27 Ofwat City Briefing Transcript (July 2017) (SOC272).

282017 Utility Week Congress held on 12 October 2017, please see Ofwat Utility Week Congress Press Alert (SOC273).
2% Ofwat Letter to Defra (April 2018) (SOC274).

30 The WINEP represents a set of actions that the Environment Agency have requested all 20 water companies operating in England to
complete between 2020 and 2025 in order to meet their environmental obligations. Drivers for investment range from measures for
protected areas, improvements to meet river basin management objectives and other local environmental priorities.

%1 The WRMP sets a statutory obligation on all water companies to secure a long-term approach to balancing supply and demand in light
of the social, economic and environmental challenges facing the industry, which has been developed following wide consultation with
stakeholders and the public.

32 Ofwat City Briefing Transcript (July 2017) (SOC272).
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asset healthsmaowbal'leamdéefacy pastdponicnegasitnhge tnheee dceods
invest ment €e€ocoperabdspabBathenadl8nfrast N eper Com

not¥d.
37) While Of wat has conceded in a couple of instances
in relation to | eakadephapopmént o wmbegdadiwt homald f undi

all oweHb wetvaes ,not tranadadedaitnediing iimtTghr acitsltd efciagitseer

costs requi rridnprodwad| eve saervice (as is the case
on lagak for example) are nsotapgprildaychr.ecogni sed in

2.3 The FD i mposed upon Angl iGfnw'sidsutiirecsompati bl e with

(38) Mar kcedanges $napPpwaadach and met prodeoel ioggwy pdruad enggs tshweg g e
objective assemscsenemitg lotf lkave been comprpmioeeredt yoohctl

Whil e Anglian appreciates that Ofwat has discretion
as appropriate, some of the changrees awiethtasf awamdaee d u
reasonable. Anglian does not considersthégulraporyged
particularly regarding?3® inanceability and resilienc
(39) Rat her thaevgaabpl wienghtts primary duties in PRZZ9, as

establisheflapd exetdiemd i n accordafnc@P WYifthr Othlwe GBEB® @tr o
appears heavily weighted-tteawaridst ea pmarrad w oynnionf s th liheet

form of low bills for this price control peri od.

(400 This approach is at the expense of wider consumer
future,erlnonogper ati onal resilience to growth and cl
finance the proper performance of their functions
capital mai ntenance and meet iOfgwsastif g il fuireca nto ipmrvoevs tdr
all owances (e.g. for gmpwao i seskepceonnddi atruyr ed u tayl stoo coo n

achievement of sustainable devel opment.

(41) Of wat hds oadseoned its tmeé er s ielttiaot niorac |dubdneg etfftien@afm ci al

resiliaeanlher etlaaniiomgsaon opeéereatcieomayglaimegi Icl i mate ch

which the duty was intended to address. Oof wa't has
interpretat iWen refc otghnee sdeulttiyema e sdmuegi fi c | egal meani
But Wweoarecognise thad hasshbl bemaeet hiaplpilngation i
risks to the systems and $&%rvices that customers r

(420 Of wat has <cl ai med t hatwitlhli sr epnriincde croenvpiaenw,e sP Ridh9o, i s

their plans are not based on cuistthoenye rwiplalr tg ecti pvaha to n
from 'GfHwawe v®frwat has ¢ oncponosnu nseetdy ddisgr ¢ diaer dirred er e nc

which thesCompthamers have, cheatsrtl  heprgens sadd owi ng i

those preferences to be realised

33

34

35

36

37

NIC Preparing for a Drier Future Report (SOC270).

For example, in relation to leakage, at IAP, Ofwat accepted that a cost adjustment claim was needed to address the additional costs
Anglian will incur in meeting its challenging (continuing) frontier-level performance in leakage reduction. However, Ofwat made a
mathematical error in its calculations which resulted in a significant understatement of the correct cost. Instead of the £55 million cost
across AMP7, the correct figure, based on the same approach used by Ofwat, after correcting for the mathematical error, would have
yielded a cost adjustment claim for leakage of £126 million, a difference of £71 million. At DD, rather than maintaining its approach while
correcting for its error, Ofwat reversed course and rejected the claim in full.

Bristol (2015), paras. 3.3 and 3.4 (SOC275).

Ofwat's Towards Resilience Report (SOC276).

2017 Utility Week Congress held on 12 October 2017, please see Ofwat Utility Week Congress Press Alert (SOC273).
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(43)

(44)

(45)

(46)

(47)

(48)

(49)

(50)

Of watapproach is also incompatSPBl aswihle fbeuGovar hn
Anglian from Jdalliueesdoingt ibtessg mj n t dakcecnouonntg twoi der envi |
and soci al i mpac'tss aaed opusbomeres, i n | ine aviet h t
Company has provided.

Fi naQflw@at approach is in stark contrast to that adop
ScondwW(CsS which, in regulating S¢cbutiism MWanerwagsile

chall engwatidna utshter y d m@elnegs ,anhdas'l 4t atsedothabout mini
in the next regulatory fcothare !l cypsetromar santdo | gawimi gh
inconsistent wishduhg Commu#asrencust omers

A more detailed assessimeantaond ©POf@amipt e@®fsw@ tsd wsteite so uitr
PR19

Angl's aRl an respgmuded ory i ncentives for efficie

The regul atory regi me, in water as ideprowvhée pompani
act in the public interest. Overall, i nv ecsltuodrisn gmuas
reasonable return to cover the cost of <capital. Lil
company is poorly managed or takes bad decisions,
available for the best performers.

Reguldatcompanies shoul dviee evhpaded htey rhiaxke control ,
to reduce costs and (increasingly since privatisat

i mprovements or environmental é&enmefhtghekir kbhiaalyl 4
require higher returns. As the obvious way to diver :
and penalties is to invest in several companies, an
thatrcohe cost of capital should provi,wel & sothicie

This basic strucBRbeKe nedthaeblli9Obeedvieadss plBelebny r egul at or
ultimately thegouMMQ/h@C/bGMA ¢ :pammer ipd £ sshrewlad nbe expo
incentives on their controllable costs and activiti
factors, such as growt h, statutory obligations and
operatressadi fferent el ements of the price control

0] it i mplies companies should be exposed to risk o
such as rates shou)] damé passed through

(ii) the components ofshtohselugpporcte tchoinExw@mrhphej pi e the as
of cost efficiency takes no -gaucacloiutnyt noeft waodrdkist,i ocnc
not face incenti vesuatla tcyr ensettewosrikesh hi gh

There are marey vaicfafadreentcompany can imprcewnitd e/;i sietd g oo |

tths emo st vattwablusetomera competitive market, cust ome
companies through taepedfowitoisghtesasopphiyated sect
determines wiylomgthteesisr tlmefpal f, incentivising or di
way the price control is constructed.

Angl i an ddmmdi dehres mechani sms of the pricustomaniol S
Accordingly, Anglian developed and tested its plan

extensive and robust cGosmpameyr hansg agwanrehd ant hhwegt erdo,r e
500,000 custewBeosgh mor erteman chGndieflfs, for which Of

38 WICS Strategic Review of Charges, page 4 (SOC277).
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(51)

(52)

(53)

(54)

(55)

the @9mlaying in the sector for customer engagement.

the abstract, it also sought and obtained informed
as a prolwvouled face and constructed its Plan ascordi
DD(which has changed little adtrF®Dnpgf evi ¢ hc e'ufsBRBanfer ¢l i

I n summamhes ePtlsanout :

0] proposal spfohamgestien (30 %tvetsignnternetacsegnhance its n
responding to the challenges of growth anandcl i ma
i ncr eBostienxg by ;just 1. 9%

(ii) ambiti ousdweotsiton targets so that Anglian sdadudld

reduci ng c ubsyt olmelid loinilgl svi t h

(i) a step change in the | evel of support of fered
ot herwise vulnerabl e; and

(iv) stretcoahgientgs ttehr ough t he ODI mechanism, to achi ev:i
and are prepared to pay for.

The Plan therefore struck a balance KEemwpwaeynOfaivimat man
face, responding to thanemeae dvhfidre sniognreitfhied aersts irnevwleusc i
and increasing support for vulnerable customers.

A more detail ed AsgétssaPteannt roefs phoomded t o regul atory i
hi gh perier sma Ccheawtt eiring lanPl an and how.it was buil'tt

Of wat FD fails to recefghi cieemlingt 6 atns

The ®&mderfunds the programme Anglian nelendsadtdoittd amr,
perpetuates a confusion between rmoisncriemasged secsope ad
and cost increases that ar's ttheerftfesntdingfstaemsffrcoml
on models that (a) do not capture the uncontroll abl

t he c ocsotnst roofl | abl e decisions to providaubi perogyiedkirgy
incentives to reduce mai nt enfainx es calcuttiivosttsy rtabnadi/ponte ool
forfubhagaitnhset r epeat edl y efx pArnegs sceads twinsehress. o

As il lugstmgatetdidyi ncr ease i 2 Qe5x pceonndpiatruerde tion t2h0e2 c ur r
period is almost entirely driven by:
0] Enhancement éexpeantdiitsurtehe costs of providing hig

stat uggpuiyrement s through extending the asset ba
increased Emnumanaongmentr compared to AMP6 but fall

requibeeadawde the significantly increased Gover nme
faced bydAamighg amadPdDeyond. Overall, it del i vers
(A1®i In)ioel ati ve gdloaBAhhg@hicament spend; and

(ii) growt h expAmglstameegi on has histoavemrbdyg sata amn
The expected growth rate olevaenlMR hei g eggh ®mwne hawe
ten f-gewiesg cities, by housing growt h, in the U

These are Cambridge, Peter Wdreswpgh earn disi Mg 1 tAmtghH K

3% Accent Acceptability Research Report (SOC190).
40 See Chapter E.2: Growth, Section 3.1.1.
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all owance in AMP7 iidssMPR6y eenn d otwear e hiasnh a s heor t f al |
compared tso PAmoil.i an

(56) Angl'si al an pornobpyonsoedde st iinn cBrodiaes®e¥o mp arietds t @ex peAMP & ur e i
This small wuplift was driven by the cost of new ser\
fl owi ng nfeream ftolre asset replacement, or the increase
as a result of changes such as the requirement to a
with these cpattiialclreyaskebkset bmip rsotvreemwetniitiéssh g | ied h i bl s
targeted.

41 OfwatFD underfusdefAngliean base6Bnipénadinture by A

57) The&l an proposed a mode &Anh g [(silBaokt %)x ianl cl roewaasnec ettABME® Bp ar e ¢
expendByucentrast, t hes SRiD I(iTodo s 8 b oBat ARl lalil mwances
Anglsi aml an. Thi s 99mipl I¢6%gadnet csr eaagsdell n s t 's Bontgelxi asnpend i n A
despi markiemlcr easéhe assaé&dsnbdaesdes rel ative to AMPG6.

(58) ThiBetex shoistallfrom a narrow reliance on fl awed m
di fferences 'costodmpareia@asing to serviceecpunolantdy an
topol ogi cal charegfheglsearmwesByo ff atihlei agi mportaongntcest
reflective of the Anglian region; n@ff wa tc Amigsipratse rt piroen
as the-leadiog company on | eakage | eft it particul ar
FDt hat imedwhsedi d not capture dlhlahbcarriayiefrfse roefn tcioaslt sc,
mai ntaining -ceeadiemg Isezhkadage | evels aamadnwmkeear aadfdi dli toe
cost dirmwoled ceiark@ge and pumplbwgvbeeadst failed to appl
to recognise similar differences in other service a

59) Anot
mai n
tran

er driver of thet BOf wat sHodt fnalt| aissoefs sc atphiet ad
esachaaset r e pneeccesmentamount of mai ndarech@awmcer wo
ferred assets which were not part of base cos
report by Dr Harry Bush and John Earwaker whieh rec
|l ooking samnmdal ycsapi t al MlgAinmgtl é naann cseu bmeeedse.d t hi s report
PR19 process, but Of wa't failed to take its recomm
responsible companies that replace oordoesarbndhr as
companies that wunderinvest in capital mai ntenance,

dramatic bill ri ses or risks of asset failure. By it
al |l compani epehnavaooapt tbishe detriment of future g
|l earned from PR99 where the approach that Of wat hac
by a parliamemtsanyecbemfdabkbenegl ect

- = n ~ =

(60) By contr ash®coWwWltdS h water regulator, together with ¢
consumer bodies, GoyakFrnmgnteguldatomsmuni ties, i s posi
Water to understand the scale of t herlrmedssieng reg, atclke
recogniakl oWwiamg an i ncreas®adms erxe etntda tt uS e@tetoidsaty nWa |
refurbishing and replacing its "flsmeittss i a0 a0 feicroalo md
Prospects WI®S aPakincoevlheadg eao féfx adeesween c'wsirormets bil |l s
the interests of future customers who may inherit |

41 Bush & Earwaker Capital Maintenance Report (May 2019) (SOC153).
42 Bush & Earwaker Capital Maintenance Report (August 2019), page 8 (SOC191).
4 WICS Strategic Review of Charges, page 10 (SOC277).
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asset replacemént haadOt@deni nati on dOwer alolt, r@fcwatnise
exclusively on & opawmodwellainmg @appr oaches .-c hGfcwka tt hfea |

results of its -unpdevisdewi der dfst daacebhu aclo ncpaamiyt a | ma i
AMP.

nt e

61) Of wataddidgrowt mfcosts (which Of wat h apsarhfEndotdaonrcieanelnity
expenditure) tBotBRotadd lHdD efxoarcmer bat ed t he pggbekgmtett
new (predominantly capital) experdkitsuriengwintelh woa dkesl sa

mani festly unreliable results. It also led to insuf
of allowances between opex and capex, furtheaonaggr
both thesopérahneobusiness, and on financeability.

62) The Botex allowance in the FD is insufficient for An
the Water I ndUuUWItAYl AThe 18PBllowance is |l ess than the
mancdcatgi ven to ittlakei actdc owgstthhemednestrneirmiosreat i on of its
mai ntain the assets it acquired-liermdAMR6 perd oaamratnicreu

63) The consequescési obhert i Boternsed risks of service f;
environment during AMP7 and a | ack of improvement i
hi gher asupt hoef bmailndt enance backlog and i ncrdedweagd (rad:
a higher cost) by future customer s.

64 The Botex funding gap is t Hserdeutoirees itnoc oemmpsauri eb |2en gwiit.

promper formance of its functiinotnesr,e sprso naontde rsietcsue e $l ioen
Thé&D fails to chelllaennge nAnegsiti aanndt ooper ate t o meet t
customer s, in a way which offers 'messtOfwaaltue sf oreqgmadr
under tihien SfP&Sct it achieveags prleei cad ge Sthaetdarneevnetir 0 ft hC

evidedhce

65 A more detailed OFsvadsdsFMenihdef flsokd f Arcg leind n biass es eetx p e

outChapt eeBoE ek

4.2 Of wat FD under f u'slnsh aAnncgel meannt pr ogr asnimaet, utdon w emb Ibiyg ¢

by Ami6lll i on

(66) AMPZees | arge inchkeadead uitmr An g levglad B Pe meennd, sWReMRam s e o
climate change, growth and the need for environment
Angl i an% Tlwsiginkenc.essitates a step c¢changreo@Emnd adhcee neenvte |

investment for AMP7 includilhgr,peaWRMR tWhat& 8iudt hheeit g ht

numbeaobloifgati onst cempaeedi vaf’ents for AMPG6

67) The FD deigmefbscants furEdhagcementf ahvmélbmeme | & AilGd
Angl'si aml aBnnheadh c e me n't spenpdst Of wanati ons for this sho
adjustment s appHnihead cteaneknn glpiraomposal s: (i) mopedil feidc e
efficiency; (iii) investment needs; (iv) investment

44

45

46

47

Similarly, in NIC Preparing for a Drier Future Report, page 4 (SOC270), the NIC set out the economic case for boosting supply resilience,
comparing the £40 billion costs of relying on emergency options with the £21 billion cost of building resilience over the next 30 years.

Defra's SPS, para.8 (SOC257).

As an illustration, over the next five years, Anglian will move from a regional surplus of 150 Ml/d to a deficit of 30 Ml/d, with half of its
Water Resource Zones in deficit. WRMP 19, page 5 (SOC279).

Anglian's WINEP obligations have increased from over 1,200 obligations in AMP6 to 2,161 obligations in AMP7.
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(68)

(69)

(70)

(71)

(72)

(73)

4.3

(74)

The commpencgdjiwcst mebmtsedarmeai nlsy comcQfuwsaton st hate fAn gli iec
Bot ex, dahaeh@mpany strongly disput esSefcotri otnh e4bni¢ aasboonv
which is in any case itnhaep perfofpireihagtnec gfroerh t aEsdsxaeysesd dnigt 51 €

When considered i ncdoi nvpi odnueanl tl sy ,'so ft ehse@feagastme n t ar e fl
met hodol ogi c dlhley iimganorrreectmp or Enahnat n cceonsetn td reiaxipeernsdh d tue
mo d e | error to inefficiency, apply a -Iforooknitni ge rb esnhci hf n
reulting in a double count, and make inappropriat

invest ment s.

Taken together, they undEemrhm mceepmicorptog at g abmenefir ehe

remain resilient to the hrtapaindl yf | groodwinngg trhiastk sarocef tdh
climate emergency. Necessar yt eir mvebsetsnte nt &1 uteo adnedl | & m
sustainable solutions, that had keeamnspgloanmered | it edlo b
Costseeofimg these needs are also deferred to future
whole |life cost solutions in AMPT7.

The apprEBEndaamcteanent i n the FD i s, t Hhserperfionraer,yl odnugto nessi
term resiliefcaclaodshgmehe principle of intergenera
wel | as thes GBPR®8dnmbat recommendat Mam< hi 20R20e reAOTr t

supply and demanfd management

It is also at odds with wtiheé dpmpraadachiptpokden fbhy MWIkey,

has concluded in its Prospects for Prices paper tha
to meet its net zero target by 2040, repl endomdéir gts
(resulting in billani# rpéaashees cdfal H eetnvgecess filaecgii nogn Aanrgel i

more pressing.

A mor e det ai |l ed asGfewmstmet urder i alsm d e f fAEhgH @ metne me n t
ex pendiist usreetC hawtt eithn@B N8 e me nt

Of wat FD makes insufficient allowancmi Iflpireambdedoes
not adequately deal with the risks of its foreca:
AnglsiPaan incl undeétiodfreusi ng andgrpowtul art dé guiitrse nreengtiso n
and Wi6l0ltiocomeduce sewerpféossdiagi acddéowe omii)bsonet

The FD jadA4oomfisl | i baeaving Anglianmihde@ohwnmdevd hhy redug |

flooding and | ow pressure due to:

0] Of wat use off oA fii ceal ONGt i sbased (projections,
i mplausibly |l ow relative to | ocal authority fore

(ii) Of watapproach to model |l fag thews$ ac taodsdtsa sadraohivbh 6| e
bi Inl i of g(raonwdt h oetxhpeern)di t ur e i nto its unadjusted |
considers these model s unf it for assessing gr
i nadequately captures growth dr4d veamsmpan tn aftaiirles
certainrglrotwech costs (unhl kewhasegrowthb)isThet d

but ABlglciadmul ati ons suggest that, | ooking acr oss
to 164% of 'bcuosmpneensise spil tammr ee,x pemidch seems a wide a
and

48 NAO Water Supply and Demand Management Report (SOC269).
4 WICS Strategic Review of Charges, page 33, (SOC277).
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(75)

(76)

(77)

4.4

(78)

(79)

(iii) Of watuse tofugmechani sm to compensate companies i

exceeds's OAMRBRT projections which: (i) only parti
notably exchudetsménmpysiuch as tr Lammany wot kscaw
risk); and (ii) applieadagnsemeaal i stic 15% effic
The combined i mpact i s t o l eave (ABg8i anfidrsi gmpivt &
not withstandi,nginheormmawrmt wihtalk o eiffbarsi eas ,st at ut ory dut)
WLl to allow new connectAinognshiatmd at sbivaheonapeetwpek.
the additional demands on service fromsaedgtbwbdbnonghpt

househol ds, bugr eadtseor tchempamfi! ¢ r bmvi ng i n. exXihet iFnDy
i nappropriately places most of the risk associated
significant negative cohsa&lguenctees f offorcutshe® memdi r on
housgmagwt h i'ss Aegil omanand beyond.

Of watunsatisfactory approach to gwsowtbhh | tihegr ¢foomeedo

obligations and i s 'si niceotn stictedacume tlbsridd wahc e, furth
objective, secure that water companies can finance
and contribute to the achievement of sustainabl e
Gover Nname®dRS to ensure that delivery keeps pace with
across t he country. Whi | e many regions ar e adver

di sadvant atglesle,g'sgpimoevh h r equi r ement s.

A more detailed OftwasBEhenrndeorff Gigpidve wAhgheé adsChiasptseert o
E2:Gr owt h

The funding shortfall across the different compo
|l eakage

Through its rigorondi hgstaodi taki hgcbeakna, fAnglian h
since privmhtoiwsatti omcord | ow IFEwealis® 0224908iitl *tage rwad d
around hrealifredwetrrayge in terms of | /akmo/uthed foft hewat eerd um
averwgen measured as | éfakage/ property/ day

Figure 2 Leakage performance 2000-2001 to 2019-2020

150 150
180
100
170
160
150
\&.@ .SQ@" .bﬁf"@ @,,.(? & .Sd).m“ . d:i“'w _>§§‘D% 19@_3’ .‘9@"\\7 .;&5;’\ .9\\’_«,' x@‘"\ﬂ’ ’F\,‘_‘_\‘* ‘:&,’:f’ “?\,T_x" x@'\i\ ’9\,‘\:\- 9&.«/ ,ﬁﬁ
mmmm Industry Leakage e Anglian lezkage
Source: Anglian
Despite significant growth in the region, Anglian p
is the frontier perfoamdr bharededbhei menkéakagea,f it

innovations with the sector as whol e.

50 DD Leakage CAC, page 2 (SOC173).
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(80)

(81)

(82)

(83)

Anglsi pgproach to | eakage ipsr erfeateendt eisn dadlisttomems i py e
options that make best use of existing resource and

devel oping new hieghlurgdetssarT hpirsd eemae@ndc enahagement , p a
|l eakage rQudu otmewvdse r &¢thaAmdy I'sileerakage per f or Maemadcki ng amd
thaurther | eakage reductions require significant in
custorerdstonaurs would Ilike Anglian to continue pu

remains a key Sparnidorsiutpyp ofrotr Atnhgdmh an rec®i ving rewar ds

During PR1d4, owmgideean he commubndienmpgr avheament s lienakehgee | e
in AMP6 wloounled abte t he ri sk of shar ehol ‘coe rPST bieactohsetrs t h
associated with driving down | eakage wawldhromuigh b d e
ODlI framework on the c®RdeveélonwahabdachihevedacdakMageot he
ot hceaoampany opsuathad an

Anglsi almkerkse continue pushing the frontier on | eakadg
the costs associated with rmarisnitganiinfiincga ncturyr ehnitg hpeerr ft
averaglkn fact, to maintain 4eakagg aevehwdeédmhdsdte P
reducing | eakadsgec urrroemtAnigdviealn by a furt hemi I30ME4 re
mi | limomoFaYgUrthbee | Wl ustrates how marginal cost of I
performancé® i mproves.

Figure 3  Marginal costs of leakage reduction

0.3

£millions per unit of improvement

20 40 s0 60

10
Reductions in Leakage (MI/d)

Source: ICS Report on Ofwat's Overall Stretch Appendix, Figure 3, page 12 (SOC280)

HoweyveAnglian is unabl e tucs tdoenhedrvser c omsit hteempt aypssupp
haq:i ) eadda| bwvel of bafsared owt svhtattati si s equl ilsant utro ema i
frontier performance; (ii) compoufndkandcdnme mptr obd ®tms b
the | eakage frontier f uRAhQfBsr apdeurrfionrgmadnvePers ci darc,ii trmee nati
task already made i mpossible by the insufficient | €
(iii) set an ODI framework that means the Company w
push the frontier f carbwerldi,t earddcvdkedl ioferpiemrd oamance at

51 WRMP 19, page 48 (SOC279).

52

See Chapter B.2: How customers have shaped the Plan and Chapter G: ODlIs.

53 PR14 FD Company Specific Appendix for Anglian, page 15 (SOC282).
5 PR19 Final Methodology Appendix 2, page 95 (SOC411).

55

Other PCs (e.g. interruptions to supply, internal sewer flooding and pollution incidents) are also subject to increasing marginal costs.
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would receive rewards; and thus (iv) has created

in O$§ waeét hodol ogy and the views of Anglian customer

(84) By these measur est,het hiencFeDntrievneo vfeosr enhanced rewards

and sharing best practice with the rest of the indu

8) The materi al shortfall in expenditure for maintai
maintain itsmamuacea.enThipsertiarm i s ampl i fsiEed aiye nmeret
all owance. The net position is a significthetfaeduch
Anglian will incur penal ti else akeavgeen piefr fiotr AdddArct ir rewseud |
an expected penalty even if the | eakage frontier

(86) Of waRD compr omi ssesabAngltiyant o meet .ilts wst &t watl sy halvlei
i mpact on the environment as thesegdAmsglrieain amcleeakha
measures to ensure supply meets demand in its regior
and demand management in the FD (e. g. smart meter.

mor e abstracetnivoinr drwnoem tt htehan woul d ot herwise be nece
bal ance's @pwabach onimpakbagethbksaelivesabubktbmemns
preferfeonrc Eompany to maintain its | eading ponpssheéesn

customer satisf &ctoivenm awilt s eArwglciean f t he tlou shien d sesa dii s
on | e&kCagéeomerasl sor econcdarfneAd gtthatn i s 'bpee rceiin/g di tt o

manage demand through entddcwasitognelresalwadd be | ess i

consummthiiem, will cause fur¥her environment al har m.

87) A mor e destseislsenik nlte ak @ag e Ciha pitHeLre ak ag e

4.5 Of wat has applied an unrealistic frontier shift
88 As noted above, the FD sets an unreabpi gappl yungra

justifiepdedi.dl% compdsttemanntdar d Ccofmpdfento refl ect ass.|
productivity gains from tdiemé)R19 totex and outcomes

89) I n a | ate change at FD, Of wat caosnscuendpettd ddfib alt . 5 % swgs en
appropriate and reduced this to 1. 1%.i sHo walvleruy n r@od dva
base®osts and certaknmhao@&®meng ocroisetss. ofAs companies had
productivity assumption to these future | oGkicraggegos

it resulted in a productivity growth assumgtdihan
this isOfwappbted. this challenge to cost it ems
busines¥hiatescreased &dj usefmpm bAmugltimvid thiyy nA39

90 Finalitlkye FD fails to recogReaPei Efafee RtPE)K(swhioc PAnrgd d waln
further unTdhe&|fawmadd mgwor k used to derive RPE forecas
are at odds-ewttaablibBbdedeimet hodol ogy which regul ators
addi t iionnc,| ubdyi ngfp @emi @ dt f oe wages, Of wat has transfer
price changes to customer s. Ho weps efrgr bot mert i mpd tud,i

ri sks withAcglmpamiesensi deratitdhmtshhel dleappmomri at el

on all i nput costs.

5% NAO Water Supply and Demand Management Report, page 34 et seq. (SOC269).

5 In the PR14 Willingness to Pay survey, leaks were the second most frequently reported service incident (in the past 5 years) for both
household and business respondents. Qualitative research suggests leakage is an &mblematic issuedfor water companies (a sign that
the Company is not @oing their bit). Customers also regard leaks as wasteful of a precious natural resource. Across evidence streams,
some customers also worry that if the Company doesn't mend leaks this may be a disincentive to customers to save water. Customer
Research and Engagement (August 2018), &upply meets demanddSection, page 186 (SOCO033).
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(91)

4.6

(92)

(93)

(94)

(95)

(96)

4.7
(97)

(98)

A more detailed asseppmeadcmotiecOf wat ft and the corre:
it crieatsedChawtt dilkrBnt i er shi ft

Of watapproach isnbaseealpemnia view of the busine
of a/goatityftirade

Overalls aXfpwactach to cost all owances and ODIs, as di
it has maintained in the t eeetolf fofbedwedkeanoce:stt reetd utch

Of wat argues that compani édsutcan marsf mmrom welolvi adre db st
demonstrate that Btyhiasd oipst itnhlge tchasse posi ti ont hofuwmdt twynr
of Ipiegfhor mée ngyarglas nst t hequealsittsy ofetlwowr ks, and then d
cost of t Hien &fofrinceire nacsy

Therg t roafdfe bet ween cost and qualit-peréabrmhaegmaogpan
i s therefore terxagdbpfaerdt itcou ltahrilgyi wieitn |iesa ktahgee ,isre ctt loat | erae
Anglian has ihmadred&@essdoeuvrocherst heir ms of peop{(ehaold eguiyp
i ncreasedo cloesatklage i n order to achi ®ivii [Aargll'sf,apolnatnise r
to further reduce | eakage and i mprwiuecotudith.er €oinlpiaern c
has provided amplte &fiwhdance of this

However, the point is obvious to anyone | ooking bey
relied that ignore this factofili Rse angenaitabdpoubhpde
because companies wil/l increase output to the poin
makes further increases uneconomic. The regul atory
and other measures of quaclosttyl,e s, iitf iisnpharvde nem ts ene
not simply i mprloivrei tt hem without

Angl'si apo siist isomppor t edf rboym esveicdteonrcse a criots sc otshtes entoorneo myc
and maint gpier formiglg net wor k .t hMonrreactvmed s bsr moo@et o
frontier of what Anhgl passi bl eeeking ttloard od licyatrcehl aitpi o
with an indudueytbeadereasi Rgomairgirnahi tbstabso bene
the couintrghows what can be achieved and matovti akisn ¢
into account the cost qumpli it ¢sa ta@Pédpwsotaccth inmdr ecansteyd f ai
performing compandepgemo®uilgh f i napase, tlheea daal &tooncg
incentive for mediocre performance.

A more detailed asseesmentr of cséeftdnofubta pifieCots ti sser vi C e
di sconnect

Of watunrealistic modelling has bellatiooumcenti ves

As outl ined'samlpwe,0a@fhwato modell ing whol esale cost s,
Anglian, means that Anglian is incentivised ,tosocut
reducing lifetime faissmeeesharftugeckahdtitons. Anglian is
replace el &Eamkahesemént t pltaenr mvistdl wthioons which are | oy
the damg

Il ncentives are fursShamppdioatdr toedexlh yad @ owmeaing ets bet we
capex. Of wat has wused the proportion of opePl and
However, the Plan was prepared on the assumption t
nature) woul dEnthea ntcrean®tnd d e@fpweatdi taug ereduced the tote
and a significant amount of the reduction relates
opex/ capex 'tsopleixt godfpvathef ai beéthet pradoomi mta mtel yo fc agpiotwa
expend(itiue.e it disall owed a | arger . pAspar triesns 6f ¢ &
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(99)

(100)

51

(101)

(102)

(103)

(104)

(105)

case, Ofwat has incorrectnl yI(icoh#ad¢ty®emird edfowerexAlax
resulting in Zmi laldipierki smalrt ARBe i ot AMP7r amewor k wa

remove perverse incentives to favour capital i nvest
i mposed a muacdh utsafuomphnedopex t hanand adionftrireo duapesasa capce
This significant opex reduction | eads to | ower Dbild/
over time. To the extent this approach daiowsthorltied ei nv
solutions, it wiltfoiocsteamersoverall costs

A more detailed aOfsWstsumeme aloifs tticcewaihedsehnt i vgs f or i
behavii aitr oClhta piBe:&Angl'sRilnan and how.it was built

Ri sk and reward mecbhamimiDsmag ei s k @fwwalt atl dwaersd s f u
reducing |likely returns below the | evel needed

The regulatory system for water contains several el
the AMP: t he ODI framework to +4dsmae mn tnigv imsedhialmip csanv @ en
mechani sas| ¢t wat tumiex pected and uncontroll able cost d
in an interim detserFmi,nathieonf.i rist Q@fwoatof t hese are sk
even though regul atogegspriincipdel owaoude d tshwat t hey sh
bet ween penalty and griewsasr d.im®&hea obkpetafiifevad ormaesr mot
forward a valid reimbursement meah ami senx pfodksre skiredyp gd a r
unfunded expenditure.

Of wat ODI framewor k i s based on unrealistic i np
under funding and will l ead to missed targets, nof

ODIlcso mpruindeer perf or mance penal ties iefr fcoormpaannci ee sc odnominte
for their cusitnomehes a@asdeoucfpesdme mRAGee payments for
stretRQGievel and delivering additional wvalue for cus

Anglsi agnr oposed ODIs were developedi ab atceheheng ba
reasonabl e balance of ri sk and reward. The packag:
underpinned bywtceustsdmerasnd preferences, as evidence:
and chall enged byust oeBreigagepremd ;mmMthi @ process | ed to
to ensure that the pswhkagset ewmdrx.ti vely refl ect

nsteadj nOt waedetFDasi de much of the evidence&€ompanoysto

I

had gathered and failed to recognise the interrela
company reasoanafilhe ilercveds of service it provides t
outcomes it delivers any rntegulraetqguris etmedith sis taf mcepastd ¢ & e
service dhescaoanwsnec®t watetaghi se that, for ntaonme sP Gst,
a higber.

I n a change from pr e vciad uisbiraaptped® & ¢ h efaqredddavdfiptsornf or man ¢
pr opoksy dc o mpraanti lreesr t hpaerr f @octmaalce dbkbsev ddvrecthesdrs

created in a c.cSomesteert chmhaanéy unrealistic, when cc
Combi nedf wsadtehci s®obnt oc usethd'rescitor i ti es, the effect is
that does not provide clear incentives for i mproved

High penalties relative to | ow rewampdonaudicwemaitdea i r
skewas il lustrat exdarbpsled hienultSeatktaglgoalbeowleer e ¢ o nip akneil eys
to trigger penalties even i f improving perfsirmphge |
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(106)

(107)

to acapemtal ty than taonustealbistioc meatget . This creat
takes away funding whiwhicthset dmbe3spahtein ways

Taken in the round, the ODI packagmepdroed Amg | otamei sc

even though Anglian is one of theés bneestth opdeorlfoogrymeorfs i(g
cost ofbgaailddidaiys one of the best performers). Mor eo
customerrsgmicoeamp t he qgusalsiearyviocfe Aonfgfleirainng, and fails
financed to ensure the proper performance ofteirtns fu
chall eSeeed§.0r example the caseuptudygsobewawer supply
The package is not well designed: for certain PCs,
target, as the rewards and penalties do not reflect

fat bs me etritnlce pl es of regul atory best practice.

Water supply interruptions
The water supply intseheupmpenos 8L mkEhssupply
as the average |l ength of time that each cust
Lo;m supply interruptions remain an i mportant
concerned about brief i nterruptions such as
customer valwuation for this servicappasarrkds
pay for further i mprovements. During the PR1
customers 'wanh'emdirrent service for interrupt.i

|l evel s of suppoeme(Oil9%) of bhei mpvel of wunpl an

During2@910Alsglaivem age performance was around
PC | evel of 12 minutes per year, with penal't
PCland the opportunity to earn rewards for pe

Of watview at PR14 was that | mprovements coul
using existing resour mademar bBugmahtmhmpe sAtwidd é
procedures that could i mprove performance wi
reqguired improvements in interruptions to s
invest ment of A17.9 million. This was used t
(i) buy new peniemtc| udi ng 14f otaadndkietrisoneadd t r act o
9,000 to 29,000 I|itre capacity; 16 | ine ¢
keep supplies on); 33 bowser s. 16 -spump e
pressure monitors and generators, and 27

(ii) empl oy additiaodabdi pabtpldet eam of 8bcheiflds T
restoration.

% See Chapter G: ODls.
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As illustrated by Figure 4 below, marginal costs of improving interruptions to supply are upwards sloping.
Figure 4 Marginal costs of improving interruptions to supply performance

£8.00

A

£7.00

£6.00

£5.00

£4.00

£3.00

£2.00 [ ]

£ millions per unit of improvement

£1.00

£-
0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0
Total minutes reduced

Source: ICS Report on Ofwat's Overall Stretch Appendix, Figure 3, page 13 (SOC280)

l ncreasing mar gi nalsupmlpy ovienmeeartrsuopti ndmres achi
corresponding increases in costs.

Of watnreabropibesal s iar etxhaicser bmaé¢ad by oipttsi mi s
i nconsdsmpaaty f orecasts ofpefrtditoumawmicigper ha@s al
tgets compared with PR14 (in which Ofwat us
performance | evels).

Al t hough Of wat a2d@ % sttardg dathet & 0f2idve mi nut es,

first four years, thileeithrgbke Fewmal acfdufm@sn dchioi
of cus'tsamersl preferences

As Anglian is wunable to meet tthhee PQCoLm psaingy/ f
i ncenti vi saepde ntadutyang éABPY mat ed t9 4be) aowhndh
than the cost that woluy dt dregeteigug rtelde t®Clav oi

A more detailed ass@©bBlksment amé walfhnaaattsedPOEE out i n

The esohsatri ng mechanism i s skewed ageagiun satt oAnyg Irieaans,c

The price control contains a mechanism for shari
t heir ¢ usnt cancecrosr,d a rdeed ewimtidwsdipda ki ng r at es.

—3aQ ~ =~ —

v - < Q0
0O 5 — o —

QQ O Y T d® S

c e rbtaisveed regul ati on shares the maercef iotrs uanndde r peg tf X
spectively, bet ween regul ated businesses afiXd

is was achieved by adjusti ngc omp aneys founlllyy pbewti otde ng|
ins and lodshseas.relgiukemt ed sector s, the water secto
re directly, through a sharing percentage that
rger proportion of coCotmpwaryi atnicoiemacémst ibioagh apaonr i
wat has deci-gllear itrog sredt ecsosgdccording sobubéenesasi pl
t ex tso vOfewatof ef f i diodretx) fratts i [ IFu gturbsbhcéhd mpwny

ew of totex is the average of its September 2018
August 20 Ivd .e wOfowatt otex is as at FD. The ad etst ed
hedul e was different at DD.
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Figure 5 Ofwat's cost-sharing rates

- Qutperformance cost sharing rates - Underperformance cost sharing rates

70%
65%
60%
55%

50%

45%

Cost sharing rate

40%

35%

30%
80 85 90 95 100 105 110 115 120
Ratio of business plan totex to Ofwat totex baseline

Source: Securing Cost Efficiency Technical Appendix, Figure 4, page 131 (SOC243)

(112) Theostharing schedule is not applidaklcketdo whinganihea:
50%ostharing rate for both outperformance and under g

(113) Of watapproach it ®hienpoenti @asnt i m hRRRlI A gwhertee sc ovetr e con
a44% to 54% range. I n PR14a rtahtee CoOMA SO% swdlielt de dd |t rhdad
highand i mply stronger financi al i n%entives for eff

(114) For Angl i ampotemesthRaD i ng tr att &ls feovefRBwukratcoate oheavily
towards penaltie&igiure. Snoelitdre wowlhd rneceive no mor .

of any outperformance but would pay at | east 65% of
al |l owantcheesr.efldr,e, the outturn position proves to be
to the FD, Anglian would be heavily penalised.

(115) Anglian has two broad concerns with this framework.
cor rienc tistssessmeAmtgl i an is not incentivi smed ttoo df oo cwlsa
those areas where it believes ,notr amomr eagleinevelt tye thoe

finding tpweshfirngntd elrutGoaonpany hdamee daeihn t he past. I
incentivised simplsy RDb iinmpwheanteenvte rOfwaaayt it cawnembuit f n
to do so it mu s t seek quick fixes, compliye gminsiintad
expenditure ¢tost dmeWri lheos tpoaaryi.cad | yegulhat dJJKy system
companies to find their(socomenthiimmovvwahiich Asnogluitanonisas
effectiv)e itnhidsoianbgi | ity is ssuubBR.antially eroded in (

59 Bristol (2015), footnote 100 (SOC275).
80 That is, water and wastewater network plus controls and in the water resources controls.
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(116) Thesecond concern is that the scheme penabased ploampsa

as Anglian did, that®Anfgwaita ndobeesh arteovtiet su pmaratg.e me n't

in the best interesrgloifan thgarsowsadegrhetrvdtdbence i n supp.
engage with Ofwat to explain it. It has also moved
but has consistently sought to propose the Plan tha
t irs gthte one. Anglian is now putting tChmpasgmbeévid

hat this engagement with Ofwat and with the CMA

i sagreement through the ipnigtcsesese aondt eee@MAabbyabli

i

t

consumenrgsl.i an is concerned thdt fior WwWawli dgpmiamais@ldaa
d

I

egislation.

(117) However, s Q@fppattma eslhsatrdionegs penali se companies that
CMAAnglian believes this is wrong in principle and
of policy it wishes to endorse it. At a mini mum,

Of watFD need -ttur rbeed ,0 vtelr epne rivte rwsoeu Itdo -bnlaairnitnagi np ecnoasltt i e s
on Anglian because it correctly challenged that FD.

(118) A more detailed assessment 'sofaptphreo ascihdrdatroéc @ogad sitggut i i n

ChapDerkri sk and return

5.3 Of wat has faitl &dhgtl 0o apr agac nst wuncontrollable ri

(119) I n i ts FD, Of wat recognised that Anglian could be
be beyond management control, relating to EI sham

met al dehyde Ipm olgotaimmeasesr pbgeibilstyg that Anglian

for reasons entirely outside its contr lucwi t hailt

wrong as a matter of regulCampamwy pmhnecepbaryjamnudecpiot

purely downside risk.

(1200 Angl i an acceppreadp®salatf or the El sham scheme to be
processcAlPfiel leéxomendi ture for this project was,

rguested all owandhehoteoweswseoelt uyti bn proves better val
proposat i f there is no appetite in the marmket ttoo
construct and paysktbit whok Icsobshte emel | 0 wa nacse e xop ldaoi ,send In
-any mechanism for futuremieékobtviowdrdy.bel it refaét eesdp earsil faen 7
it were simply ineffdkdreinmyg,r wineswhwainl d hesl dduon® £28n g | i a

(121) Similarl vy, Angl i an migrifeiroom t iot § e loa e aAltda it kheadd e dle ewi t
met al dehydeaspeastied @y e ofammemdunchianngtdane ¢ h'eurd e aflr om

Spring 2020.attHowewad s e q bevrdtrdryned on judici al revi

expenditure is necessafriynscteahedGo ki atrremmetnrt ondhuacged st heo b e
in the event that this is delayed or the decision
again, no allowance or possibility of recovery.

122) I'n brief, Ofwat proposes that the mechanism for rec

should be by means of an J{lndtdKr i Fhowet &g mikmg h wean 0d e K

51 A clear example is Ofwat's approach to changes in scope. At previous price reviews, such changes were removed from both the
company's and Ofwat's view of costs as dwo-sided adjustmentsé However, at FD, Ofwat confirmed that scope adjustments would only
be subtracted from Ofwat's view of efficient totex (but not from companies' estimates). This further increased the difference between
Anglian's cost estimates and Ofwat's, thereby pushing Anglian into even more disadvantageous cost-sharing rates. While Ofwat argued
that dhe scope of companies' proposals is part of [its] efficiency assessment of companies' business plans. For companies to remain
incentivised to submit efficient scope of work, it is appropriate that it should affect their cost sharing rates6Securing Cost Efficiency
Technical Appendix, page 137 (SOC243). Ofwat's approach effectively penalised ambitious plans.

52 Anglian's FD, page 47 (SOC231).
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that anuddaiKl alsl e unless the value of the claim for
of turnover. Bsa sceuwdr roenn tA ntgu ri mmv e r there is no reali.
mechani sm to recover |tshhea ntecasttnse notf aenhde hherraontshfeehr& smet al
programme. Therefore, if these risks materialise, O
able to finance the proper performance of iits funct

(123) The obvious way t oesdee ails swmietsh ibsotthhrodugthh a wor kabl e

This would be straightforward, as, in each case

whet her the expenditure should take pl ace.

(124) A more detailetthassdes&meaiprchlathdisimd i e ¢ eit t eluda pitse: B
Enhancement

, t h

54 | mpact on Angl i an, its customers and their envir
(125) As a reéedhel fuoafdinghehé&Dtf &dhlglian i s haviopgimal mzhe i a

for its busduwnsetsemerassand,t he environment. These

i ncl

mai nt enandéd eaxa@tuiswi tof t he contsherad mye di dervedsiofg otplee ) 1
replacement and reducing the 1ifeti amey vbaebsuté hfeaflr uees s
customers approach whischSA)i.pr amdteed si i oDefexampl e,
water pipe rehabilitation and semwmptri weiateinaintciees

increased risé&, owi talksiempdatid uon cust omeClsa ptnar

tEh.el :

Bot)Txhe funding shortfall al'ssocdmpsl iianpdae cwitti o npse 1f foar
enforced by the Drinking Water | nsepApct baomplex,anrde d lhee
capital mai ntenance investment res®8adand t wf@ndiumyrse a
Water Treatment Worls pl anateidve etvel Ano@lfi exprddli oug e,
term i mpacts fornclusdemehes .r Thlesef isupply interrupt.

inconvenience, as well as higher costs in a fut

ur e

(126) The FD also significasntabyliundentmi massasfepleydokemanel ly
in accordance with its WRMP. As explained in this St

its regi ohne, caodndbriensesdi nggh atl | enges of popul ation gi

has been approved by the Secretary of State, which
in
|

kelihood of future droughts and the needs of

(127) Anglsi asitrategy for del i ve#irrmg kt heppp WMPEhH ,i swiat ht
management and fdewew odemmebetdc@apaci ty. It is criti
suc
Sec

Assessment: an inab®sl WIRWMPt 6t adget eemwoMhgl ihawve a

regul atory performance.

t he

wa nf
cal

cessfully delivered as par-teromfi WERIMPr irne soortidrecre st c
urity of supply is also a ké&y Emetiriommiemaakbe P&

Si gl

(128) Of watFD seeks to reduce all of the investment areas
combined i mpraccdu wtfi drheesies to increase significantly

security of water resources and providing resi./l

83 Coliform failures are the most significant contributor to the DWI's headline measure of Drinking Water Quality i the Compliance Risk
Index.

54 Turbidity is also a significant contributor to the Compliance Risk Index.
% As set out in the newly published framework by the EA's National Framework (SOC281).
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also |imits the ability to fulllyy buetiinlgi sdee vae | noemse dr etshe
Strategic Regional Solutions préfgrnammayapdoasesessed

(129) The FD priotetimsesossharetduct-i emmoivet ertenset sl oonfg cust

environment, diesspurlaopionrgtiiomade future burden of cost
overall. The combined effects of these impacts are
describes an wurban centre, the second Amglsisakse yon
interconnectors in that ur ban area. The 'st hFiDr do nc aasne
environmentally sensitive rural area.

WRMP Case Study 1: |l pswich and the East
The East Suffolk WanelrudRes otuume et Zwmeof | pswic
the east of region, with a household popul ati
|l pswich is supplied from a combinati MWTWIf a&el
supplies f's ol tAong| Wather reservoir, and ground
aquifer. I pswich is a particularly vulnerable
supply system resilience.

During the Gudmmetrhefs®pply system in the towi
having received only 71% of average rainfall
dropping below the trigger for a droughwvwebper s
to those observ@@dsdgromgdwaeemi drought. The r
to al gal i ssues which can cause challenges d
out put of the reservoiamgies i mpacted by cl i mat

It is therefore critical that the necessary i
bot h-tleornmg supply demand and resilience risks

Of watcapacity reductions under mi ne taegr &ammect

Anglsi asnu-pptlg strategy for | pswich requires a t
is almost the final point in the strategic gri
Wat er Resource Zonethreeiamg furt her down

Of wat intervention in the interedowmoaiecgort her g
connection between Bury and | psWwhich d¢ amwanc i2tOys
ability to deliver supply s yssetrevne sr e94i,l 9 0e7n cper ot
Anglsi aanbi | ity to deploy resources to this aread
Accepting Odpvaadi ty reducti on, would resul't i
Angl'siha g hreisstk site. This approashreéesilinenasi dul
with the decisi omi de rsaiploirdn cea pipdwest ment i n
Further upstream, Ofwat makes i nhermrveadt ionrmrs t
interconn®Thegse gredlucti ons mean that, even Wwi
| pswich, it would not be possible to transfer
the north'sof agit@l issecure supplies under f uttuhr
intervention to reduce capacity between Wi sbg¢
presents a very.siThbei fedaocti onskesults in ag
water acr osssreAgnigoni,anwi th small er capa®ities ugfg

% RAPID is the Regulatory Alliance for Progressing Infrastructure Development unit involving Ofwat, the Environment Agency and the
Drinking Water Inspectorate.

57 Specifically (i) between Peterborough and Wisbech, Ofwat seeks to reduce the capacity from 40 Mid to 35 Ml/d; and (ii) between Wisbech
and Stoke Ferry, Ofwat seeks to reduce the capacity from 20 Ml/d to 15 Mid.

% Ofwat has assessed the capacities on an individual basis, rather than taking into account the system view by which WRMP19 has been
developed.
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% The Elsham transfer initially failed the discreteness test for Direct Procurement for Consumers (®PCJ due to the dependency of other
parts of the grid on this connection to the new treatment works and to other surpluses in North Lincolnshire.
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WRMP Case 3St Ny f ol k Water Resource
This case study focuses on resources zones
Happi sbur gh and No. rTthhni s Noprafrotl lso fRuwAPY lyi ame gi o1
environmentally sensgtovedwat dr as mwrnhees eift h e
abstractions or full source closur e, in addit
region. The WRMP19 strategy for addressing th
Noolf k focudemawnd ®manageamemntoafcihr stThi s means,
interconnector scheme from Nor wi c'sh & wp pHlagp pd rsd

that Anglian assessed it was ablwater mamragwegh
| eakage, smart metering and water ef fficiency
Of wat FD significantly damages all three of

constraints applied to t hreogrnmeamne smepree s enmgt aan dg
overall opex constraints associated with the

the reductions in funding for smart metering
areas iwtheire pddsti cdoesntt to do so, omitting the
rur al parts of Norfol k.

Al s o, critical to the success of the smart

Anglsi aanbi | ity to diriendto dpheexs ee xcppenmpdaii tgunrse wi | |

overall FD opex constraints, and the misalloc
opex all owance.

Similarly, the insufficient fundioognavaniabéh
to focus on harder to find | eaks idne mmaunrda |b aalrabng

FD reductions in relation tOhdptakragld:. arealdage
Of watreductions t o pnraogpeonseendt dper noagnr da mmae ss paubti laitt

security of supply requirements and deliver r
|l i kely to be I egally enforced by the EA to ek
Directives, | eavi ngc cAmpll ii eamcsea. t- DOfiadalgd oo r esb A b C
del iver per capita consumptilomgsmawvwbhesctiwvel in
6 Of wat FD does not allow Anglian to meet its ¢
(130) Theost of attracting capital and maintainismgoveveaelklt
cost base. The cost of capital can be broadly split

and equity (i.e. di vi dresn da npda yrmeeanlt sg rt oowtshh airne htohed eRCV)

(131) Given that f i markdinmgg td&keissipdmce over a |l onger ti

period (e.g. debt f i'matnwriintgy moary Iben gér )y,e atrtse tChMA h a s

applicatdamsni sotfenat capproach to setting the assumpti ol
of the cos?Axofsuwalp, tiatl .i s particularly | mperattamtedt h
and consistent approach to téeefcfosdt sofwiclalpinatl , orls)
control concerned but potentially persist into futu

0 WRMP 19, page 15 (SOC279).

T Defra's 25 Year Plan (SOC284) and EA's National Framework, page 9 (SOC281) which sets a target of 110 litres per person per day by
2050 nationally.

2 Bristol (2015), paragraphs 10.6 to 10.7 (SOC275).
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(132)

(133)

(134)

(135)

6.1
(136)

(137)

Of watFD estimates a WAEEl pfatl. OB & WwRP®PI ebawer | ehen.t
estimate by 16 ibaastlse plndwtest saepcdtiovrat i sati on 30 year
recognises that the | ow estimate of WACC is partly

A materi al part of pgrhiemaMAICICy rteldal ¢ tuensoual nimedfads eV egalc
changes (drdsh vinewngmetfHggualragicawdlar |l y i'sn astsipntabtee 0 fo f
Tot al Mar kleMR Reandnt e cost of embedded debt as set

Additionally, Of wat ds erred in its estimation
0] the Risk RFRe bRyatwesodgl ongy ht hat s inappropriat ¢
sector domi nlaitfeed absys eltosn;g
(ii) the estimate qgWwhibdle placey bedamsdch madieghtmears ud &
the g4rroamtd does not correctl y accoinetsr oiln ftohre reetsattiinse
(iii) the all owance of cost of new debt, which is base
Correcting for these flaws, t Beth@ r AERRAWALIC) f or Angl i
Of wat has undteh®MR iwhaitcehd has resul tedsinofinegqusuy
Of watesti mate of TMR is its view of the return inve
basket of UK equities. TMR is a key el ement s n est
estimated TMR t o3theer nés. 58 d n5 .CAP71% i n RPI terms. This
basis pointwhsenntbhePRMR was estimatedntdohbhe 6edbhbyi
basis points impact on the allowed return on equity
Theeduction in TMR is primar's|l mebhodcsludgy ofr athlaemg efs

the market):

0] Of wat overestimated the effect of inflation, def
ONS CRBleries based on e&ré¢ i i@ 8®edr ideast at hbaetf t he ONS
March 2020 was not intended for official wuse, wa
data, and which is due to be updated to include
and 1987 (tol dbeeproilheedebahge in methodol ogy h:
part by suggestions from a study into the regul
Regul ators Networ k. The series however i's upwar

derioemdtthe dat a. Est-i malt eBEMRfi n hRRC®PIHhoul d use
to defl ate historical data and LRkReémM awedgen estin

(ii) Of wat incorrectly averaged historical egaunidt y me
thereby wunderesti mated '¢€ happrveacahy ed iTWERr. g e&f wfart o n
approach adopted by the CMA in previous reviews

evidence which supports the use of ao aesermgte a

(iii) Of wat removed the upward adjust mepk tapaer csahoohud «d
to account for the higher wvolatility of share p
based on analysis commissi obneada kyf Obwant whi mb @
di fferent definition of dividemrd& @mtowd iheg ot hdtoséE
has relied on. The removal of the wupward adjustn

8 Consumer Price Index including owner occupiers' housing costs (€€CPIHJ.
7 Consumer price index (€P19.
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(138)

6.2
(139)

(140)

(141)

(142)

6.3
(143)

(144)

(iv) Of watestimate contrade ctisviedemMendiesdaowmt trhodel s
suggest that the expected TMR has not decreased.
of the TMR that is | ower than supported'sbywhi vic
consultants.

Correcténignthati on biases, adopting an arithmetic a
f or wlacg akeivnigdence woul d suppor-teal TMRnotf'se $d 2 ®mORIRE 1
5. 47 %.

Of wati hasfficientl y hecacowsrnt ed fderbt

Of waal |l owance for embedded debt (i.e. the proportio
periods) has the stated aim of covering2@b5hef ocerf fdehlt
i ssued prior to 2020 and revbpmpaeyg whnthhéehleahanhcensashe

Of wat used two approaches to calbewnlcahtma rtkh d noheeaxs amfpr
used to calculate alpydadarn ailsitmgnaaeer age ngf ayi el ds o
financilaOyr s+ indices. This was adjusted 'sfoahbi lbiyt 25
outperform thebiaBaxx eA/lsBRBua s g hrecna s eedh@ack at €« rOGEs |
the appropriateness of the poaisnhgesoimpang.edThiag awas

and other financi al if osctursudpae m ¢ Sid.edl.th i fsi xaenahtl eyfsdimsad t i nd

Il inked i nstr umemttsa,ndaxdl udisdg swmams s

Ofwahas, however, set ddedndkebt cbest oheembbt arctamd

ef fi ceciinecnutrlryed hi gher embedded cost of debt.

Of watall owance for embedded debt is too | ow, for thi

0] It has deducted 25bp from the benclmédok maBaxx eif i
These outperformance effects only exist on the vy
with the reason for using the iBoxx index in the

maturity within the sector.

(ii) Thab erdrailing average used for the benchwar k i
debt that had been efficiently raised at a ti me

(i) Of wa't i nappropriately excichekedk oIfl tednwaepdsd efdr oonfe bit
across the sector. I't failed to demonstrate that
excluding debt that was inefficiently incurred.
the analysis whiHstnhkiemdlsudi ng inflation

The required WACC is betweeanl )2. 5% and 2. 9% (RPI

Anglswmbhmits that the all owed return on capital requ
range . 2. 9Wf the balance of ri sk and return is add
Angl'si amoi nt estimate of the WACC is 2.5%, as this
objectives of affordability and afbilnea ntcoe anbeielti ttyh.e Ami n
metrics required for a Baal/BBB+ rating (i.e. to re

In order to find the right balance between afforda

sharehol der s, in its DDinebpdeskedanqgybinddwa fothse rf etb nt o
(rather than recover the rewards from consumers). A
plan is financeabl eifinthdédebalbamde d&fowrivek ,annd wieltlur i
require an allowed return higher than 2.5%. The cur
target financi al metrics above the mini mum Baal/ BBE
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7.1

(145)

(146)

(147)

(148)

(149)

(150)

The

(151)

the increase in asymnetRD.c Tdhoewnpsriedcei sre sgkoiimt tvhi t hi n
the degree to which the balance of risk is improved

A more detailed ®Ofwasbheddbesfnawhyall ow Anglianstd m
outChapt:®ei gtht Aver age Cost of Capital

The gearing outperformance sharing mechanism i
the regulatory regi me

Of watintroduction of a gearing outmeethfao) mamca sihamni f
departur e nfgrsotma ntdiengl oo egul atory principle that regu
their own capital structures. The mechanism penal i :
i mposes an additional unrecoverabl e ddst adn |Angl iteon
required cost of capital

The mechanism requires regulated companies with ge:
financi al out per'wotmacag¢ taimeusraeerde as t hehrdatfifeerrealnc
costeqafi t ¥y hantdunabt of debt) for .alTlhigearsi mgubgleacue t®5
glidepath which provides that the trigger point wil
every year thereafter, ending at 70 %.

Anglsi amapi structure has a gearing of Ther 8®e oni & rhii snm
estimated to impose a c.A40 million penalty over AMI
resilience.

Of watjustification f or htamé simntrrecsd wsc toinon hef ftohd omé g

0] regul ated companies with gearing above a certair
and pose an inherent risk to customers (and pote

(ii) compani eisghveervie |8 of geawidg doynobuptervailing b
and

(i) sharehol derfsi marceeii &éle obae nhei fginter | evel s of gearing.

As set out below, the mechanism i s 'sungsussutnmpftiiaobnl se hionl

Further/s Anegalldanme x peri ence show that these assumpt i
Finally, the imposition of the mechanism is a sharp
mechanism is unjustifiable in principle

711 Rel atively hipehadoegetri nberently i mpact the fina
company

First, Of wat erredai hi gherpaegrehasses meg nnte ¢ ahtaitve i mpact
resilience of the company,; -shephssetbsmastuimsptippeorddda
by the evidence:

0] The relationship between the | evel of gearing a
i solation as financi al resilienclenipanmtisouldarn ve@
failed to disteawni tsihs ebde tAdva rgmaendi eGd)mptamate shave ¢
programmes structured to e(néhmach cteo riengcudmragoorrgyt igsreait
credit enhancemertgubati anm éAliribgenresd oDasbht (Pamdgr amm
compani essehdebtaon ,amnhmranecuneadgul ated cArpor a
| evegleaofi ng whi ch maWhi loféo rp ear cceo nypeadneya swrir épdo deabt te
may be r e gmwordleerthdaes a company wi ShraotAriegned Debt
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(152)

(153)

(154)

(155)

(156)

(157)

(ii) Of wat haasssensosted credit enhancement and resilienc

standstill; (b) standby debtupl ipgqwivdisti y nfsg o kibi) ¢ if a
financi al ratiodenice)hgenhidnc-mebme geaetme n(gl) odedbht ma
bucket protections; and (h) other mechanisms. T&
present in Aligned Debt Pspgramdesn(inelydbahgeAl

unsecured debt structures.

(i) Of watconchasigerating 'mibpmd GOWessrise to unaccep
compared to a gearing of 6 0 % ainsg va rdbeintcreadddyevdatn d n

of fers no explanation for why its own notional
cuemers and/ or taxpayers to unacceptable Il evel:
sufficiently problematic to merit intervention.

(iv) The assumed | inear relationshspl beeiweeord a@emnegaol
associated | evel daef rnihak @inn iwontcherasworn n gearing
70% to 75% | eads to a corresponding reduction
pl ausible. This is not to say that gearing coul
resilbhbencas | ong as companies have sufficient he
ensures in its review), |imited variation in gea
resilience. Fors eodbnmg bebRr Aggbhoeet ai ns a distri bu
if gearing éxceedtdend85®i mes, Anglian has reduced
(March 2016) to c¢c.78% (March 2020). This change
on risk from theampedepecthiovedeofs Amgltih t he same &
parties).

712 Al i gnedStDeubctthiarvees generated significant customer

Second,i @hwaeéd the countervailing benefits tsawmchust o

asAngl i an.

The Aligned Debt Programmes associated with such co

customer s, dmniinpeaguil atloary siurmo vaast idoirusp d eemndh al noccekd r i n

f encwhnigch Of wat has subsequeed tc oymplagnmlersca&t @d oivn sr eqsl|

Wat er comp aesabdagwiet h cushemeas benefits togear(iasrthe f
interest payable on debt i s t.axOfdweato ot e httheeosheh ebheanbeyf it
are notantselneot gocirveedni thleended eméebaniiss ntohef orce comp.
reduce their | evels of geari nfgocrmrsd otmeerseby el i mi nat

713 Rel atively higher geariffnganaeaeée a'frodt segdirdrhaotl e ea s

Thi ntch,e mechanism rests on the mi SteakeHrnamsbBiugipeéi ohe
gearing whi'chatogadt hbe uswthemeras the pwaat dc @le afof edce]
sharehol ders of part of. the all owed return on equit

Rat htehran pro¥Yidangi @l hherheefri tgearing reflects a dif
sharehol der s. Alsitgrnuecdt uGoenmsp adnoi ensot alter the overall
as a risk transfer mechanism by which the risk is
sharehol der s.

Of watconclusion cuts across estabVi éhepdpacbonowmi ar anf

Mill er theorem) which shows that the over alDescpoistte o f
this,dOf8wwaltdluce any evidence t o -Medbgttli @amd eens hmat thheel
i n tahtee rwrs eacntdo f atid eadd tthveesnfact t hat regul ators includ
f ound t hvbotdiMjillilaenri was applicable in regulated indus
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7.2
(158)

(159)

(160)

7.3

(161)

(162)

(163)

(164)

Angl's'meal 'werlfedr mance is incosnsassempt wondh Of wat

Anglsi amerperience is evidence that the i ntAngd'sia@atni on
financi al structureeabswaeimdinsencat edotidalsl y during t
Angl'siBanadr edi t rating and iitts rcaotripnogr art.emaAfnagneiidays tdaraesde
consistently maintained a strong investment grade <c
AnglsiABng beld®r ogr amme has also driven operational per
the -pestorming compani ¢és'snshahehascleddrns . haAng-taelramo sh
commi t ment to the seccotnosrer vnaotti vliee adsitv itdhernodu gphol i cy i n
pay no dividends to shareholders outside the Angli a
Anglian has, i n tarnhye acdarsoeo,m swigtnhiifni cians AhcgbaesedPedti R
without increasing its risk profile.

I ntroduction of the mechanism breaches the princ
regi me

Imposition of t he mechani smr ormr &st ab |sihsahrepd drievgeurl gaet no
di vergence was insufficiently signposted and underm

0] Of wat has until PR19 endorsed the establ asked r
free to selapit alheshy wiomturccecssuci ng t he mechani sm,
this |l ongstandi ngicroargnolna taccrry spsr it rhicaviptikeorud g milddntea i
the principle that the reversal of Fj eugsulli abthodr vy |
proportionate.

(i) I'n this tbadgargdi depath set out in the FD does
regulatory chang's gmposad.cii8rg laimadent!| wi | | not be
from the glidepath wittlhy ual thearviintgs twa ii tganrR I 9 tcrau c
The glidepath does not, therefore, provide Angl i
manner to the introduction of the mechani sm.

(i) More broadl appOfomadth to i hanodmcicagl shéeénmecquest:i

the UK regulatory regi me, in turn reducing the
ultimately raising costias,orf occrusdxamplse,. ddMotoaddy t
the regumatasyartgtctor in its downgrading of a n

others on negative watch.

A more detailed ass‘egsameintgodutwhegr fOd waance sharing
and incompatibl e witihs tsheetCin@egtudcaalo i wgr egit mer f or manc
mechani sm

The consequenseapproO@awhtto the FD is that Angl |

Finally, the inevitabl édacbnsequenaoe odsfe radfl vodwelda mees e/
and costtshe sCorhmamyt f baasaedxfalmlteassumed notional cap

Of wat must ensur's HbBeatveas ddmegmwycatvepdatny f i nanceabl e

the notional compaerythe abbeerochirnying out of its
reasonable retufh anprtsecaphtab). does not make s
companies to attract capital, theyatwiolnls sitnr utghgel es htoo

not be able to attract suf fi citeenrtm.i nvest ment to the

> Section 2(2A), WIA9L.
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(165)

(166)

8.1
(167)

(168)

8.2
(169)

(170)

The assessment ©Ofomi aadedabipleirtsypect irveeg unheaa nesd ecnosmupra

can maintain a solid inveadtmgrt pgroadaeaer at imag .k e@r édcir
on which companies can attract financing and are |
of the water sector overall as wel | as any specifi
relevant dbompany.actors influence, in turn, the thre:

credit rating agencies to assign a credit rating to

I n the water sector, the cr editther atdijug teaege rcaisehs ifna ce
(Al OR and funds f I(FdFO/ Npe'y Dreibth®s (as key credit metr
assigning credit ratings to regul'hadeadr' ecooompnapna reys . h aBso
meet iIitdsidgehiti.eobh,e space a company has to deal with
wi despread bursting ofBemispge sf rtormi gtgherOelEB)sbtywi t he ut ir
financeability.

Of watapproach to financeability

Of watapproach t o as sFeBsssampl iwehce tvhietrh tthhee fi nanceabil i
by three important features:

0] Of wawbrked on the basis that regulated companies
crdat rating for AMRH® Ii(nig eo.r a qBuaiavla lcernetd)i ton a not i
calculated the cost of capital on the assumption
new debt financing on the terms available to con

(ii) Of wat helglsedhamemnt sofa t he i mpact oifndthaeblIFYD AInC K e:
FFO/ Neti stheobutl d b e 'ians stehséds erdoou,ndf al |l i ng short on a
did not necessarily cas Ifiimanmnc eqaubeislitiitoya (@rudctdveiptahas
of the credit rating agenci es)

(i) Of wat artificially adjusted the natur al rate of
Il ha¥rought '"dlolromeed expenditure from future pric
certain r egauniaetse,d icnocmpudi ng Angl i an, had suffi
financeable (i.e. to meet the minimum threshol ds

the key credit metrics).

Not wit hst andBorag dArcglnicdmnudi ng t haptr dvi dvea sam oas pwrsasn dd
was financeable either on a notsi obnDal| Ofrwaatc tweanlt boans i
that Anglian was financeabl e at FD.

FIl aws i3 Ofiwathceabil ity assessment

Of watconcl usion t haor thAneg|HDanprtoovibdee sf ifnanceabl e on ¢
two key reasons:

First, Anglian falls wel/l short of meeting the thre
metrics AICR and FFO/ Net Debt onimagnbhé oalal obatsi an
all owabl e revenuxresveobdlwat i dppgliiae¢dand unjustified ad
conclude that Anglian was financeable on a notional
0] Of wat advanced rmméV éfnraens fouft uAB@ rpaliscet o addfess p
term financeability issues (extending into futur
ashotretrsnol ut i on -tfeorrm ap riaowlrgerhy g opi algl ems for fou
control s. Fur meet, of h A¥Gvarvenues has not even

as the rating agencies have satdgtuesd wiematsatslsey s iwn
regul at ed 'croenpiatnwerst hi ness.
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(ii) I n
accounted for
Anglian wil/|

t han Of wat has

Of wat has
reasdmhbe
from customer s,

(iii)

practica

(171)
relation to the key
signi fi cwaanrtd dsokwenw
calculations,
required for a Baal
threshold needed for
commi t ments means
downgrade (and

(A72) ThiAmglian is
of realistic,
difficulty and [/
financi al
inconsi stency

to the company

or

under

8.3

(A73) Stripping out

rati

@

ng:
Anglsi aml CR i s
mini mum 1. 50x i
equi valent) rati
(ii)
significantly bel
mai ntain a Baal

t he
acces

(174) Put practically,
not be able to
higher cost of
(75) This concl usi i s
on review for

Watamd Yor ks hi

on
re

8.4
(176)

Remedi

Fi nal |
st ems

es

Y, in terms of
fremf @i ware to

8 As set out in Chapter E.5: Misallocation of opex and capex.
7 As set out in Chapter J: WACC.

t he

cal cul ag i AMIgCRANnfgdrn anhe
fact
therefore
asmemed in its

underesti

and

Seconwden ei f's Gfdyauust ment s
credit
sn pAnfifbr amance
Angl i an
rating)
a
t hat
wor sen
tassemi thhietrper f o mawmmceer perf or mance

exposed
potenti al
fi
headroom avail abl ei s&r babBedmanagbmeFD.
betswe«mpotshue ecdadmp amwnsi de

t

artificial
financdamim itAneg IFDBsi gmilfli cant |y

appPB&oxinmaat el oyt ilo.nal
ndicated

ng,

Angl'si almFO/ Nett atDeobti s
ow
(.or

credit

S

capital

rei nfroedietd mhat ithe 'a egsapDingset
downgr ade.
Wat er

remedi es,
achi

purposeg abstheménnanOe:
that its FD ha¥®l misebal oty
have greater opex (and c
assess

cost of ewmbedoded d
that Anglian carri e
me d& ros meteat i Armsg ldieadbrt h

mated t he
effect i s
in turn

and assumptions were coOrrec
metrics to conclude that
commi t men's s.owrmEven
an Al CiRL.o7f0O xo nrlayn gle
its FRPW Nete DOOBA
Baal rating. Howé&syv @re,r ftohr anaansc
t her e i s a significant ris
t he btoemrrmsv)on Mehieolv eAngliitan sc a

given where Ofw

have
whi |l e

woul d

o materi al and i
ri sk scenari os.
nanci al di stress

ncreasing ric¢
These pl au:
for Angli an
Th
and th
the ¢

ri sks

he FD, which means t hat

Significanhagaeabhnl fty

CGaoSisspuarmpyt i
me t

and's uap 8 et s fieheed
below the credit

basis and thu:
rating agenc
the 1.30x thr

credit
bel ow

by

and al so

on a not i
ndicated

approxi mately 8%
the minimum 10% i
equi valent) rating

imetnrgi dd namaw ntgh ats iaf nAn
new debt financing on the ter
than all owed for under the F

ot¥llo & dh:
Wessex Water has ,b eTehna ndeoswn
have 'sbhdBeda 2d menmig ir @ demd meg Mbiod g

t hat
ance

fact
bal

t he
correct

Angl i a

eve bet we €
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a77)

(178)

(179)

(180)

(181)

address fi Aagttelachridfediryeeat st heoCWAect tihdeybglagnaocerrec
the WACC which for the wholesal e2b2%ioresRBPIshbadids bE
1.92% under the FD) f orChtahpet: &ed ajsha resd sAeste r mwgte ; iCra sttdh e f
(bgorrecting the allowed expenditure so that the F
customer and enviroemdatalasowsted o noeust n{ofroer feuxlal nyp | ien
illustrated by the caseabpbDuwdi)detsh as ecth agputte riisn tSheactt ifoonl |

Solving financeability is thus a question of sol vi
financeability assessment's widét ersmiomwatwihoent hteas taeh iCav
bal ance.

A more de¢as medtnaafc gfabbs |l st€hapadrnindanceabil ity
Overall's 6GfDwadats unbal anced: -t emmhggii scien gr edhuartti ¢
expense of financeability, resilience and qual
The settl ement i'smpFDed sbyroOf weetr eCoympangky i f orgua ha

underperformance by failing to fund cos$scohtatolwill
hard to see any regulatory principle under owhingh Al
cost s:

0] The interest payments on its embeddeefdf idceibetnsteldyn

al most 20 years ago: interest payments pehratodhiacve
review up until this one.

(i) The additi oqirad wtcho swisi colf wi | | not be recovsered b
Devel oper Services PBBSRAnuUvepdhpobamesm (which is
scope and fails to provide adequate insulation a

(i) The coseapsfovfi ding El sham, should Direct Procurem
coetf fective: tmhélféoonibrud ALy t he s cihrearfef iwdildn thb e

spendfor which Angl i anmiwoluiladn recover just A39
(iv) The comésswrifes to deal with metaldehyde, similar
del ayed or abandon@8&di | l@im@numtf iumg edo eA®enditure,

would recPpmed ljoat A

(V) The c.mhl%ifompex that h a sh abreaecnt eirn cscerdr eacst |cya pce x ,
Anglian being able to recover | ess revenue throu
(vi) The introduction of the gearing outperformance s

Anglian for its currentgthphtah esmuimbived. AMRZ Wi

The FD under fsunedxsp eAndgiltiuarne p rmoigrla nbrmer gbeyl yA 7bdedc ause it
to accountsfeffAngéntanmguavi siyomuaefpultisght r eiantcirnega steh i
fwong from an increassidhedddxdlenfp yaopteirviyt iceas ry out i
must meet statutory obligations arising from the WII
its customers want and wadeFpPrdpasedotof pawgntert hOs
Angl'si afnuncti ons.

Mor eover, the FD seeks to impos'e @apiuthnglussi fuedume
weakens financeability of the actual ectowepeann yg a paintda Ir
operating expenditure that creates an artificial an

Company to make a series of choices that are driven
choi.ces
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(182)

(183)

(184)

(185)

The neeends uroe 'dsnfgum@aini ons can be financed not only re

but also requires reconsidering the overall risk an
consider as well, especi alFloy tthet refaspmemaotuimmar i &i
Anglian belsi &wesd sOfumabtal anced: underfunding all majo
heavily skewed towards a downsi de armd ms dtitxiersg aan dp a
ex petnudie, which Angdtwvlaat bietl i evesltdhdten idios ngusnto@mer s
what Government policy requires, and. not what the <c
How t hat balance should be struck is ahebpteo bDfl js

how far Ofwat has gone. FoR el soiwiinegn cpeu bA migclt aht @ noRw aonfkl eQ@if

Arup -toeabe a framewor k for und@ornsptaannyd icnagn htorwa cikn apnr

ri sks over the shnogdret mrimrenatdongsddlees$s o 'll oarkegrliys k($b.ut

Arup developed this 'sframeworRkRerfwzse Amanitaaer i r nor mal
s

business, not for this periodic review.
Arup used this framewomkt tty Besemasnaghngbi amsks, sho
score@ompma&nycurrent performance as 4 or 5 (where 5 |
assessedsAAYyPramnd beyond performance as 4 or 5 1in
framewotreknsei vely in its risk planning.
Anglian asked Arup to apply this same fr ateeWwdr k Tthe .

results arfFe gahewm brel ow

Chapter A: Executive Summary

35



Figure 6  Maturity assessment results

(186)

Developed . Resp Actioned . Leading

. Unaware . Aware C Resp

PROGRESS SINCE 2018 IMPLICATION OF FD IMPACT

ROBUST LOMG-TERM ROBUST LONG-TERM
FINANCIAL FINANCIAL FINANCIAL FINANCIAL
MONITORING VIABILITY MONITORING VIABILITY

FINANCIAL

PROTECTED
FINANCES

FINANCIAL

PROTECTED |

FNCES ACCESSIBLE
FORTHE | FINANCIAL

REGULATED REPORTING
BUSINESS

FOR THE
REGULATED
BUSINESS

ACCESSIBLE
FINANCIAL
REPORTING

LOMG-TERM PLANNING LONG-TERM PLANNING

CLEAR
STRATEGIC
DIRECTION

CLEAR / N COLLABORATIVE
STRATEGIC ORGANISATIONAL
CULTURE

COLLABORA
ORGAMISATIONAL
DIRECTION

GooD 600D
GOVERNANCE' COMPREHENSIVE GOVERNANCE
AND HEALTH, SAFETY, AND

ASSURAMCE
PROCESSES

COMPREHENSIVE
AND

WELL-BEING
Ll

HEALTH, SAFETY
AND ASSURAMCE
WELL-BEING PROCESSES

givrml CORPORATE  F6nds it CORPORATE e

INTHE
REGION AND CONTINUITY
COMMUNITY PLANNING COMMUNITY PLANNING

COMPREHENSIVE
HORIZON

ENGAGED COMPREHENSIVE -
STAKEHOLDERS HORIZON ¥ STAKEHOLDERS.

INCLUSIVE D NCLUSIVE LT

CUSTOMER
ENGAGEMENT
AND
CO-CREATION

AND
CO-CREATION

INCLUSIVE CONTINUITY OF INCLUSIVE CONTINUITY OF
AND SKILLED SERVICE TO AND SKILLED SERVICE TO
WORKFORCE CUSTOMERS

WORKFORCE CUSTOMERS

ROBUST,
ROBUST AND ROBUST AND LONGTR
MANAGEMENT MANAGEMENT,

OPERATIONAL OPERATIONAL

INNOVATION, INNOVATION,
|COLLABORATIVE COLLABORATIVEN
IRALLY

NATURALLY
RESILIENT

APPROACHES
TO RISK
MITIGATION

MITIGATION
) ROBUST,
REFLECTIVE REFLECTIVE
INTEGRATED RISK-BASED INTEGRAT ED RISK-BASED
AND FLEXIBLE APPROACHTO AMND FLEXIBLE APPROACH TO
TECHHOLOGY ASSET HEALTH ([ECHHOLOSY, ASSET HEALTH

Source: Arup based on interviews and supporting information provided by Anglian
Particularly at whheer eo psecroarteiso naarle emnodw at 2O0Ofowa B3FD or
pushes Angl i anonfipraonny btehiantigeiss Icii rechd €,d n ot hueser eDdfpwdets si or

to one ntomathe@asypdsyed wbi chakmsot properly minimise
Company provides exampl es tCarsoeu golgo ute atl hii anp$ti aotad memts

and the envi rQfnvaenrbtal anced approach.
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10
(187)

(188)

(189)

(190)

The need for a CMA redetermination

Anglsi aBoard concludes that the FD is not in the int
term resilienceorofi tidg ssheaertevoalkder s and does not sec.t
proper performance of its functions. I n addition, t

of customers that 'smhatged duothomerg|l amegmagemaeant hgr o@u
FD creates an untenable asymmetry between risk and
actual basis.

I'n short, the FD is'sipcompaatyi Wilue i wist if whfewatt aken t o
with the nkovsePrSnmeasd o@hw&iomg strategy publ9iMsohed vierr , O
it is inconskssbpwntpwithy@tpat ¢ mésnt2s0rl,9 Stwaatt #gmedocu

to act 'fogeslkser on the <challcdngmasepaomwad byl atil e w
popul ati oThegrFdDwtils al so inconsistent with Anglian's
enshrined its commitmemtresgiénenciengalddmngssing affo
publicti otecemes for society and the environment.

This conclusion has been reached with extensive con

as one ofpetrfeorbmestg companies in the sector. The Bo:
rat hertibreg pall of their effort into continuing to ¢
addressing the very significant challenges relating
and resources in pursuing a CMA reference.

However, ®twapEDnwould have been i'sac b mp asessobcbifa twiotnh a

purpose as it woul d have'scarhpr anmiys etdoq tudaetliitovyemp aan yh i
customers in AMP7, and created an unsusihadceaaddrey p
investment to combat climate change and ehmabae&distuisor
on base expenditure, funding |l evels would be too |

customers and ensur e «fafpe dtailv asmaitstngn omod |l efms f or
to cope with

Roadmap to the Statement of Cas

This Statement &f i@Qagd ails sAirbgrdiisasn on in the p
CMA with the informati osn rmedetsesramiyn atoi awm.d elrtt &2

(1) This Chapter A provides Rlnamye®Mwatwdoft hAn
Anglian is seeking a redetermination.

(ii) Chapter B provides amow vceu svti emsehraspteen giPli Emy
the wholesale expenditure plan was devi secd

(iii) Chapter Cwihseftwhotuai | ed t o tpggiisméaray g&and seco
duty to act in accordanSerwtefhi thPr Goviethn
duty to haveaerpgandi pbes of regulatory besg

(iv) Chapbéirscusses the i mbalance between ri sk

(v) ChapEamal yse's Obwatassessmd8antt ex n gnehbaart dieonme |
frontier shift adileint@coani tonf fpwaxt and capex.

(vi) ChapEexami nes @fowats / service disconnect.
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ChapBe®About Angli an

1 Overview
() Anglian is the | argest water and wastewat ¢
area. Aneghkinen osfertvhe dri est regions in Engl
the UK national average) and high'sevapgopobat
sea | evel
(i) Angl'si acnust omer base i s pr b6dedi itaird $ ge oBYVS Ind

(i)

(iv)

(v)

(vi)

(Vi)

(viii)

(ix)

)

(Cambr i dPgeet er momdo uMiihl t on Keynes) are in tsh
popul ation is expectedl|ioonncmeadhe bhextp2f

The chaltlheédshggds an faces from popul ation g
severe drought and shavaiaabi gnt i caduct mg
bal aMWcéhout22coubnof ezx® uWateerZoRes wi l | be

Anglian i d ea pwrspomseess-treoot sdisit@miln@abmdg e amb
commi tted to ateumbetr af e d¢ion,gmrcil aurdii tniges t o

(a) making the east of Engkandfrdsolbgbkbnhtah
(b) enabling sustainable economscf agttelwbugi
(c) becomi ng -mewctr ®dlonbusi(nsesnsc ebyac2c0y0r andd

(d) working with others to acheewkogigali fnqg
Anglsi achat chment s

I n 2019, Angl iaani clagsigeidatiitosn i n order t o
conduct its business and operations for t
|l ongegrm val udg ofmer si,t « heugs egi ont Aatd s bevesm
positive outcomes for the environment and

Anglian was awar dBdspbesabtel Bds'iime 229D 1df bty
in the CoBlmDQ@i tSy n(ce r ewaeridv,i nAgngtlhheanA has ¢
BI TC to develop a new strat eghyel pbiuniglgddimeg :
Cambridgeshire town of Wisbech.

Anglian has also del icvasasd partiecmdacef imd
rediuen and customer sietroviicnen o vliattse ,a fl pera anc la¢
Company push the frontier for the whole i
prosperity of the region.

Anglian puts | ess water 189960 [Iswuakmlgye new hta
average by water | ost per kilometre of pip

This strmrownmmgd agdr f or mance was irtSeogmniceedel
2 0 1280 9, published in November 2019, whi ch
matter most to customers between the 17 |

Anglian was identifibed-p®2sfoneni ofg’. coimpatinhrrg
Anglian was named Utility of the Year at
abieved two awards in 2019 at the Internat
recognition of its ambitious | eakage strat
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(191)

2.1
(192)

(193)

2.2
(194)

(195)

(196)

(xi) Since privatissausoomeAn@liil &s havtehe ncmalalse
of all compameeést ocam industry average of
c.10% in the last five years, twice the na
The aeder of this chapter is struct usrehd satsorfyo | Ipouw sp:c
val ues, chabpbeongeésniathide s ; Sect's onordpooruattiei netsr uvAentgd ri

consi der s o&npgod gmatrer njanSecti on 5 provides's aamplvey eé ®;
Section 6 discsupsrfsorAmghdan and ASgd'sisacmt U/t odriys caursds els
obligations

About Angl i an

Hi storical background

The current structure of the watseerwearhadgiewdasewgt €én E
and Wales dates from 1989. Before pri voawniesdatwamner
aut horwWatiers Auth)hosuppleyi ng water and sewer-agpederyv
statutory water companies supplying water services:s
sewerage functions of t hter alrOs fWartreerd Afurtchmorp u b leisc wewre
of the private sWatteorr ,amd Segweri 'd@\WASICD. mMpWeANSiCaeser e al |

floated as public |Iimited companies on the€ompadygn St
t he nbeusssi of the Anglian Water Authority was transfer
the ultimate holAlnqlgi acno mMallegec ,waasoppbl i c | i mited cor

London Stock Exchange.

I n 1997, AWG Group bod WetgeropdtHa&amIi €p 2000, t he
Hartl epool Water plc as a water undertaker was merg

Angl's apurpose and values

Anglsipaumr pose bsing environment al and socitahr ugts pleirti
commitment to L®Gve EQk@lyi Om ofpor med 'Licvse nEwe, rsytwrirtodpy y
focusmedt he i ncreased need for whbed!| su§wat eabhmndovi t .
cost thead @t Is usptproarttesg ys.h msnsgdiicam and purpose are und
val ues,:(nBmel e RighBiuiMhdn dansdAl(waiyis) Expaogai ngt whi
holds itsel” accountable.

I n Aprjtthe20dB®Os of all mwaEreg!| amdnpamd eWales signed
Commi t ##bpt which they committed to delivering wider
to tackle | eakage, carbon emissions, plastics, affo

I'n July l12i0d®, bdogme the first water compaaryt itcd ema koe

association, | pghlly ensbresatngithip ohei cEABUPpaNE S S
of its commitment, Afnignla nacni awitlalte @powebsli isisgha ss@es si ng it
against environmental and social matters, including

8 See Anglian's website available at: https://www.anglianwater.co.uk/about-us/our-purpose/.

® See Anglian's website available at https://www.anglianwater.co.uk/about-us/our-purpose/our-values/.
8 Public Interest Commitment (SOC288).
81 Anglian's Articles of Association (SOC267).
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(197)

(198)

(199)

2.3
(200)

2.4
(201)

I't cor parrgpidesacconduct i ts business and operations for
while del itwerm nwasluengoomets, the region and the com
positive outcomes for t'Re ve meinr @ rsmeimtgel ghna dc csnoncii temeyn t
delivering serviceswltiakéandiiigmt etanedaviotr owingetcahb oeiso

Anglsi adni rectors have athabgy toomscitdem, tihre gvagyd f ai th
this purpose, having regared!| (dmdbygcomnmegutemicergs pft a
tertacmd he | mpacampd&nywher ati ons on the c¢omhUPwuitt ysiampd vt,
public interest novw snietesd aloo ndgesliidvee rAnfgaliiranr et urns to

These chanagé¢s cilamwso wwifati on are al so conwoirstterets Wiotrh 2
2045, agreed after extensivestakhabemédets wi s80tdat on
Strategic DirexD3 owhiSthteemkeneshedsamdruespd&DS&Sd pAbdliis:
of the 2009 plthewettravi ew

0] make the east of England resilient to the risks
(ii) enabl e sustainabl e economi ¢s afnadg theosuisn g0 gr eggioomt ;h i
(iii) be a cmeawtornal busi(mnesnsc ebyac20e80erandd to 2030)

(iv) work with otkRreres stgniati cant i mprovement isn eco
catchment s.

Anglian h&epbambeRIli®mM 18r oupnrdi otrhievdieecsh are aligned wi
dutteswbf wht must Jaasveenr€pap€dhwaduties in PR19

Chall enges and opportunities

Climate changa&anth pwupiungatgoowth and the need to prot
environment are particubarkygiaoutAngbsaessenvAngki a
in England and Wales, with low rainfall (71% of the
particularly in drheglrlien tfiagrarhmiunsge @rfaasmigd m ans adabl e
Anglsi asemand f or wat er mu st be balanced wifThethe
Environment Ageds®cyoudl aosfsitfhe 1RM®¢glsiasgengh mentas iad read

abstracted coerffbmevdeoalest racted catehmemtbsits acnerwhare
water from river and groundwater systems than is co
Wat er Fr amewog &koelziorl emagti icvad statesactdAhmeweéer i s where
of | i cenceuwnsiussstuaeidn aibd e to achieve good status, eve
l'icence quantity. Comparedhit gherher opeg it o mysi, nah nadrlleicads
including The Fens in Cambridgeshfiaeeantdhé hehNeaf odf
flooding. A gqgearegroonfl Aegl bahow sea | evel and, gi Ve
Anglian is required to use more energy to pump wat e

Angl's aoperating region

Anglian is the | argest water and wastewater compan)
mairnegi on stretches from the Humber estuary, north
Buckinghamshire to Lowestofi somariohededs 2 b6datkss tir.oengdttagn
al so includes the town-eafst HaW tdlhdipno otlhiosn rtetgd 2m8 BAthhy |
kil ometres of watehi ahdsspwkey angesransport water

82

Anglian's Articles of Association, Purpose and Nature of the Company (A), page 3 (SOC267).

8 Anglian's Articles of Association, Article 84(A) (SOC267).
8 Anglian's SDS (SOC016).
8 Anglian's SDS, page 12 (SOC016).
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(202) As at May 2019, Anglianheatlthegdloatred watrgrssupdl y
companies in England and Wales i RCY&€Dbmsiofh tthe yegul
31 March 2019, Anglian del Mwdr ead e(ait)e da nv8a@oearf gpgeah eafa

kil ométnigean emphboypxi 4B80t0elpyeopl e and supplies water
services to more than 6 million customers in the
customers in Hartl epool

for Engl andt manappMadrxishat el y 2 82)nmiiltlsi olni cpernocpdéloari eeas;
partially trea(led% waft etrh e etro tdaaly fforro nE ni-gtbst antolna n o Wk b

the same period, Angleilayn 2i5n s0t0a0l | needw awpapitdedtx ioafoartnheec tti ot

England arfd Wal es) .

(203) There are a number of areas (mostly in the south),
Anglian provides water(fmoecyydlsitmg i fafg iakcas odmlsyes si
appoi n®mentpsr ovi de water 'isns&ppciesttammdpronve de water
services in areas outside its principal water suppl

i
i
i
sites have beemnsextkedee farem where other wahéetcom
appointments to provide water and/ or sewerage servi

(204) Figure V! betbw ‘Angait@am supply and water recycling

privatisation in 1989.

86

87

88

89

Ofwat's RCV (SOC291).
Anglian's 2019 Prospectus, page 109 (SOC293). Please refer to SOC293 for a list of Anglian's assets and bioresources.

At the following locations: (i) two Sisters Premier Division (formerly Buxted Chicken) in Flixton, Suffolk; (ii)-(iv) Wynyard Park near
Wolviston in Cleveland; (v) Woods Meadow, Oulton in Suffolk; and (vi) Northstowe phase 1 in Cambridgeshire.

At RAF Finninley in South Yorkshire.
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Figure 7

Anglian's water supply and water recycling licence areas in 1989
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(205) The bills of domestic customerrsatcaablbe waslses sefd @prca
reference to their measured water consumpt:i
proportion of meter s, with water consumpt.i
met er ed ( ar) nbedaasbisree 1c obnetl acivinst d ehleb d s t he mont hs
31 March 2019.
Table 1 Anglian's residential connections as at 31 March 2019
Residential unmeasured
Water only Wastewater Water 2re Total unmeasured
only wastewater
Household
94.641 245.483 254.362 594.486
connected (000s)
Residential measured
Wastewater Water and
Water only Total measured
only wastewater
Household
141.351 569.715 1,499.124 2,210.190
connected (000s)

Source: Anglian's 2019 Performance Report, Table 2F (SOC292)

base i
| onf

(206) Angl'sicaumst o mer
average rat.e

s pr eAlmogrisinanmetgli v nr érsisd éri tsit alr i ¢ al
fgarcoowt hi t s hmwmus$ he2g02@B0O dpwetals orddttddaenr
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Lond®The expected growth rate dveaamldMPRe i segbowvehave
ten f-gebwshg cities, by housing gr omttrhe fiomr tQiet iUKs .a
Cambridge, Peterborodfgh and Milton Keynes.

(207) Duri ng AM®I7i,an expects over 170,000 new homesvewi | |
145,000 will connecTo teon aibtlse vgartoBMtahm, eitAnvodrickidéem v A6 6 e n t
to enhance capacity in its sewer network, including
new homes and enhance capacity at 2As$ ss wafviegu medcs8 cl i
Figure ,9 Mredloivan is forecastingnnlkethopbgbeatfteumidnmr
whose area of appointment includes London.

Figure 8  Forecast growth in the number of connected properties (water)
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35,000
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15,000

‘| ir ‘ |
S'OC_)O I II II |I I . . m “ II
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Average annual growth (numbers)

m Ofwat DD forecast M Company forecast

Source: Reckon Review of Ofwat's Treatment of Growth Expenditure, page 26 (SOC201)

Figure 9  Forecast growth in the number of connected properties (wastewater)
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Average annual growth (numbers)
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Source: Reckon Review of Ofwat's Treatment of Growth Expenditure, page 26 (SOC201)

208) A future driver fdr7mO0OgbotskesbéynondstHer eceCasnbrwidlgle L
(OxCam) Arc. In its response to s(iNdONapoommhadbn|lnhead

% See Chapter E.2: Growth.
% See Chapter E.2: Growth, Section 3.1.1.
92 September 2018 Plan (SOC001).
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(209)

(210)

(211)

Arc i n Oct%adred t20rlBugh the joint decl arati ¥mhei th
Govenmemt has affirmed its ambition for up to one mi/l
by 2050. Anglian has iencdalgdeidadwi At hpoarrittnieerss,, t o i nf o
indicative figures suggestingbeomiet @D# Amed hafs eo merw
The OxCam arnkiigsurseh olwonT hie | ptwhmdbhegrisi an used to forecast
for the purpweeeoflratwe Pram L ¢cwani ehduct! raaireii tt y omlada n s o
linked to the projected further increases in housin

Figure 10 The OxCam arc, two-thirds of which is in the Anglian region
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Source: Ministry of Housing OxCam Report, page 9 (SOC295)
Corporate structure
As noted abodMad ,erArmSgelrivdmces Limited is the company t

Wat er Ser vitcreasd dfsinmpilsi e d.% Wat er

The wulti mademphaoniydi mmfg Angl i an WatAenrg!l $emv iVWaetse r L i Gmiotuep
(AWGD AWGL is a Jersey registered company 200 &.h AVWGL i
i s UK resident, a n d's whaoHswnlekd tsauxb.s i AWa@alk y, Osnpirteeyd , Ac
acquiAngdi an Wat ernoGw okunppWRd cRaren}) €&odLitds subsidiar]
Anglian, on 23 AM@gv dmmerhaxs0®é&.en in private ownership

AWGL is owned by a consortium of investors compri si

0] The Cam®a&dai on Pl an | AwWHeontgm«&mntn gBd 2Lri ¢hib)t; e d

% Government's OxCam Arc Response (SOC294).
9 Ministry of Housing OxCam Report (SOC295).

% These forecasts have since been further refined using Anglian's up-to-date data on actual growth in the last year. See Chapter E.2:
Growth.

96

See Anglian's website at www.anglianwater.co.uk.
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(212)

4.1
(213)

4.2
(214)

(ii) First Sentier I nvestors (Australia) RE Ltd and F
(16%)a gl obal asset management business compri si
Eur opet haendhSi,ich ul ti mately owned by Mitsubishi UF

(iii) Gl obal InfraCo, (MK)clE.i dimontedol( 118&d &by, oI | mses
manager owned by 27 Auystralian pension funds

(iv) Camul odunum | n{dstmetn taisrj vod sht me ndDa lvmedhriec | Ga pfiotral a
I nfrastructure LLP. Dal more Capital is an indepe
90 infrastructure assets. GLI'L I nfrastructure L
gover nments cheemsisan Greater Manchester Pension Ful
Fund, London Pension Fund Authority, Mer seysi de
Fund and

(v) Infinity I nyast,aehi sv8sAment vehicle of trhid yAbu
the sovereign wealth fund of the United Arab Emi

Anglian Water Services Holdings Li mit'sdr-fineagsc eidn cdoerbpt
structure was established. Angl i a(AWS$atleK PaefreveitcaeGo L
second holding cotmpaey shrubbéuriengAngl i anhaMatiesrs Sed
l'isted debt (bonds) t o fsunrdegtuhleat @me rbautsiionne ssf. Amgll i
Financing plc as the | ssuefrurmahyer fbroomd st,i nseu btjoe ctti nieo,
G1Wi I.1'i on

CorpofGavernance

The Board of Anglian

As at 31 MAnNngHhsi @8902a0r,d & 6 mpr iame |l ndependent Chair man,
CBE(ii) two Executive Directors (the Chief Executiyv
of ficer, S(tieivie) Bfuicke I-Ehxdeecpuetnidvween tDiNroenct or s (John Hi r .
Dame Polly Courtice DBE LVO,i MlaR;athdle)( C& & nExperc@uBtE Nan
Directors who represent the three original i nvest ol
Symonds). Anglian is required under the terms of it:
is sudthet lDatrectors are able to act independently of
and exclusively iComplhh@As ntleowrstasb @Y é8jplakndg lcioanmpr i ses ¢
of I ndepedtdectut Noem Directors.

Principl esatoed Gooweproranc e

I't has bedmnailngng equi rse md rcte naf€CoArpalhiyammeoul d have
regartdhet oPrinciples of Good Govervamicceh aanpdp ICyo dteo opf u kB

compani es,.Oflwat2 Q@lua Isiestheodf mi ni mum standards that it
meet for Board |l eadership, t rBaLnTsGp aPrreirpéeyi pd Eeds s powne en
these principles, and having regard to the Lhiecence

Anglian Water Services 2014 Corporate Goves nBbhT@ Coc
Principles and those elements of the UK Corporate G
a company in privase CodrecamepomAbg Apamcd @84 4donevi se

9 Anglian's Licence, Condition 126.3 (SOC297).
% Anglian's Licence, Condition 126.7 (SOC297).
9% Ofwat's BLTG 2014 (SOC298).

100 2014 Code (SOC299).
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1April 220835 ( ¢¥Det ails of compliance against the
Mar ch a&reh |l uded in the Annua® I ntegrated Report

(215 I n February 2015 (f ol I'sowhibngale hmi ri estsiuen sofi nCdOfweadttat i o
publ i shedf iiadsss eisnsimteinatl of companies pCompamy Moniat ore
Frameworkr aimenvgéd®®&ne aspect of the Framework fBcused
BLTG Principles. Ofwat determined thmatr dhnhgtian hadge

in its assessments iOf WwaltPPD,182 @& esdsrmsdnehd@l1 d.i d not
the BLTG Principles.

(216) I n January 2089a Obwasedssee (RéevBs&eG BLTGYPpwphiech pl e
consist of four broad objectivesThesle awesreer iiensc oorfp osr
Anglsi ancence with effect frtolme lIFAngoneaigaCOoORApgofl hiplibl
the 2018 UK Corporate Governance Code, which applie

Januaryl 2008@sponse '5Revbiostehd (Blwia@ Principles and
corporate governanceglriedrerhas pooaboed 20ARe Jibded

which i ncor psdRreavti 8k Gf Wwati nci ples together with most
UK Corporate Go¥rhreamRdel 9CdChbed.e came into effect on
reportreilation to compliance with the 2019i BBmdeafor

Il ntegrated Report 2020.

5 Angl's aempl oyees

(217) As at 3 October 2019, Anglian employs around 4,800
it one ofs tbhieg greesgti oenmp|l oyer s.

(218) Anglsi aMlanagementl 2hemalme haa,s headed by Peter Si,mamgdon,
compri ses:

0] Peter Si@pisofn Executive Officer;

(ii) Steve TEhélef Financi al of ficer;

(i) Al ex PStarnat egy and Regul ation Director;

(iv) Clrae Ruislseed d | Director ;

(V) Ciaran iNeilrseocnt or of Brand and Communications;
(vi) |l ai ni DArryect or of I nformation Services;

(vii) Susannah GClGewmempt ®i rector of People and Change;
(viii) Paul Vabieéetyor of Water Services,;
(ix) Paul GDbbsctdrerofReWaycl i ng Services,;

) Ri chard B®ruoccthperStrategy and Risk Director;

101 2015 Code (SOC300).

102 Anglian's 2019 Annual Report (SOC301).

108 Ofwat's Monitoring Framework Consultation (SOC302).
104 Ofwat's BLTG 2019 (SOC303).

105 2019 Code (SOC304).

106 Anglian omitted only those parts of the 2018 UK Corporate Governance Code which cannot be sensibly applied to a company in private
ownership.

Chapter B.1: About Anglian

47


file:///C:/Users/sseccomb/AppData/Roaming/Microsoft/Word/Ofwat

6.1
(219)

(220)

(221)

(222)

(xi) Il an RDiIerector of Customer and Whol esale Services

(xi) Jason Théekector of Strategic Delivery and Commer
Angl's aBer formance

Angl's ahdreg m prmeamfcer record

Anglian has delivexétdsa pechdemardcef,irmdst notably
customer serviicteo ilnnmovagptpea,o dlbehasr 8 ec€mchpshiegr push t he f
for the whole i ndustomny,i nwheidl egreoma bhl iamgd tplreosperi ty o

I n particular, Anglian has already:
0] reduced | eakage by a third stlnecaedi mrgi vlaetvieslast,i owi t
|l ost per kilometre of piffe at half the national

(ii) kept thefamatat esupplied every day at 1989 | evel

properties, which is the equiva®ent of saving 20
(i) cut i ts capital carbon emissions by 58% on 201
emi ssionsi byce@mpmri son to the 2014/ 15 baseline.
efficiencies that®afnedled into | ower bills;
(iv) had the | owest increasi noe bpi il vawd s @inkylo st ohnapvaen yg
up just 10%, against aAnghidarsedlyycadeiraglel ofb y 6
than twice the industry average in PR14 (the | ar

Anglian has consistentl y tcioonwp, i edg wliathi ornesl neavlraghdtiortige
requirements and standards of:

0] | SO 45001 Health and Safety,;

(ii) I SO 9001 Quality;

(i) | SO 14001 Environment;

(iv) | SO 55001/ PAS 55 Asset Management ;
(V) I SO 37001 Anti Bribery;

(vi) I SO 27001 I nformation Security;

(vii) BS 18477 Cubbhemabi VMity;
(vii) PAS 2080 Carbon Management ; and
(ix) | SO 22301 Busi fA®ss Continuity.

Thecrommendati ons SetPi ¢t tl1Riehvii cBhyDBe t out actions foc
resilience, amilteiagatnieoend anodf ohtowedt abmesteykoeds umf

107 Anglian's 2019 Annual Report, page 5 (SOC301).

108 bid.
109 bid.

110 Anglian's Management System Framework Policy (SOC306).

11 The Pitt Review was a comprehensive inquiry into the widespread floods of 2007, in which nearly 500,000 people were left without water,
available at:
https://webarchive.nationalarchives.gov.uk/20100702215619/http://archive.cabinetoffice.gov.uk/pittreview/thepittreview/final_report.ht

ml.

Chapter B.1: About Anglian

48


https://webarchive.nationalarchives.gov.uk/20100702215619/http:/archive.cabinetoffice.gov.uk/pittreview/thepittreview/final_report.html
https://webarchive.nationalarchives.gov.uk/20100702215619/http:/archive.cabinetoffice.gov.uk/pittreview/thepittreview/final_report.html

seen at the time as the | argest aplesaoc eptriommep teende rtgheen cG
benchmark its work standards around risk management
utility to have fmuédy econbtriaceidt ¥ hree baummendati ons
certi ftihedt dynati onal Or gani ztaa iBolneifnoers sS tCaonmdt ai rnduii zt ayt il
Systems sltSMA3adrild.,, This international standarpd arnescog!

and systems in place to keep its business runni

resilient2Pousoirnetsos.t he transitioal faa k380l 223ddbptAng
Standard B®&r2bo®9@ati oonf onuBuygi Mensda gt€nee nfti r st water

adopt thi® standard

(223) Anglsi ammtrong peafercmngmieseds iQveOfawdt Per f or mahic,e

Of watheadl ine performance measure unpgdrf ®r0ahga ic 8sf tw aat
basket of water quality, environment al and customer

were used to inform stakeholders about industry
and PROY9.

2249) From 2010, the OPAh®asvirep|l aredntfylv'Bi Mewthiaah stmh e
service provided by companies was assessed by means

di ssati®shbtsoares were used to adjust price |

(225) Si nce ARnOEIlli,an has ranked in the top three companies

annual headline performance measures determined
performer in seven of the 18 years

(226) Fi gude beslhows Axngridmkni ng aWhA®@agaiensltO t he two headl

me a s utrre&t wat has used over this period: the OPA

112 Other certifications held by Anglian include ISO 45001 (Health & Safety), ISO 9001 (Quality), ISO 14001 (Environmental), ISO 55001
(Asset Management), ISO 27001 (Information Security), BS18477 (Customer Vulnerability) and the first UK company to achieve PAS
2080 (Carbon Management). See: https://www.anglianwater.co.uk/about-us/who-we-are/management-systems/.

113 September 2018 Plan, page 9 (SOC001).
14 Ofwat's SIM (SOC307).
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Figure 11 Anglian's ranking among WASCs on Ofwat's overall performance assessment and service
incentive mechanism 2001-2002 to 2018-2019

2018-19 1st

2017-18 1st
2016-17
2015-16
2014-15
2013-14 1st
2012-13 1st
2011-12
2010-11
2009-10
2008-09
2007-08 1st
2006-07 1st
2005-06
2004-05
2003-04 1st

2002-03

2001-02 Top 3 WaSCs

Source: Anglian based on Ofwat's OPA and SIM reports!®

(227) Angl'si asnt rong performance on a range of medse¥e®s cwas
Delivery R2p9r puBDiL8hed i nwhbekbmbempanNnéed, perfor manc
thmatter most amorcdgoet el argest water c¢omplahiiguwr d n
12 beslhows '©f waérall assessment of efficiency and ef
water companies.

115 Anglian's Performance Record (SOC308).
116 Ofwat's 2018-19 Service Delivery Report (SOC265).
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(228)

6.2
(229)

6.3
(230)

Figure 12 Ofwat's Service Delivery Report 2018-2019

Overall assessment of efficiency and effectiveness of service delivery

S T N

Retail Customer Meeting Eamning Leakage Supply ‘Water quality Internal Pollution Middle 50%
service performance financial interruptions contacis sewer incidenis
® commitments  incentives . tlooding Bottom 25%

S A e T e 0l = s o
Better performance v Deferiorated
e W TR e
weecver [ v | I I I N+ I N
P v & [ v s e :
Marginal performance - better/average
oo [ 4 [ I -
Average performance
DwWr Cymru v v A v ry A A v
e v | - v - v -
Sevem Trent Water' _ 3
southem Water  |NNNNNONIN A I A v v R a A v
- N v BEEE - e R R .
Vorkshire Water v v Ay s v v v
ey e v AR | :
Bristol Water v _ Yy v A A v
South East Water v _ v A _ A Y
Sauth Staffs Water v s a a N [ v
SES Water v v i v v v ]
Poorer performance
Thames Water v v v v v a ] a a
1. Severn Trent and Hafren Dyfrdwy were formed on 1 July 2018 following the realignment of the i ies of the legacy ies Dee Valley Water and Sevem Trent Water. A comparison with 2017-18

performance is not provided for these companies.
2. The legacy company Dee Valley Water provided water services only and therefore the figures presented are representative of the legacy company Severn Trent Water.

Source: Ofwat's 2018-19 Service Delivery Report, page 5 (SOC265)

Anglian hit the top 25% imxpewndnt meaGuasftéosnce r&hDd revsi:
Meeting Perfor mangEa&r rCiomgni Fimean;diealk aWaetceernt Quw ®lsi;ty Co
and Internal Sewer Flooding. Anglian al s @ xtpietndtiteairte
ef ficSwemelyy | ntfaenrdr uPpotlilountsi on | nci dent s.

Cust omer service

Anglian was named numbeervione bfacsse dg want Ohavaitv eSimMas ur
for water companies for thW®Thear benddd 8t MBmobht 21
consi st equarutpiple service perf &6r memsoatdaanyeiavaa &s Aonmb ¢
one.

Lakage

Reducing |l eakage i s's ac wpsrtioomertsy. flonrglAnagnl ihaans cut | ea
since privatisation in 198®froudndithheinfoatabnaécaverhg
the amount of watemal ast ApeiteirldiolraomaentcreePdfmmir emé nh & e (
outcome del i velDyl)si neleinah veewgrd or penalise the Co
underdel i veri ngSeipttse nibaei?d e2t0s1.8Ahgl i &8® proposed elo set
for | eakage of /213658 Thle/ dt @rygn 202! for Anglian is to
Wat er Resource M@WRIMPetme nrte dRulcaen | eakage by /1462 % nbdy i2t0s/
ambition in its 2017 Strduegi teBkaget bynb5 Stwd tegameafgbe0 |
performance compared to the restiBfguhelb@&dbstry ov

117 See Ofwat Customer Service Report Press Alert (SOC309).
118 September 2018 Plan, page 193 (SOC001).
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Figure 13 Anglian's leakage performance compared to the industry average from 2000/01 to 2019/20
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Source: Ofwat's Overall Stretch Appendix, Figure 4 (SOC229) combined with Anglian's data (Reported leakage from annual
performance reports)

6.4 Perfor mammet mMenée( BCLs)

(231) PCLwer e set fors 1PMCéoifn BAmgi2dHlady d®r Anglian has met 1.
only shortfall being against mean mahatycompldiram&e
wher epdarhfeor mance commi L e oth(ereed rotrree mel y hard to achi

65 Reaching beyond regulatory compliance and perfor.
(232) Anglsi asnt rong p@odbserymamdc e egul atory compliance and pe
a pur-dpedebusi ness-treaant esdisitmilnarbd e ambi tions, contin

t he c¢commubhnaitt iseesr ves.

(233) Anglian has |l ed this apaprdoazhl Acwassi ndhter i mamutsalr yi n

wat er isndRiskiriyc I nter &Swhiommaweinhe, i ndustry joini
standards for a social contract with customers and ¢
t o iseotcy, above and beyond the provision of clean, fi

(234) Anglwaal savarded tB8e AQaedn f ori nEn2toehrép'sUKk e ghest accol
celebrate busimersscoaegricteisen of t h d tdhd@gmp afmgcsa nma deeo n tni
setting new national standards for sustainability,
oper atd ons.

(235) Since bei ngReswamde dl| e Business 2D iBItTHRuU § Yaeers s in 1
Commup®*®Aynglian has cowiithuded TCotwordlevel op a new st
experi emelepimeggdadreehat Cambri dgeshire townwof kWiashesh

119 pyblic Interest Commitment (SOC288).
120 See https://www.queensawardsmagazine.com/award/sustainable-development/.
121 2017 Business of the Year (SOC310).
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country. 'PAl @a@ad i lomad €'’k Al @eeSetaanb | i shed and a strategy

whhchas encouraged three businesses to commit
| ocat? ons.

6.6 Recogni ti on froorunsdt rpoenrgf oarlmM/dA8ce in 2018

o d

(236) Anglian relies on the dedication of its eneplhaygeheess tt
standard and works hard to create a culture where ¢

Company was named the best place to work in the

UK |

(237) The safety and weésl |émdlngyecefs Ansglafanpar2a0mountAsnigmg art

approach was recognised by the RoyalR&®BA emiy hf aar
t he

2018 Health and Safety award. Anglian was al so
45001 standard for health and safety.

Goh

238) I n samyn Angdlbhkamd strong perf®@rmanclkeéem rROABgni sed
t hiprad twietshCotnhpeany receiving a number of accol ades:

0] named Utility company of the Year at the Utility
(ii) named Water fcomparwgao at the Water I ndustry Awar
(iii) invited to join Leading Utilities of the Worl d,
(iv) received two awards in 2019 at the I nternationa
recognitionoat |1 eakambiand innovation strategi es
(V) named by Glassdoor as the Best Place to Work in

inclusion;

_‘
(¢}

(vi)

(vii) was the first wgtenmndcampamwalies Eo be awarded

health and safety.

7 Angl's astatutory and | icence obligations

(239) Th&at er I ndust(y ABctt s1 DUt ao nluingoaetnii aofs appl y t o
sewerage companies) . (iAcl udi ngpdRAlnigtedipipedraesrCb apt er

tained the RoSPA Gold Award for Safety for

t he
t h

al |

C

Of wat duties. i Thd@RWOAsuppl emented by other |l egislati

protection of the environment and human health

as

I nspecto),attemesri r o AgreennfEyYAand Nat ur al Engl and. These |
other things, quality standards for drinking water,
poll uting discharges i nt or etsheg oevnevrinrionngmeonpte,r aatni do nparl o c
and timings of abstractions ar e ¢ oEmtvriololnente ntEYA Aglesntcr
and are potentially subject to rlkeave ilresernalalty tii mfelst
by devel opments at a European | evel in relation to

122 B|TC Place Leadership Team (SOC311).
123 Blackpool, Rochdale and Bradford.
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(240)

7.1
(241)

7.2
(242)

(243)

Anglsi alnnstrument (@if. &p (sAnlglcimamte) sets out a**Whde r a
debt programme wunderuriet sh asse chuereint issterdu cstturruecdt so as t
regi me. I't requires Anglian to,compbmewcabesténodial
fence provisions), cont®ins enhanced protections.

Water I ndustry Nati onahméddhWNBPonment Progr

I'n Jadk the EAfiosveddi WhNBRD wat er E%lnhpiasniset.s out
measures thatatthEnagE lerxapnedc tN al |l water companies to d
202118

Water Resources MdWwRd)Ement Pl an

Thwater Act 2003 introduced a statutory r etqairim epriean
for managing water resour ctcebei WRMRail'siVvRIMR as eotfs oopuetr ¢
25 ear approach to balancingtbhaeppbygiahd demaothi ¢nah

chall enges fac®ng the industry.

Def,raal ong with the EA and Of wat, has set out guidel
term supply/ demand balance issues throughtl AMRMIPEQg

Guidelines issuibd pnikayp2eseébehi ndenRIMPe gwa tdearn cceo naf
|l ead the way in taking action to ensure that [they
economy as well as valuimnignghehenvhalbhenrg®s aafd aleiem

124 See Anglian's Licence (SOC297). Matters covered by the licence include the framework for price limits; accounts and the provision of
accounting information; charges schemes; codes of practice for customers on disconnection and on leakage; levels of service and
service targets; ring-fencing of assets and restrictions on disposal of land; asset management plans; provision of information to Ofwat;
provision of combined and wholesale water supplies; and payments to customers for supply interruptions because of drought. The
conditions are modified either by mutual agreement of Ofwat and the water company under s. 13 WIA 91 or by reference to the CMA
under s.14 WIA 91.

125 Further details set out in Chapter K: Gearing outperformance sharing mechanism.
126 \WINEP (SOC312).
127 For further details on the WINEP programme, see Chapter E.3: Enhancement.

128 Section 37 WIA91. The legal requirements for the WRMP are defined in the Water Resource Management Plan Regulations 2007 (Sl
2007/727). The WRMP sets out the Company's 25-year approach to balancing supply and demand in light of the social, economic and
environmental challenges facing the industry and mandates wide consultation with customers and stakeholders. The process is overseen
by the EA with the final WRMP being approved by Defra.

125 For further details on the WINEP programme, see Chapter E.3: Enhancement.
130 Defra's Guiding Principles (SOC313).
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1

Chapt eMHoB. Zustomers have shaped the

Overview

(i)

(i)

(iii)

(iv)

v)

(i)

Anglsi a®iept embPramO0fl&8i t hfi udsd gyt ofredfrhdeed s pr e f ¢
maj ority of cusSeomtee mb & Pluda@ A b Esi air af t De
Repr es e mtoathi omcceptable and affordabl e an
customers with affordab's| Ptramp opsseuse st. o | challeig

thattst omer sl e¢etath aare tahey were willing to pay
The Plan is the result of an iterative prdg
stakehol der engagement exer cilsiten vialdgvymioare Hh 4
million interactions with customers using
Anglian designed its Plan, including chang
results of this engagement. The Plan respo

(a) Cust ofreetrast ed preferences on key aspedtfs
be made Db(ea)weiemvesting now to mitigaam
popul ation growth and jtoa grbogt acetf etrird ne

(b) Cust omemrsef erences for mai nt ai ning a hi
Company continue to drive forward the f
to them.

(c) The relativéehmmpbomanseplsodegeorf olremaallc ¢
and how these shoul d dué ciodme e nirtedreym ¢ i€ddel ts

The results of four different channel s (i
community, tBe thegBmBisaeaed focus grouapahn,
cust omer s, consistently showed that cust on

€) investnoowdefprotect agai;nst cli mate c

(b) support sustainabl e growth

(c) enhance the ;amdironment

(d) i mprove resilience

Customeesprepared to see bills increase by
these risks. Customers want the Company to
and poll uti ®wmc bivretse rarrtepatsi ons t o s u pvpelsy .s hTohu
with these pheapwppbreseahdnced rewards for
moving the | eakage frontier.

Customers were clear about the i mpact sacn db

t hey val ucce tthtee ys errevidred iveat d etyh e yr iwsakn t seaurd Vaig
wer e wisluppnogr tt oa bbbl Hei heereashtbis

Even thoucd¢luhsnplaieers pr epampedrt o bi Ahgl'sharneesap
to the Draft pbDepdsinlilnateéadwmcti ons of aroun

preserving critical invest ments to addr esg
Angl'si abni | I reductions at PR14 were already
the | ast udelc stheowom greater | evel of reduct
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(244)

2.1
(245)

(246)

(vii The high quabi cysbbmAngkengagement, and t hg
in the Plan, was recognist¢cealdim@f tivmigt t awioh
Comparmynglsi ainndepewnsdtemiieg@genfemtu@E}Fal so r ec
cust omer enghlhgiesnmgrmamgh st hat t he Pl an faithf
expressed by customensl afAngheafibacaktomeosi
of Performance Commitments amdia®ODIltsy vappProa
research and triangulation to support robu

(vii) By contrast, and as explainefd asewhO®twa td
evidence on 'swhcauts toogduvesd Hwe in favour of it
ougtha val ue.

Request to the CMA

(ix) Anglian strongly recommends that t he CMA
gat herheidsxt B nesnigvaeg e ment exercise. The CMA w
was not -atampiberg exercise: Anglian can d
i nformation and ability to make informed c
the viewssdfomehe EngageB@ditr eotrluyn ( C

Thiremai ndeahaopgt drhei s st r uScetcurieodh a&s pfroolvliiodvess:'samfi oaér v
Met hodol ogy regarding cust dsmeap pernagaacghe;medd c taiaokr A g 6
approaacaltiomec enigmgreeleath winl dion kfeyPRtRs Section 4 e
Angltieasnt 5see pt embeR| @8MBBaft Det ODmMRiempateiscemn(dt i e r esul
bill l evel s with custaméer af f eamdd oditelsicay deépt efust otmpea
as reqardgs ment t.i me hori zon

I ntroducti on

Of wat Final Met hodol ogy

There are mary vdibfafsevmé mtr company can provide; it sh
on the mositnval uampeti ti ve market, customers signal
their willingness to pay. In a regulated sector, th¢
(based on the evidence), incentevemengsorndt Benwanmt
contr ol is constructed.

Anglian considers that the mechanisms of t hwanptri ce
Of wat appeared to take the same approach, stressing

Final Met hodo®fleggntiag PRAY;

‘Companies need to undéprsefamdenhes ramcdsproimeristi es ar
that matter to them over the |l ong term. This incl u
that mdlgenhtt hem vulnerable and those that are hard t

Cust omer chall enge groups (CCGs) wi | | provide 1inde
i ndependent assurance to us ounstbdmemuehdagemdnta; cam
whi chi & hriesf ]l ected in its business plan.

131 PR19 Final Methodology, page 22 (SOC314).
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We are expecting a step change in customer engageme.]
of techniques to address our principles of good cus

Customer engagement will Ibé c e mipbassliietseos so uprl aamsss easts nieR
of the initial assessment of business plans process
Customer engagement wil/ provideprepsealksailnewvheiemcle

such as their performancé commitments to customer s.

(247) Aml isarPl an is the product of the widest tahrad daesp este
undertaken, an approatbadeoggbiys©fi was'ss@epabhshobr A
out iSecthens that foll ow.

2.2 Angl's aapproach

(248) Anlgi acreat 8dpt embelP| 20 1W8i t h it s c us tcoamerrisé & rTohu tsh haars
extensive programme of tédaemt sccontaseéar cthhhe fdaecveel opr

community of customer s, gami ficaatonmnhésiamesgsebas and
interactions wi t h custometftss.i n@fusattiymgecagpi eadh Ahg
engagement , oapadinyg t Wieger amdley in this category at th
Businessl AP ainns January 2019. Of watproondkesdead wti dat r
convincing evidence to demonstrate an overall high
cust omer engagement and participation. | tusdlosner pr
engagement has been reflected in the bus®ness pl an

(249) AnglsiCElFagreed with Ofwat that the approach taken by
'exemphaiy ovi ded a firm bedr osedi fbours ithiees sc opnpaann y

(250) Al | of the insights gained from continuously engagi
set out $nsyAmghésains report, which wBeesptemthle®s$ e0.1a8s A
Anglian has bui ltti tolmatt hdee vsetlroopnegd pacssipart of its PR1:
its customer engagem&aly tonaersagobongabwot what it:s
t h@G@empany. In particular, Anglian has had meréenthhasn
two years | eading uipt st 0S e phtee Bhugbnmi 20sdi 8enn soufr e i t s pr oy
by, and respondedrtio,r iittisescuslthdmeremgagement has cre
comprehensive pictuers owamth,atbadtths whiesteomt here i s a

where different customer segments have differing vi

(251) Anglian consulted with customers and stakeholders
Spring 2017, whent éent ambitt bDahtb(sif)ooenelblgighg sustai nabl e
for its region; (ii) making the region resilient to
carbon neutral by 2050; and (iv) drivingerdi getaeé
customers. In this draft Strategic Dire¢btrhoeni rStvaiteewn
on the ten outcomes developed for PR14. While custo
their prioritidéde, foud tamdt ttitomee seft tout in the dr af
relevant, they did not think that dri vi ntgerdm ganmbailt ita
but rat her wa s Cosmpraentyh isnhgo utihde al r ef@ d yp ekké@&r dadii g me o w
customaercg easing support for protectiagol dlgo#eglvinr on:i

132 |JAP Summary of Test Area Assessment, IABP (SOC271).

133 CEF Report IAP Response, page 1 (SOC316).

134 Customer Research and Engagement (August 2018) (SOC033).
135 Accent Acceptability Testing SDS, page 45 (SOC317).
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ambi tfiooonused on improving ecol og)iwaasl pgtogptolse da droo srse

previous digital ambition.

(252) Thesbdanges were supported by consumefbBnahdSweateghc

Statement, publishé®d in November 2017.

(253) Th8ept embeRI| 20 bB8EDSY, f or each investment, customer
maki ng, and 'sipowphdmsa@llisarhave changed as a result. Be
key areas where customer views have driven the comp
Resources Management Pl an) , |l eakage, smart nanet er s
Environment Programme), bills and affordability.

3 Customer engagement through the main building

3.1 WR MP

(254) Angl'si awiRMmhas been driveexpgctastomerand preferences
obligations. As part popofcudtsomeangoi Mgveonvrsisatemmnl vy
reliable supply of safe, clean water is their top pr
its WRMP.

255) I n August 2017, Ahaoghgawathed df a@s twiewekl i hbuMNorwes ht o oe
with customers on option/defmand mhahaacei agdtbe sepp
Customers told Anglian thsatdkbemkageransndshbbobbbked Hemah
when seeking to BeMgte annypl defiecmiqui red about the I

Company should do, and what customers themselves wo
and demand. 53% of customers preferr éd hted pr)e d uecYe wal
morienvest ment in new supplies and 39% wanted both
investment in new supplies. Just 1% supported neith
risk to®supplies.

(256) The key draft WRMP decibsy onwss ttchmar wemrnrgadgeamenrtmevde r e\

0] prioritise demand managementAnglisdamtbh ¢ i awes e lde pna

management strategy,;

(i) invest in drought resilience and reduce the ri sk

(i) maxi mi se udengofi ndxiastructure and resources bef ol

(iv) ensur Antgh'sVwRMP woul d be affordabl e.

(257) At the festival, and salrs,@ ydsins twd rmdri sngtnelsd Amglpiaayn t h
resilience to dr outghhatt irne stthrei cftutonrse,i nantdhe form of
were no | onger al®Asptaabrleesudpgt,i oAmsgl i an changed its

drought orders from one in 100 years to on#&PihoRO0O

consul tation.

(258) Anglian also consulted on the WRMP both as part

of

separate activity in March 2018 wiptelciiftic arolnisrud t@adn

136 Anglian's SDS (SOC016).

137 Further details on the statutory requirement for water companies to have a WRMP are provided in Chapter B.1: About Anglian.
138 Anglian H2OMG Report, page 14 (SOC318).

139 Anglian H2OMG Report, page 11 (SOC318). See also September 2018 Plan, page 27 (SOC001).

140 |CS Valuation Completion Report, Section on water restrictions (SOC038).
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set out a sericeuss toofmeahso itcheast fbouri | t on each ot her,

l egal requirements, through to a set of investments
climate change risk ampdovdmaigalse méragxtmbweé stutckharma ant
savings fromwatmgd i ehficiency programmes, extr eme

change scenarios and | onger t eryne airmppd catnsn,C nhget ypoamed stdh
|l argely chose th7el%uddt ipmge kfaggre twhié hmost ¢ o Mplrheehye ns i
did this knowing that tyeabi o uilmdp et ¥inf assrsown dat A1d0 .

(259) | Apr2i0l18, Anglian OonhbRAIA®atdi oh inhsluded the investm

WR MP, usBegthe'ssBgssal engagement tool, whi ch 'sal |
management for a day to decide which investments
was aoblgi vte ytetadb Il fydl Ii mpact i n the context of all
A2%¥This encompassed not only the impact of the vari
t he wat erwater ytcharnvgi (cie.se . i nEPYydi Mg kWiyNquestion
was whether to invest now or | ater to mitigate cl

to inveé’sAs nowresustfi Aabgl WkigeptamdePt &ahk8bdénging

forwardcbhnmat eni ti gation inves'temeretcttad i manest. i ts

3.2 Leakage

(260) Leakage remains a critical issue for customer s,
money. I't is always cited as the higrhetsda tpadlolre.t yAd
i n SeX.tdibmweit i s'fciussttoneross ce when considering how
Customers recognficsendt Aegl pasni ti on i n t aCokmpianngy |teoa kgao
even further than its historic performance. Angl i an
|l eakage down or remain at current | eveldu.ce78% akfagedl
supported the prospect of enhanced outperformance
fronoreraffordabili typfdboi castameértsr avdhedt ed Angl i an
|l eakage to eveins Hlitoiweg tlheev efl sontsi eanlifiunret heo mmuAmigtlyi af
Anglsicammi t ment to | eakage clearly demonstrates that
appeals to the public to reduce consumption mor e

3.3 Smameters

(261) Priordémandgsi de measures i'expeoaeatwi ohsibhascustdomegl

the use of smart meters to help customers manage

technologically inclined segmeapgtsi,on odfd Asmighg amot & e
manage their usage and accounts. At its Water Fest
wanted a smart mandb % T2%Wdsaiod whsl e the remaining

were articaudeadridt wveamd use of the data generated.

more assurance %n those issues.

(262) To further investigate how customers might benefi
|l arge sctaédrem d roingl sAnql iian hasgiiomstall ed over 6,
Window in Newmarket, and 10,000 smart meters in

141 Incling Water Resource Management Report, page 21 (SOC319).

142 Incling Water Resource Management Report, pages 21 to 26 (SOC319).

143 Qutline Plan 2020-2025 Consultation (SOC032).

144 Qutline Plan 2020-2025 Consultation, page 29 (SOC032).

145 Anglian Be the Boss Consultation (SOC320). See also September 2018 Plan, page 27 (SOC001).
146 Anglian Be the Boss Consultation (SOC320), See also September 2018 Plan, page 28 (SOC001).
147 Anglian H2OMG Report, page 21 (SOC318). See also September 2018 Plan, page 28 (SOC001).
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have access to a secure website where they can s

saving based on answers to questions such as whet he

showerugddd.ey

(263) These trials have shown that customers with smart

enabl e them t o s awa grhomey,ucnontg jwesstteetfihunp olg e nlythtyb ei n

able to identify |l eaks on their own property. Angli
to custhomerss based on the data collected.

264) I'n its |l onger r urnknetn,g Anrglailan nhaNse wsneaen an average
property per day as a result. An interaction with

showed that customers value the peace okf onfi nddaial ys nuas

and identifying | eaks on their property quickly.

al |l customers and are no arcegerssarfyut wr ihetlipc readget

resources. Givemhathesmapecmatéos will be the norm

up for supporting behaviour change and demand manag:¢
metering proge@mmenedidin &mdc DD Re pr,e swhntcaht i@a@ocr iudesrss anl

rol | out of smart meters over the next t wo AMPs.

3.4 Wl NEP

(265 Theni qquag ur e o MRAegilomnmeans that a si Ymwiiflilc dret ded o w
there. Anglian included the | at e $4f owrewbotneshi oh &ahd Wl
i tBse t heédBgissal engageibheat chanhoamers7voted for high

the envi®onment .

(266) There the potential to deliver a significant propor

rather than processes and treatments which create

I n the consultation on itrseedSt o cdieslsiovnsdre gAmM galdibar § e d

becoming carbon neutral wel/l before 2050. I n fact
on how these environment al obligations should be
sallti ons such as wetlands and reed beds. This was
the multiple benefits of such solutions, i ncPludi

Accordingly, Angl i an negot igaetnecdy wiot hi ntchleu dEn vtihreosneme

possi blSe pitre mbte®| &#r0.1 8

3.5 Performance Commit ment s

(267) Angl'si apnr oposed Performance Commitments for AMP7 have
and stakehol der s, tplaeneCEF ahdeéekibopudeas eavmeron whi

Performance Commitments Anglian should have, how
incentives, and the | evel of stretch.

(268) This has resulted in a number of changed ttso ciutsg omee
told Anglian that bathing waters and external sewer

148 Further details on the unique nature of Anglian's region and the Water Industry National Environmental Programme (WINEP) are
provided in Chapter B.1: About Anglian.

149 Qutline Plan 2020-2025 Summary (SOC031); and Outline Plan 2020-2025 Consultation (SOC032).
150 September 2018 Plan, page 28 (SOC001).
151 Incling WINEP Natural Capital Report (SOC321).
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(269)

(270)

(271)

3.6
(272)

(273)

(274)

(275)

suite of ®M¥mesrugaes for interruptions to supply, cust
other priorities.

Customertsolal sAmgl i an the balance of incentives they
and asset heal t%he pmeeanshuePd 210 1i8se based on these prefer

For |l eakage, Anglian explicitly sought vipewpofsmomfo
enhanced T@%Wacocfdscustonmertsarn qethead | OBIns research suppo
to reward for further a%ditional | eakage reductions

Anglsi atnr ansl ati cheedbaacaktiomeo si tpse rpfroorpnoasndcda escBstimg o f
an®Dls was consgdatetdyaappgbach to customer resear
robust estimation®0of marginal benefits.

Supporting vulnerable customers

Anglsi amul ner abiwaistegr sdatradewiyt h | tgoecsushteoyoenrd .siTrhplsy
Vi ews BSept admbeR| 20 1l8ut cessememg shaped t hper osgorlaunimeo n-

has specifically targeted deep engagement with wvul
understanding of the range of dr i €empamyn dh pse ralepd iroce
the support avail abl'wvi eaws mintuigenst ofcaurs tvounkenrespab bbhchy we

chall enged and informed by t heakfeflorodahbitlsi tGEFand Vu

Customers tol dChAmgamnwnexdaltstihe providing support toc
to go f urstihnegr aiwiarreaness of the support available. Th
Register and its target to have over-2@80, 000ahsoseklk
to the range of services suchatdasoni tpy oggu cGAlonesets fafunlde di eir
t wo yeampai gn.

Direct engagement with vulnerable customers has al s

vul nerability Performance Commitments measuwrpgoritn t
For example, customer s s ufpegproad eadn yt hree warodso sfadr twvou Irn e
provide further suport to those in need.

Bi Ldfsf ordabdl atgeptability

Anglian deSepbepmbdeRIt®mM 180 respomdalt o Aadd ttenmtpesd t hes
components and the resulting bill |l evels with custo
three scenarios corresponding to differing levels ¢
and laserenvironment al protection

0] bills before infl atiywearr eprearii2®@ 50@20 200 er t he five
(ii) bills before inflation  yearr empesrei2@®@®5R2 B dver t he
(iii) bills before inflationyeacrg@i2d®@%) 5% over the f

152 Accent Acceptability Testing PCs / ODIs, page 18 (SOCO046).
153 Anglian Be the Boss Consultation, page 7 (SOC320).

154 |CS PC Marginal Benefit Mapping (SOC043).

155 Incling Vulnerability ODI Report, slide 8 (SOC322).

1% Anglian's regional challenges include the fact that: (i) Anglian has one of the fastest-growing in the UK; (i) is most at risk from the impacts
of climate change, given its low-lying topography, long coastline and already lower than average rainfall; (iii) is required to deliver a
disproportionate amount of the total environmental improvements needed from the WINEP; and (iv) is largest agricultural region in the
UK in terms of output.
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4.1
(276)

(277)

(278)

4.2
(279)

4.3
(280)

(281)

Customer bills and acceptability

Through sevetalk thagesktssegment of customers consi s
as this was seen as @aagdsivwehluiené o68mMmoakiytcybhomers v
th& % profile, and 25% vdt@ustifomerntshei nRi. 54 ed otf Hdte t
a |l ot of protection against future risk, for not ve
t o swiot @mot herasprions'Benegtihben nBjda mé 8 % wsfwi paedht ng cust ome
for the highest profile (+5%) &nd 34% for the middl

I'n all guantitative channel s, more than 80% of part
bills increasi mgpgby aadtcépeptaahi Ri 69%.research, as indic
and affordability of the highest bill Peptfemerer w2@h
Pl an was acceptabl e, and 87 % of Se pntfeommbneerBl 2abuls8r aoame r

af foriabl e

Not withstandiaqc ecputsaanocreersf a s mal | increase in bildl
chall enge its cost s, scope and timisgegpoembeRBl M ¢ 8 s |
sets out the Kkmrgylsi acnes tomeer Gs nwpaannty tthoe make t o pr ot ect

change, support sustainable growth and enhance the
invest ment, 'sshRIcehn Amrgd pasned t o del i verduwhiilomTélins dide
means Anglian is delivering all the investments it
willing to pay. This outcome is indicative of the w
whil e sharingthheudbteomdeén $. w

Customer bills and affordability

Al t hough Anglian has ver ySehptgehmh ed?\d efdrisdl 800 D sRiepporoer ste nfto
it recognises that there wild.l be some customers wh
custtom want to pay their bills, but someti mes a mi
right time. For some customer s, the issue is budge
payment methods and dates, andsmasempeéei pntoompoageh
of their water bills. For some others, the issue 1is
required bills. The | evel of water bills wildl not
dicfuliti es, and its customers have'medi dmApgl lma notnygh & ©
with other wutilities and after housing costs. Angl:]
income and its c¢usCCoompeannslyahawvenetyoltdhitntke t his is the |
very low | sudlsidfy ¢romsother parts of its customer
Acceptability research

Angliantéefarimed2k0 17 by setting out the principles ¢
out set of PR19, Angl-9dtaang ee navp pragaeddo @mip afkiyvnegt htr lme gh t h
devel opment mil esAtcacreenst ,o0fa iltesadPInagn mar ket research
carry out all fi'svebethalsfe.s on Angl i an

Cust omer s ihatventcloyfosmpany tthler ough many different cha

risk, high quality service, rat her than reduced bi
acceptability research showed that @l farfPganmapgr ety
it was based on their priorities, and found it affc

157 Incling PR19 Consultation Feedback (SOC323).
1% Anglian Be the Boss Consultation, page 7 (SOC320).
159 September 2018 Plan, page 29 (SOC001).
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4.4
(282)

45
(283)

(284)

4.6
(285)

(286)

changed its plans as a result of the acceptabatedy
prefer®nces.

St agéMay 2i0SLD/YS
Anglian tested the chalidtemgnegoial sf aeed,ouandnt he sl amn

and stakeholders. 87% of customers found the key ch
reflected.®tWietiregai @svst o -tietrsm fgowrl sl omig hin its draft
expressed their acceptability,; however, nearly half
included (i.e. mdSAsl ya trhees udlitg,i taasl riyjeoratbjoovderg ! i @an Seepli
the digital goal with a new one focusing on i mprovi

emerged asf ar pgtiomkehogl der s .

St agieJ@nuaryi@ll8evel opment

The next AsgélsgPd monf was tidvisdew edfopt he acceptability of
was basewwidhihgpeasss VVEgapariyed out during 2017.

Each ofonnhdal s was testgauchrdred st mfeeustomers found a
to understand, and 94% found at | ea®Si mbmar of es hlet :
gained for the bespoke suite (74% foulnd@ara)l lanwker &7 %
participants thought Anglian should be Yergluired algs

asked about deadbands, caps and coll ar s; 69% support
collars i principle.

St agieA@Bri | TrQ0tlBRImmen t esting

Anglian then tested its draft plan using sever al di
research. Accepboabiahi hy bwaaseids8vd(% n ecust omer s were pr
basic infor mat poao)vahbiecuht rtohseen bt'eaoh FOo3rbtaesd swhien ecust omer

al so considered key servic)d oirmproasemedtds ciurs ttohme rsac
94% once i nf eromesde hfodrd ncaurst omer s. Affor%abi 6i hyg Wwasé

once informed for household cust o-meusehnldd 8& W tra nse
profiles were tested including inflation with more
the i mpact of % nflation on bills.

Angladlasno tested the PCs and asked whether participal
tot al of 28 measures were tested, wsahitheyangeeofrto
the measdrfefelwvaseaahficietly stretching.

160 Anglian Acceptability Research Report (SOC190).
161 Accent Acceptability Testing SDS, pages 8 and 9 (SOC317).
162 Accent Acceptability Testing SDS (SOC317).

183 willingness to pay surveys included a range of societal valuation techniques including both traditional stated preference surveys and
more innovative techniques such as subjective wellbeing. See Chapter G: ODls.

164 Accent Acceptability Testing PCs / ODIs, page 9 (SOC046).

165 Accent Acceptability Testing PCs / ODIs, page 23 (SOC046).

166 Accent Acceptability Testing PCs / ODIs, page 27 (SOC046).

167 Accent Acceptability Testing Outline Business Plan (SOC324).

168 Accent Acceptability Testing Outline Business Plan, pages 32, 24 and 36 (SOC324).
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4.7
(287)

4.8
(288)

4.9
(289)

4.10
(290)

St adgieMar ch 7210 bi I | profile

Anglian made mi nBlran eivni srieosnpso ntsoe ittos t he | AP and t esH
customers. Acceptability'uinmairf édaamnue dd Inméd o gamedd |alf yf otrod ad%0i
t o 8% %.

SageidAugust TDDRle9pr esentati on

Anglian made f ur Plhaemr irrevritca@nmssAng laitasn deci ded to te
plan and the DD with customers tothssdssoWwhatstbeaer
favomusrurei ng that investment can be delivered in the
instead of a | d&@&%ger bill reduction.

l nvest ment time horizon

Customers indicated that they value a reliable, goo
be resilient to both growth and climate change. Angl
with practical e x anfolmpsg,n sthoow | glu ibcek Idye Ititbveer i ng t hat
should be paid for. Cutmpraerys sihrodiil dati endr etsihatn otwh @ at h
they were prepared to see a slight increasea@aniin bil]l

0] asked customers about how theyCush ouled ss&tl etalmé yR
t hat they expected to pay for the assets they

supporting rates that would eithermurseaet canderftu
customers fairly sharing the cost. Only 9% supp
cust ojfter s

(ii) consulted on the WRMP by giving ctuesrtm meupp Ifioaus (i
do nothing; (idir)oupgrhott;e c(ti iaiglaipnrsott ect against dro
protect against drought and cl i mat e c¢ haanggaei nasntd
factors such as | ower than sntwiatiepatddi saenocgs |
exdme drought events, alternative climate change
the statyetasr plamhphinglpeofogdgartici pants chose t he
proo¥2 ng

(i) provided three bildl optionerbawadtpdrtioyi oanvewh e/

protecting against climate change. 85% Bfe drhlei ne
Bosmparticipants voted for the higher (+2.5% and
the context adbf 20B6 poténtiso that customers were
short term and fl atteWaadt over the |l onger ter m;

(iv) asked cust oBeertshdgnBmehsewhet her Anglian should i nve
against climate tcéhdhntglegat 6t4MEqiMmpuaENTytaetdo tifrevest now

Request to the CMA

Anglian strongly recommends that the CMA takes acco
engagement exercise. The CMA will wishtbampiregsexeeci

169 Accent IAP Bill Profile (SOC325).

170 Accent DD Bill Preferences (SOC326). See also Accent Acceptability Research Report (SOC190).
171 Incling PR19 Consultation Feedback, page 56 (SOC323).

172 Incling Water Resource Management Report (SOC319).

173 Anglian Be the Boss Consultation, page 7 (SOC320).

174 bid.
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Anglian can demonstrate that customers had the info
CMA is of course also welcome to seek the views of
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1

2.1
(291)

Chapte AnBl'8 aRl an and how it was buil

Overview

(i)

(i)

(iii)

(iv)

v)

(Vi)

Angl'si aml an includes a significant i ncr ea
expenditure (of approximateily ALmdgor enadi
its enhancement progr amme

The incrBoasa&liani ve to AMP6 i s modest (A6
justified by the need to maintain service
| ar gerbaasses eatnd mai ntain and raise standar c

Anglsi asnsnhancement programme is substanti al
significant increase in the number of st a
Comp dan yWRMP aensdt mennvt t o meet the high | eve
€)) Anglian has worked closely and extens
devel opment of its WI NEP. I't has al so
natur al capital paalset isechme marsd lEweoandfA
measur es ta rAend@gU dWINNNEEP cont ai ns 19%
obligations and the number of obligat:i

in its AMP6 programme.

(b) Angl'si awiR MP r eef liencvtess ttnhent Angl i an needs

supply challenges in its region from p
change and drought resilience. Without
move from a r edi oln5a0l Mlurdp Ituoss a de's i WRN
i nvest ment programme is eight times | &g
(c) The third maj ors dernihvaenrc eorfe nAn gplrioagnr a mme
based its plans on Local Aut hodr iptryojfeog

popul ation and occupancy.

Anglian built its tihedesntnmenigt tpsod sssi nst hg

businebsts rigorous investment planning ap
outcomes for tuasnhomemshmAmged its plan a
cost efficieBody xmadeal si nfderpendpatily eswviudeck
of its enhancement programme.

As noted earlier, the Plan r eAmpa@lsidacnutsa. otnhd
made clear that they want Anglian to i nvg¢
sustainable growth, to increase resilienc

i

environment .

Request to the CMA
Anglian reqasesetssihgt coshs for PR19, the

account s for, t he k'ey edfr Bokeesxtporfdi Anug lei
enhancement programme for AMP7, based on

Overview 0 wihekiaber expenditure plan

I ntroducti on

I n

2 02200 2fBoirt

its Sept emmegrl i 22hl & eRl aorut its assessment of
efficientlfyuntcd i ¢vme feo rsnptelcé § Sepat eynpkean 201
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(292)

(293)

2.2

(294)

(295)

(296)

(297)

compr i s@dmatniyye best view of how much money it needed
obligations and del i'peti oagaiest its customers

I n response to new sméprenae¢enonhmodes tOddwlaetod e Mdigtl u raen
evol ved bestwd enmDdrBl aint)rsi tABakss meBos i opRl sasflsARResponse
and Dirtagst Det érDRierpateiscem t (Bdihi aopptoevri éireosv er vi ew @1 atshe f i
set out '$s nDBnBé¢prae(siemliteastsi oont her wi se st ated)

Anglsi anept ember 20DB Répme samma aitdeonal | t he Aenwil'si eamc e
proposed scope AMP,7at thiev iottiheosavmiets d del i ver for cust
environment, and the @emstsnogleiesadmdda nepeil se@ethobhe he

chapter provides an overview of the key el ements
Price conexrpoelnsdiatnudr e types

221 Water |/ Water Recycling
Angl'si asnt atutory duties cover both the supply of wat

aquifers to put it into supply) and water recycling
system t hr cosugsheweargdgea nnet work to return it to the e
or seweragke. sWatvérceservicelbe aWat envResdubyes and Wa
price controls and Water Recycling services are ¢

Bi oresources price control s.

222 Baseperating expenditure and capital mai ntenance
Base operating eixspetnhde truerceu r(roepretx )opex i ncurred to op
deliver current service standards. Capital mai nt ena
incurred to maintain the existing asset almase.apBo @t
mai ntenance. It Edbescementi ncpexde( Cbaagiebed nbelagpw)t .a
accounting policies mean that comparisons between

companies and between diffaradbnte.ti me periods can be

223 Enhancement

Enhancement costs are those incurred to deliver i mp]
those improvements have beenquraelgatnydedvemenhhseteocdtk
quality or the qualsuapgpdefmatildeo emeveitr othhnee nhteeds of n e
increases in the demandseonharcéedt §dpvicexsaonme res )t oama
number of custfomeeweratf Irodaosdki nog or receiving | ow wat
mainly delivered though capital expenditure to exte
which incur enhancement operating expenditure.

Enhancement oper ati nsgesextpneon dtiytpuersee compr i

0] The incremental i ncreadsdengoiopegixade matvsii misadatl wietdh
as part of any enhancement scheme (e.g. the powe
new water treat ment processum@i ngumsniang oa hewss
devel opment); and

(i) Opex solutions delivering outcomes that had pt
Traditionally, entvaneeméntbryp scaobeagtthsn g new assets
PR14, Of wa't i rttortoedkwctead telxependi t ur e) regi me, wt

incentivised to select t he fseolcuotsiton whiitcho aphaex |ionw
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sol ufFem exampl e, Anglian might pay farmers not
wher @aseviously it woul d -rheanvoev ail n stteacl hl neodl opgeys taitc i w
works (a capex solution).

(298) As a resubtiotrotiwati on of totex thinking, the secc¢
|l arger componse nAMPAT éAmgd pdhimhut han in previous AMPs.

224 Botex Pl us

(299) Botex Plus is a concept introduced by Of wat during
involves moving expenditure incurred to achieve ce
where theyi thiaovrealtlryadbeen <categori sed, and adding t
question primarily relate to customer growth but a

pressure and the costs of managing t hose fseerweerds taon dv
companies under government .F%Exucleaptti owhse rien r2e0gluli raendd,
not usePlBiosst €xor coshutcl assaf@ackBebll aomcement

2.3 Angl'sexipendi ture plan in context
(300) Figurbelldw shows pPmagposed expenditure for AMP7 in
expenditur e. ItscpmppoesdAnhgktiadnwhol esal e exfpendit

actual AMP6 spend (left hand column), and (ii) with
Angl i ani nBedtiersni Ra{rogh¢(¢FDbpand col umn)

Figure 14  Anglian's AMP7 wholesale plan compared to AMP677

6,000

’

£1,429m

I £744m

5,000

4,000

I £65m £265m.

3,000
2,000

’

1,000

Anglian's AMP6 Wholesale Anglian's AMP7 Wholesale Ofwat's Wholesale FD
expenditure forecast (post DD Reps)

W Botex M Enhancement

Source: Anglian

175 ®ur move to assessing costs on a total expenditure ('totex’) basis removes any undesirable incentives for companies to seek capital
expenditure-intensive solutions where there may be better alternativesé6 PR14 Outcomes technical appendix (SOC327).

16 The  Water Industry (Schemes for  Adoption of Private Sewers) Regulations 2011, available at:
https://www.legislation.gov.uk/ukdsi/2011/9780111510933/contents.

177 For the avoidance of doubt, in Figure 14, growth-related expenditure is covered in Enhancement, rather than Botex. This is in line with
Anglian's accounting approach and enables a like-for-like comparison with AMP6 spend. In AMP6, Ofwat recognised growth-related
expenditure as part of Enhancement (rather than part of Botex Plus: the new Ofwat approach for PR19).
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https://www.legislation.gov.uk/ukdsi/2011/9780111510933/contents

(301) Fi gurkkelldbw provides the same comparison separately
Services.

Figure 15 Anglian's AMP7 expenditure plan compared to AMP6

3,500
3,000
2,500
2,000
£
L]
1,500
1,000
500
Anglian'sAMPE  Anglian's AMP? Ofwat's Water FD Anglian'sAMPE  Anglian'sAMP?  Ofwat's Water
Water Water forecast ‘Water Recycling Water Recycling  Recycling FD
expenditure [post DD Reps) expenditure  forecast [post DD

Reps)

m Botex m Enhancement

Source: Anglian: Figures exclude costs for third-party services and pension deficit repair

(302) Figures ar eWptr owvWaltellr cfycEéngseesarately as well as on
basi s. Costs are split by (i) Botex (furthef¢iid) vi c
Enhancement. All -Z2a8upriscaseand ARM®dI7i an has inflate

price base using year™verage values for CPI H.

Table 2 Anglian's AMP7 expenditure plan compared to AMP67° (2017/18 prices)

Angl's aactual spBnd Angl'sapl anned expen
2020 (AMP6) (Am) 2025 (AMP7) ( Am
Ope|CM Bot Enh|{Tot ¢Ope|CM Bot e En'th Tot e
Water (1,1/426|1,54409|1, 941, 1(407|1,571,01/2, 58
Water (1,3|660|1,9€¢¢533|2,5(1,3|646(|1, 991, 293, 29
Recycl
Tot al 2,4(1,0(3,50942|4,4Y2,5|1,0{3,5712,30/5, 88
Whol e g
Vari an 98 -32 |65 1,361, 42
(Am)
Vari an 4.0(-3.0{1.9|144.32. 1
( %)
Source: Anglian. CM = Capital Maintenance, Enh't = Enhancement
(303) I't is clear tfhrAmm|ltilmen b @awmes a signi fi cant2Ri5ncirne absoet hi
Wat er and Water Recycling compared to thed hduwririerctr epr

178 The Consumer Price Index including owner occupiers' housing costs (CPIH).

178 Figures in both AMP6 and AMP7 exclude costs for third-party services and Pension Deficit Repair Costs; Botex is base opex plus capital
maintenance. For the avoidance of doubt, Botex does not include growth; Enhancement covers all elements of Enhancement capex and
Enhancement opex, including growth.
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(304)

3.1
(305)

(306)

(307)

(308)

i s al most entai rseilgynidriicvaeinh hbhyn ¢ eeexepseandigtth at i s, as ex
above, the costs of meéligagtadadisti oonalr ovti @i mgohy ghe
extendhegasset base or ot heSectmeans) exphainot hewirrg
increases.

Key dri Betexoéxpenditure needs in AMP7Y

OnbaseexpendBouexr Arsglpilaann reexdl i ¢ up e i sl.A0% nihlglhiexrnl gv el
i n durerpeentiThhd.s i ncrease is the net effec¢ oficlhasi om:
substaoatduati prty i mpSectvéwmentset sTlhius the key drivers

Maintaining service while assets deteriorate

Anglsi aamssset and i nvestment planning approach has de:
|l ooki ngasad s&krsd tCamlpiigm | Mai ntenance PlannwhgchAw&em
devel oped by the water i ndus&trcystto asddhersesamse nd réfatpipaios
Angl'si amss et management system is certified best SO
practice framework for managing the |Iifecycle of as
Angl'si aampproach is grounded in the principle of balart
and various interests of its st akehocelndsfrristl yamids stt @t di
the | east cost programme of activities which will m

preferences and priorities.
The el ement's pdasdRedliimwmest ment pl anni Fg gaper d&clibed o

Figure 16  Anglian's risk-based investment planning approach

¥ o
% ! SASSIN e
‘ _ A

* bursts ¢ incident response * Water quality * Water quality
* sower collapses * telemetry, automation * Poor pressure * Poor pressure
* blockages * asset reconfiguration ¢ Interruptions to supply * Interruptions to supply
* asset fallure (by mode) * contingency plans * Pollution incidents * Pollution incidents
* contaminant ingress * strategic spares * Compliance * Compliance
' data ’ data ‘ data ‘

Likelihood of

Service Failure if

Likelihood of

Component Failure

Cost of Service
= Risk (£)

Fail
Component Failed BRUIe (S)

2 ) : 2

Deterioration Service Impact BIM and

Assessment Assessment Customer Valuations‘
Source: Anglian
Detailed analysis informs Anglian of the probabilit
delivery failures associated with those asset failu
service failure. Thseertvhirceee oed tmeanntds sodl utiiskn cost ar
an optimised investment pl an.

180 UKWIR Capital Maintenance Planning (SOC328).
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(309)

(310)

3.2
(311)

(312)

Angl i an rcumss tmuwlithit scenarios within its investment
i nvest ment, performance, acgi vVAtyPReE9 el dadr Amg lhiean
programme to historical i nvest ment |l evel s, service
deterioration 'sofastsheet sConiphainsy woul d have increased
preferenciedsn ocfusAmglers who expressed a willingness
i mprove on curreftAngleramncgehevallsy therefore cons
mai ntaining current |l evelsereofcaspet f pemé oaredaintaverhea n
recognising that for many asset classes this would
expensi ve tshaAMPAn gelgiuainval ent .

The examples bel ow slkowciovshte rcepttihmei sraitskon process he
mai ntenaegaoéer ement s:

0] I't is a requirement o0An g lsieasWRoMiPe miésad dlpeo rCtoenh alny  t
theynsi dar adghtfpori otrhiet y\Compraoye it dea@adpavditthy dtrm
As a JAegulbtaangesder vi ce elmevregle nfcoyr dr ougdnée norid®Ed s
yearosnéea 200ayepast of its Water R&%sTohuagdtan gy n a
necessgtaatsr investment i n maintenamtae nafe nbamrcesh
of ttargest river .abstraction pumps

(ii) In 2@0095) embar ked on @ MRPMajporogt amme of i nvest men
anaerxlbidge digestion with energy generation usi
the deterioratiuwsnedoff otricetshsi soepmrsonlenowlietdiglee iorf
i mportance iitesu arte@mpd  ring oint iceas bon reducti on, deman
their maintenance.

(i) The avasiplaatel ecwiptatcth @ yComphogge di greesdduecaed hsaisgni f i
during iAMPrée,asi ngfi nhbaffricikent capaci tAngtlo atnr ehaats
thereforei tAsMPrieas gk st er mai ntenance ptléamesr & as emi
digester wutilisation, deferring extensions until

Operating and Imarnqdrai s gt abase

During the course of each AMP, Anglian extends 1its
which typically increases at arowmd, BDOp égroogpadarrt. i A
since privatisati dwSEaoh i AMP,e akregloifanc.a&bl so delivers
and meets more stringent quality standards (which i
acquired in the previous period then requieetiopelryat
becoming additional base costs in that period). For
screens at 19 river intakes to prevent the entrainn

mai nt enance ¢glohiensge fcoorewasri ddEnteadh c e ment during the AMP
bef ore suldad mmdtdoyex pendi ture requirements in the |

A significant extension during AMP6 occurred due to
uder The Water I ndustry (Schemes for Adopt28d1of F
Regul aYi oibe second part of the 2011 Regul ations <ca
of which Anglian was MmOe@éqwase@watpemdopt avbwvens]l, &hi ch

181 September 2018 Plan, page 27 (SOC001).

182 |bid.

18 Anglian's 2019 Annual Report, page 5 (SOC301)
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be 16% of the England and Wales totalt.r alntsd e &g e
wastewater puMping stations.

(313) Under the first part of the 2011 Regul at ildmsn (awhipale
around 31,200km of transferred private sewers. Thes
sewer in England and Walaess feerrd s¥0Wé ro fs tiotcsk .pr e

(314) Anglsi aenxpendi ture on these tr ansyfeearrrse dofa sAsVEPt6s whsr iAnl
as foll ows:

Table 3 Anglian expenditure on transferred assets years 1-4 of AMP6

AMPgear4 1 Bas@pex (Am) Enhancetampe x (
Transferred sg48. 8 49 .7
Transferred py3.5 23.7

stations

Tot al 52. 4 73. 4

Source: Anglian

(315) Anglsi aMMP7 base expenditure (Botex) plans include a
assets as i n AMK6 WMasndaltwaiyss o eported as )pthawe voefr ,ba:
the plans al miol Ipihart aged Ad®aa, nds set out below. Thi
AnglsiAaMP6 Botex spend because in AMPG6, as required
transf err elln lnasrsced e mts .e xplreensda tfuirggur &a b labeeeldoswet out i n

Table 4 Anglian planned expenditure on transferred assets in AMP7 (including capex spend that would
previously have been accounted for as enhancement)

AMP7 plan Bas@apex (Am)

Transferred sewers 13. 3

Transferred pumping |5. 6

Tot al 18. 9

Source: Anglian

3.3 The need to maintain and raise standards of Ser vi

316) I n its PR19 methodol ogy, Ofwat set out its eex@pbectat.
upper quartile service performance at current Botex
Chap#Fe&rost service disconnect

(317) Anglian built a comprehensive plan which recognised
demantgdcust omers. The cost of improving service in
part of Base costs for maintaining that | evel of ser

i mproved service standar dsugdtoironl seadkargter iabnudt es unpaptleyr i
Botex for AMP7 relative to AMP6 as a resul't of ent
interruptions during AMP6. This is illustrated in t
det aiClhhapiHeLre ak ag e

184 Anglian analysis based on data in companies' Information Request submissions in 2017 and PR19 business plan tables.
185 bid.
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(318)

(319)

(320)

(321)

Leakapese study
Anglsi amver age | eakage over the course of
20120Q0 at 184 Ml / d. Angl i an therefore
performance for AMP7 andainchgdas the sc
Botex (reducing |l eakage further from thi
this compari son).
Leakage expendit tsr eAMPI6t hBont eXn gwasant he s
expenditure raqoni AsdAM@Bdmaenkage positio
192 MI/d). The AMP7 Botex cost of maint g
than the Botex that was incurred in AMP
|l eakage controlsas | eakage f a
Angl i an has set itself stretching perf o's mawveeg aggar
performance against this measure over AMP®rwasi By
customers attach to this meaowuimag, twoets intisnaultfe sa 3tdars
2Q25%Anglian recognises the considerable investment
this tarpgeevious , frwacte woewlidewsave recognised this asc
treated t he cost of achi,evhowetidgr pmldieay EanthaRRBRE& the n
enhancement s can be achieved fromhalurdmgdées paséecygp
therdafncrlarded this sywmhémeiitts Beprasehtasr an additi or
bet ween AMPG6 s pésndAMPYDeAhrddItiuare pl an
Angl's aBnhancement programme for AMPY
AsFigure 141l labsptvrdahtee key dri ver of the increase be

Enhancement
morvear i abl @s s
dependent on
therefore a

rathercohBod Bott e . Ecad rc @orhent expenditu
t iemet thee caauuEp mpafephla@cement programme W
drivers such as |l egislation, customer
l ess reliEabhecomenthmapé&nforhédntiurei s fo

Tabl e 2s hacbwsv et hat Enhancement
million)toohapPBExep!| buedher
enhancement werysdlyawreley statutory

expenditure for AMP7 i
bel®w ppineBEn mat hiemeAnn'gl i an
and. | Tbesmeeaonbéliog

resporidiihneg speci fi ¢ cAmall'sireeargiedm dmcé higmat e change, p
and the neednfmemteahnv enhancement and the restoration
whi ch arref lad stoed pirmorities of its customers.

Fi gur e 1s7/h obwesl otwhied H edgrli v eAnsg I'sifaBbn hance ment expenditu

Statutory obWi §l&Pitethres morsd e i mpminthamtc edrein@ Boicf,oosltlso wWe d
growt®)amad WRMP. (27 %)

Figure 17  Anglian's Enhancement plan by key driver (E million and % total)

186 September 2018 Plan, page 159 (SOC001); Customer Research and Engagement (August 2018), page 151 (SOCO033).

Chapter B.3: An g | iPEmahdhow it was built

73



(322)

5.1
(323)

(324)

(325)

(326)

Other,
£216m
9%

WINEP,
£811m
35%
Growth,
EGSEm
29%

WRMP,
EGZ2m
27%

Source: Anglian

Key drivers of Enhancement expenditure needs i

ThiSsection ekeldensl opm&iWi NEP saummgrha raingV@dMPi t 8 more def
I't also describéverhagdoweiwv, Regl dan devel oped this

WI NHE

The Water I ndustry Strategi cWIEShEVRva® n merstuaeld Redquitd
Environment(&IAPAd eNactyur a l Engl and. I't provides the st
England on the environmentoabl,i grag diolnise ntcheata nniu sft| oboed
devel oping their business plans. It highpeéegthatsi arhe
appl vy, to help companies to embed them in the outco

deci sibnandédapin bAsgheans phaned En wierpoomme niE A ithg et nhcey
August 2018 setting out how its busin®ssWpSBR sieppaonr
and provides the strategic steerbdon gtahé oWISNEBR rwhiach
deliver in its business plan.

The WINEP is the single most 's€infminf iccoxapmetn ddirti wreer. (T3

Section summarises what WINEP is, how it hiowkstwihtb
been devel oped and how Anglian has worked with the
511 WI NEP devel opment

The WINEP sets out specific schemes that compani es
requirements relating to the environment.

I'ts devel oped by the EA working with NE and water

abstractions and i mprove water quality to meet ri Ve
and manage protected areas. | tbe diennctliufd eeds'p ilnravcensnigpmaehni
promotes the udasefd appcomehes.

187 Anglian's WISER Report (SOC329).
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(327)

(328)

(329)

(330)

(331)

(332)

(333)

(334)

The WI NEP has been developed in phases alongsesit@e th
of the River Basi n 'REBRM®awhd menn t WI INIEaPn su | (toi ndaet,leibwemb e | p
expected until significantly after the cDmo| WiktNBR Cc
and AnsglSieapnit ember 2018 Plan uheeefarprtyake mecatunono
need to be del i vreirstde rboeffo reef grihnea IRBWMP.

To reflect this uncertainty, the EA applied a traff]

been assigned a traffic |ight colour (red, amber an
associwatéead t he devel opment of measur es, economic ap
schemes have the highest |l evel of certainty and the
under all drivers in the WINEP.

This approach idcynamiecn dweidt it os chhreemes expected to mo\

uncertainty reduces -oafofwarThlke mEAisdterd adl esargnexpect af
WASCbusiness plans should be made for thosenmaasure
amber traffic lights. With each publication of WIN
(indicative) to green (certain/confirmed) as planni

The EA issued three official res epuskelsi o ed hteh &\l NEBPU ¢
September 2018:

0] WI NEP1 (March 2017): First rel ease, primarily f
information on water resources sustainability <c¢h
water gquiahioymanidon on ot her expenditure drivers

(ii) WI NEP2 (September 2017): Second rel ease, provid
companies to use in preparing their business pla
(i) WI NEP3 (March 2018): Fi nal release to inform bus

(iv) WI NBRJunz2019): 'sSAnDReipamresent ation reflects this |
updated in. JbBoe &2Rafpl e, a sustainability schen
Anglsi aml anRepr eDsDent ati on whi ¢ch 3maust ihnacdl undoetd biene nWI
in previous versions of WINEP.

5.1.2 Angl's aengagement with the EA

Anglian worked closely and extensively with the EA
finailstMémi al decision on what was required for AMP7.
Angl i amaihmatsai ctddse di alogue with the EA at each ste
hel p shape the programme and ensure the best outcor
are atel awhegeh ensures affordable bills for customer

(i) Natur al capital

Anglian engaged extensively with the Government and
capitéalo a&mdl|l dti ons aseat ime@antsheofemvironment al oblig
ovewseagnanar periodfi)vetnderi nt marnrway t hat could be mor.
and/ or help with challenges of affordabilitli'samd de
Pl an would enable it to pursue a much greater numbe

engineering and chemiocaldddesisnguas erutgiuamnst y
(i) Phasing of storm tanks and flow to full trea

Anglian al dd hwdrhkedEAw t o develop selection criterieze
standards for Water Recycling Centres) and U_I1 MP6 (
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(335)

(336)

(337)

(338)

flows to receive full secondary treaAMRHOhtt)hwdblrgmadv
costs from AMPT7T.

Through this process the EA agreed to phase 14 f1l o\
(U_I MP6) schemes to AMPS8 wit mi blainan &l4md dr8dsmseaovti inwge |o

The phasing afndUUl MMP6 schemes will also |Iimit the
AMP period where demand for such skills wildl face
transport, energy, communhication and ®NMvassuoriymenbah]l
Infrastructur®® .Pl an for Skills

By working closely with theSE&pAt dmbemliga®rD,h 8A ndgelvied no phnaes

to ensure the need for affordable bills anmdia pgdhei
Wl NEP. Customers rank environment al enhancement hi
which meets these obligations in thefifmesti epviwagnmé
natural capital solutions where possible.

Theopography and esonegyoonf Mageyv amg orfi weérosv, rapid |
and i ntensi yneeaangsr iictusl tWilrNEP i s significantly | arger
slemoving rivers are more @8ugdepmpti bhlasvith@ eawt reoxpcheiscse
mi ner al and nutrients, which can cause a dense grov
not be abtbdituh | ofpfoerent i al of enjoyment to customer
i mpactheni nvest ment needed to ensure a segitanmnnabhel
through WI NEP. The sites Anglian is investing in t1l
biggest i mpact on the river st avteusst. melnhte arse gci loena nweirl |
benefits to customers, water users more generally a

Al | of this mealWs NERatoAn@linanl19% of the total nat. i
has just 10% 'sofcutshe mpasstemprtelsssuces are 'ssiVgInNER c a
obligations Hhawen mMmocROODBOgadNni AMPE6 to 2,161 &bligat
Figurbeello8w ssihdiw number of obligations for Anglian v

188 HMT NI Skills Plan (SOC330).
189 See Anglian's WINEP (SOC312).
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Figure 18

Affinity Water Ltd

Anglian Water Services Ltd
Bristol Water Plc

Dwr Cymru Welsh Water
Northumbrian Water
Essex & Suffolk Water
Portsmouth Water Ltd

SES Water

Severn Trent Water Ltd
Hafren Dyfrdwy Plc

South East Water

South Staffordshire
Cambridge Water Co
South West Water Ltd
Southern Water Services Ltd
Thames Water Utilities Ltd
United Utilities

Veolia Water Projects
Wessex Water Service Ltd

Yorkshire Water Service Ltd

Source: Anglian

Number of Anglian WINEP obligations versus those of other companies

Number of obligations in WINEP3

500 1,000 1,500 2,000 2,500

I o

5.2 WR MP
(339) Anot her signidogtani n dEmhaesaecseaifennt deri ves from'sthe o

WRMP Thi s i sr eaq wit ré&tddgadtr ywvat er companies produce and

companWRMP should demons-teatmepthasts inh phackohg acco

of population growth, droughlt cl & mait eo crhamtgel unlkleir d

bal ance supply and demand. A WRMP consists of sever

0] a F=rar demand forecast this describes how muc
customers wil/ need in BShesufthht wrse ,popani aaitd @mi g o
change;

(ii) a dYear supply forecast this illustrates how m
company now and how this may change in the futur
and potentnsali mmr etdhuec tviool ume of water available to
and/ or ground water),; and

1% Section 37 WIA91. The legal requirements for the WRMP are defined in the Water Resource Management Plan Regulations 2007 (Sl
2007/727), available at: http://www.legislation.gov.uk/uksi/2007/727/contents/made.
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http://www.legislation.gov.uk/uksi/2007/727/contents/made

(i) an assessmeateofcempabyons to meet demand, i
and sustainable abstraction driven by WINEP.

(340) Cust omer amcerstiamkahtolare fundament al 'st oOWRtMPe davdeledp |
|l egislation mandates wide consultation wdirtahf tc u/gR MPmMe
and on a draft WRMP. The process is oveprsewad bbyy t hef
SeeChapterHow 2cuss bmeehaped t hfeorPldaent ai ls cmustAoméri

engagement on WRMP.

(341) Defra, along with the EA and Ofwat, has set out gui
term supply/ demand balance 1issues through WRMPs,
Guidelines issued in May 2016. cTeh ea tgar dtuace oo aparmieds n
|l ead the way in taking action to ensure that [t hey
economy as well as valuing the environmen® and meet

(342) I n its Septemberan20ald8o pPtleadn ,g rAonwgtlh f orecasts in accor
i . e. using Local Aut hority Planning'sddtbaa,gm ol aeamsurf

Wat er Resources, Water Recycling and Drainage and

(343) The chall Angksabhhfhaces from population growth, cl

and sustainability reductions result in a combined
2045, equivalent to 26% of theli@dVv®Ahgsedaimppupcdisst hio
are not distributed evenly; some areas are affected

total of 28 Wate¥®2Reswoltcbe ZdNedeficit by 2045.

(344) Fi gurleell®wl ustrates this ismgpapdtgndf chArrdlliemmge as broke

keygr edss c ra lbeewe .

191 Defra's Guiding Principles (SOC313).
192 WRMP 19, page 5 (SOC279).

198 UK Water Industry Research /EA definition of a Water Resources Zone is dt]he largest possible zone in which all resources, including
external transfers, can be shared and, hence, the zone in which all customers will experience the same risk of supply failure from a
resource shortfal. BUKWIR / EA WRMP19 Methods Supplementary Report, last page before page 1 (SOC331).

194 September 2018 Plan, page 58 (SOC001).
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(345)

Figure 19  Pressures on Anglian's supply-demand balance
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. Supply demand balance (2020}

100
Impacts on supply demand
balance (by 2045)
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A
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o
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Source: Anglian

Asshownri gurbeel2awj gni fi cant

demand
further

sust ai

nabi

propor tam nAn(gdQiYyymlegra ntdh e
bal aincxeexperi enBeyotbhyi s2,02p50.pul at i on
defintctease.

growth and- cl i ma
There are al so aiddit hioswwdh ganscer
ity reductions, higher climate <c
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Figure 20

Impact of various factors on Anglian's supply-demand balance throughout AMP cycles
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(346) An g l'si
futur
t he
bal an
envir
progr
Angl i
Resou
suppo
year s

(347) Manag
As il
enabl
in th
of fse
bette
their

align

pfer ®&r@ @200 45T h e

aWwiR M P
e

sets out
needs over

how Anglian will manage the wat e
a mi rsi ncwm recefnt?2 SVRYWEPa rwsa.s  Anugblliiasnh e d
sciagmti fand i ncreasing 'prespulrye/sdema

ce due to population growth, reductions i n a
onment , climate <change adaptation and drought
awvmmec h i s nearly eight times | arger than at PR
an wil |l move from a regional surplus of 150 N
rces Zo ®%Fsuritnh edrenfoircei,t .intt o & hree YMRIMPs he/ b 5 t b mA n ¢
rt hetksatrvice | evel requi remenitmnsc rfédoaroee memrag einm y 1
to one in 200 years.

ing growth in demand (along with r ecduusctionftfe rl se.a k
l ustrated by t'shedebmned mdv nga mgpge meAmtg |l starnat egy und
e Anglian to meet the water demands of 1its gro
e water it puts AngtsoaSeumptpdmberl t2 061h& wal echmowpr opo
t the higher demand for water from popul ation
r |l eakage control and installation of oree mil/
demand and also detect | eaks). This is a cor
ing to the views of customers and the Gover nme

195 \WRMP 19 (SOC279).
1% WRMP 19, page 5 (SOC279).
197 WRMP 19, page 28 (SOC279).
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Figure 21
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(348) Angl i an al smovensete diss itdoa piglcyhhemes to maintain securit:
Anglsi dameadermrea presents specific featusedewmanhgseimgr
possibilities. Firstly, it is a vkeirghllyardies parmpaptl &,
|l imited connectivity at present. Secondly, Mubérefar
the region is <c¢l assliifcieends eldy aarihde't aBdlAcdavsedroared al | grou
are beingncappedear future'spComelguteinan yf oAngMPaN s
customer s, is to make thsesubes$tusmgde tafanasvairl atbhleesewat
using interconnectors and to i mmrcehe SepileimMmblear 21004
provides for a transfer between North Fenland with
This strategy is consistent with the findings of t
water suppdayn da moa n &% Tnheen tr e po r'€o nsnteactteisnng regi ons Wi
regions of deficit and storing water in reservoirs
are effective ways to boost r e s'iT Ih ieeeprocret  wai It shoo urt e ci ongen
complex and costly nature of developing new sources

(349) Anglian published its draft WWRMP,Rewhoiuch ec ghaaarasy etmh
period from 2020 to 2045, fMoarr chu balnidc Jcuonres u2l Ot 1a8t.i oAn ¢
responses from a range of consultees, including Ofw
of Response in September 2018. The investment pro
September 2018 nwear & of ulhley daNRIMP. I n November 2019 An
Defra to publish its September 2018 Pl an.

1% WRMP 19, page 11 (SOC279) (similar although less detailed graph).
199 NAO Water Supply and Demand Management Report (SOC269).

Chapter B.3: An g | iPEmahdhow it was built

81



(350)

(351)

(352)

(353)

6.1
(354)

When developing its Seppeaibfeirc 210118, Ptlhaen mentdhodol ogy

for each of its relevant schemes, Anglian took into
balance. This is because Anglian knows, basetdhen wc
Nati onal Pl anning Framework, that further water res

those identified in theé?WRMP19 planning process.

Anglsi acnapacity selections considered the utilhis$ati ol
currently in devel opmB8htatasgiparRe@ifomddlwa$ol uti ons p
progressing throughwihteh RtAlPé Daigmt efwalysi ng ready for

The September 2018 Plan buiwhatoni si tnse eWdRRMIP daunrdi nign ctlht
contri but et egromtshteatl wtngr s t(aad ud osroymie ortbgrecti ves of the
within the September 2018 Plan include:

0] A range of infrastructure iinvest mdrtrs ((iinntcelrwcdinm
capacity) to create new r'sabrktiesyand mmpeowat A
surplus to areas of scarcity;

(i) Installation of smart water meters to half of th
t heir fwaitceirenecy behaviours 'andbi mptgveothde@Gompgu

(iii) Continued | eakage red@d@ctMldnd tod sthamedambmgyt RORS5

(iv) Various initiatives to promote and enable the ef

Growth drivers in AMP7Y

The third majors diEnhaemrrc eonie nAtn gd ri cagnr aSerce i ion @ owtild.esT

det ai l on how Anglian established its gr swtalppirmwaedt

is to:

0] seek to understand its tf wteumaen dd eenoa nsdp eacn d i nca py etohga

(ii) establish asset investment needs, where existini
demand; and

(i) assess options, select a solution and adapt its

Angl's aapproach to determiesthmemnt sngeadswt hsol uti ons

Anglsi aSrept ember 2018 Plan takes forward t-heafi WRMPT i
andvVat er RecycTernng RIBARNG TP )T he devel opmgHst iamowfe st ment
requi rsémentgr dwtrh ,otahseri reM elmeend sest abl i shing need, op
assessMéEhese invest ment cases Aweglesi gheps embeda ®d 1 8a P

200 For instance, considering additional pressure on supply-demand balance, the EA's new Water Resources National Planning Framework
sets out the need to be resilient to a 1 in 500-year drought event as a new planning criterion. Further details are set out in Chapter E.3:
Enhancement.

201 RAPID refers to the Regulatory Alliance for Progressing Infrastructure Development, an alliance of three water industry regulators:
Ofwat, the Environment Agency and Drinking Water Inspectorate to support and oversee the development of regional water resource
solutions.

202 WRMP 19, page 11 (SOC279).

208 WRLTP Overview (SOC212). Anglian is the first company in the industry to publish a long-term plan for water recycling, for managing
the supply of water recycling services to meet the demands of a growing population. The approach Anglian has taken to develop its
WRLTP is aligned with aspirations of the Drainage and Wastewater Management Plans that will be a requirement ahead of PR24

204 Examples of this process in practice for a number of development sites can be seen in AECOM Growth Case Studies (SOC333).
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(355)

(356)

(357)

(358)

(359)

(360)

agaiinttsAResponse. The enhfamgleimeette ¢ad@sssuupport these ¢
commentary documenittSephambeuuapn 0l 8¢kl

6.1.1 Forecasting future demand
| htSept embeR| Ahy8addmpt ed forecastsgiindacWeOMRPBNnce. wit

usibgcal Awtinaoird gtya , which was independently assess
consultants ( Bdiche sAnaaplpyrtoiaccsh) .ensured a'$si g-omgmt pbahsw
for water resources, wastewater and drainage and it

Anglh@aswubsegwwmdated the forecast to reflect current
|l atest Local Authority projections and LochRdér Aubédor
updated forecast, Anglian has utsad(daltleastedoltyal EdhAge
growth in its region. Additionally, using informati
has adjusted each Local Authority projection. The a

0] Local Aut hority recenpl ache fi-BvGelr y2 il BHEtt hiet housi
delivery test),

(ii) The degree tepwhisch egqustreepd from recent Local Aut
the future plan projections (the plan completi on

(i) Whet her there is bots$ingentandupgmplry defli very of
capacity).

Eacthocal Authority area has been assessed and a perc
these factors can indicate both where dewhéeveryetand
devel opment exceeds planning requirements; for exam
388% of the homes in its plan in the period reviewe:!
the revised forecastts,t haet Lao cradPHd idmu np onod felgegd ons) . T h
combined to create a single adjustment factor for e
to the Local Autherwatyeplanppliynw Aegil oanteoc tdiean sv.e NMdr
det ai l of the derivation and apihlei EatgiecomMnafl yt hese N

Devel opment® Report

The updateadtcdbonectisWBsando &Ff t herfiigdiuradgdl'siSeerpt ember

201BlI an whoer and water r ecylcocianlg Aruetshpoercittiyveplyans I
significantly since the September 2018 Pl an was c¢r
growth has not yet materialised in specific areas o

Angl i@analhfao revi ewed ptolpeul laidni eisnt s Rloagwgli antmi. on i s a mor
driversiofe aofnfd treat ment growth costs than the volu
Anglsi ashept ember 2018 Pl an. Populuat ingls Adgt am®@tne s har e
of properties it bills and household occupancy rate

Angl i an hdoarsiesheord d oceatpandwy its region from ONS st
households (ONS dataset 406) . The Usdlesltd OGNrSo witaht as u
hi gher occupancyy rmeaetgdaoni n hAamglwiassn t he case when Angl

205 For Water, see IAP Water Data Tables Commentary, Housing growth section, pages 131 to 135 (SOC107). For Water Recycling, see
IAP Wastewater Data Tables Commentary, New Development and Growth section, pages 92 to 97 (SOC106), and Growth at Water
Recycling Centres, pages 98 t0103 (SOC106).

206 g=or companies supplying customers wholly or mainly in England you will need to base your forecast population and property figures on
local plans published by the local council or unitary authority.6EA Planning Guideline Interim Update, Section 5.3, page 26 (SOC371).

207 September 2018 Plan (SOC001).
208 Edge Analytics New Housing Report (SOC152).
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2018
applie

bywpproxi mately

figure

(361) Angl'sil an eststf ofroerc agr owT &b li. B eSslremtwens ti nf i gur es
t hessumpusedshby.

Pl an,

|l argely

refl ecti

ng

d BSobAndliwan eralperthis i

has

been

Of wat

t he

ncreases
100, waencompabBedt ember

's epronmu &ld nep Amtgil m@nt o

Table 5 Ofwat and Anglian's forecast for new connections

Service Angl i an AAnglian AOf wat AMHAReducti orn
Pl an foreforecast [forecast [Angl's akar
2018 2020 on ONS) 2020 for €

Of w'at

Wat er 183,810 148, 537 94,275 37 %

connectio

Wastewate211, 808 177,912 118, 035 34 %

connectio

Popul atiob, 047,007 5,070, 4472

served fo

in 2D®4

Popul atio6,513, 458 6,576, 34¢(

served fo

wastewat e

2 0 2245

Source: Anglian

Figure 22

Source: Anglian

Water connections (primary Y axis) and population forecasts (secondary Y axis)

AMP6

AMP7

84

Chapter B.3: An g | iPEmahdhow it was built

decrease i n hi st
the historic
2018 Pl an was

Of wat .
are signi



6.1.2 Il nvest ment need
(362) Forecast demand is geographically mapped to allow a
accommodated by existing assets.

(363) For Water Regbunoebas-ttralk&kn apptrwiach t o supply/ demar
the viewssocusbemerompawede NIC is its Pr&kppo®¥ng fo

AnglsiSeenpt embePl a2n0 1f8ocuses on delivering ambitious |
smart meters which wildl help cusmptimieors damd rliealugei t
| eaks. 'sArSgelpiteermber 2018 Pl an therefore does not incl
wor ks or capacity specifically to accommodate grow

reinforce treiabedi wvateet dosks.

(364) For net wor k reinforcement aAdglwhaanem d erretcaykcelmiasa d it ir 2|
assessment Armdl'sinaeang @ st ment pl ans ar e f oictustelkds ohni gthtees t
confiddarmekevef opmawmitt h more detailed analysis where
been adopted (gold) and less detail where the statu

Figure 23  Categorisation of Local Plans to Bronze, Silver, Gold

Local Plan status;
unknown or draft

OR planning year
outside of Local Plan
timeframe

Source: WRLTP Overview, page 14 (SOC212)
(365) The way in which this process whisgampbeell2oéd t o wastew

Figure 24  Application of Bronze, Silver, Gold assessment to water recycling assets (top line) and
sewer network assets (bottom line)

OPTIMISATION

Source: WRLTP Overview, page 4 (SOC212)

6.1.3 Optioneering and solution selection

(366) Sites which are identified'sf sspgenvéstmepti goeehiagg)]|
potential sef uthenisntyestmment need are assessed. The
recycling is shown -bptewsi YThesbkesioapi arne at the t
be rejected for specific reasons, ®b®ec¢lbrasthet nexea
hierarchy is considered. Many of the opt-tobme Apbngtltit a
of pumping stations), rather than constructing new

209 NIC Preparing for a Drier Future (SOC270).
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(367)

(368)

(369)

(370)

As with other
approach o migteiusi ng

construction 1is
has developed digital models that all
site. All these approaches ensure

Angl'si asnol uti on
bel ow.

Figure 25

SOLUTION STRATEGY HIERARCHY

Sewer catchment

ar eas

of

hierar chyWaftoBe cyewe mighes wb 'l ksit gauardee d2 5

Anglian's solution hierarchy for sewer networks and water recycling centres

SOLUTION STRATEGY HIERARCHY
Water recycling centres

Investigate, monitor and model impacts of
catchment key indicators - flow and growth
intelligence

Investigate, monitor and model WRC key
indicators - incoming flow and load, final
e uent flow, and quality and growth
intelligence

Partnership - Surface Water Management

Demand management: reduce catchment flows
(surface water, misconnections and infiltration)
in partnership

Anglian Water only — Surface \Water
Management

Demand management: reduce catchment flows
(surface water, misconnections and infiltration)

Optimise existing assets in catchment e.q.
real time control of pumping stations

Optimise existing assets at WRC

Relining - address infiltration

Extend process units (flow) - existing permit

Disconnection — address misconnections

Extend process units (load) - existing permit

Extend existing

Extend process units (flow) — new permit

Reroute existing

Extend process units (load) — new permit

Storage

Convert WRC to PS

Address intermittent discharges

Create 'Super’ WRCs (new or exisiting), close
small WRCs

New strategic sewer New or relocated WRC

Source: WRLTP Overview, page 33 (SOC212)

Of the solutions that resolve the need,
|l east cost are ass ebsesneedf itth raonuaghhly ¢fs slsl|
invest ment optimisation tool, C55.

6.14 Cost efficiency

There are three mai types of

activity aditheen ncealwoeedk rei nforcement to
strategic assets such as water recycling
drivers. The types of activity

E.:&Br owt h
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(371) The costs'si Sepngimbam 2018 Pl an are based on a compr
cost s, contained within its investment optimisatio
ongoinmgcgriovi ty assumptions to its costs for growth,
2018 Pl an.

(372) To assi st Of wa't to assewasrkekhwai gth e/fifvii di eBhccoyn b hiBsbcgsl | a
RepresenbaOf olaihi s was cdaopctwniBebdt Grno wthhe ER@em dRibhwe x
t dnglsiDlDiRe p eest at?® omi s e Xcpd noprleedx i tfyordrgrveewtsh costs, pa

intensity of growth and itsasedot eessistsed dbanodnf setxriastte g

costs.

0] An i mportant dri veirntefnBgitmyfwd hc ecmmesnts dossts are n
needed where the | ocal rate of growth is high r

assets were designed.

(i) The second compid emertes sd@fiiftveerr disnf or cement costs
devel opment sites are |l ocated further away fro
considered as growth occurring in sparsely popul
required amd heawehmerwhen existing assets can be r
require reinforcement. These drivers were used
as well as drive econometric model s.

(iii) The third compltexpeyofdrpbeepegli sgn iecvted dbpment s wi

flats have significantly shorter | ength of comm
primarily detached properties.

(373) Anglian is materially different from thenisndagtedy ir

Figure 26 Obhdlesow may experience remote but l ess int

growth mead#inmg se¢ergssomparviamtn fiesr nmohrei rr edest s's Thi s
costs to enable growth are different from the rest

Figure 26  Comparison of complexity drivers of growth expenditure for water, deviation above the
mean

deviation from industry mean
-80% -60% -40% -20% 0% 20% 40% 60% 80%

ANH

B % properties growth M % non-flat properties B Growth intensity B Growth remoteness

Source: Anglian's extract from DD Growth Expenditure Deep Dive

(374) For this redeatdedmienanbi 6he approach adopted by Of wat
all owaAincgelsi an commi ssioned Vivid Economics to expl ol
a wider rsievtersf dheir analysis shows there are st
remoteness or sparsity and i n#%¥Tnhsiist ywocrokmp|<ge hdifsyeudsrsie
E.:&Br ow?h

210 pD Growth Expenditure Deep Dive, section 1.2 for descriptions of the drivers and section 1.5 for how these drivers help explain Anglian's
investment costs (SOC171).

211 This modelling did not find a statistically significant relationship with type of property.
212 pD Growth Expenditure Deep Dive (SOC171).
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(i) Sitspecific costs

(375) For -spgdaccific cosusegdAndlei dbmaskkdasne of its achieved o
based on AMP6 costs. Thus, efficiencies 'salfrugaaidy aotl
estimates, and these costs were checked tnhraopupg hi elde

future productivity and efficiency assumptions to t

(376) As part ofr dseniDlDAnNRehp an benchmardpeéciftsccoafsasoru
published water comp2ahQy arhdarag erse groe so2r0tild@tviev eo psteemp | es

Anglsi aanegi on. As the charges are taken from publ i she
application of any discounts, the results are compa
size of developmenhtstyppgcan, in a sample of over 1|
than the upper quarFtiiglue,e a&s7 Tilhléllswostt e nact henda ribkgidn gi ni sf uer x
detail in pages 26D®&nGr2wWtof EApghidanur® Deep Dive d

Figure 27  Anglian benchmarking of published developer charges, applied to typical Anglian
developments

M Lower quartile efficiency Upper quartile efficiency uAWS

200,000 T 100%

180,000

a0 |

140,000

| o

100,000

Total cost (£)

Average efficiency =-11% to upper quartile

60,000

| som

w0m

80%

Site number

Source: Anglian's analysis of 11 water company published charges

(377) As part BdpeagentDalDAnghi an revi sedspietcsi ffiar eccoasstts ftoor rs
million associated wi-ltehy apsrsevi derysme nfitsi & or esfellect ed
for new infrastructmeprtoerohibiting these pay

23 DD Growth Expenditure Deep Dive, pages 26 and 27 (SOC171).
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(i) Net work reinforcement

(378) Net wor k reinforcement involves the provision of new
as additional pumping stations), or enhanced capaci
increased demand from newacugesoamér sof (inrecw udo mme ca s
devel opméret £)ost i mplications of network reinforceme
si-bywite basis, driven by many factors which incl uc
growth and changes in peak wuse. Angkeiahoat esme ndite swg

accommodate <connections whi ch are -ypelaarnneegutloat oc g u
dependi ng weonutt hreatbeuiolfd t he devel opments.

(379) Angl'si astnet wor k reinforcement costs are bamed.oAngbshl
uses these to undersspadi tiocstsimpmes forgsitkre cost
mai n) . These historiscdlutouoet prhhavuetAnvgltivamnd effici
these unit ratesf Bnglishe pwiof le clddé wenls . mdalchd Isl ihn g hpr ov
understanding of the risk v-ersksstbes. (Phrowughishaeg!
assessment), Anglian has undertakmoredegrnanheldamodes t
those sites where network reinforcement wil!/ be nec
protect existing customers from an unacceptable det

(i) Water Recycling Treat ment

(380) Anglian wandy HWwillitvesol uti ons using a modul ar techno
than bespoke sol ut Bydness,i gahienrge opnocses igbnldet.b uisl ggios g i mary
productivity and efficiency whmelon siedeci mgdembrogi &c
efficiencies from this approach are possible from
decommi ssioning) and procurement .

(381 The <cost s 'si nSefMntgelmbaenr 2018 Plan were extembryalMoy tr e
MacDonal d against otdest swafter RRIMp,anb efsore submissi
efficient, &3 giulrbeaslZi8BF.at edoblf seséss associated with
centres, Anglian is more efficient than the indust
confidence range.

214 Anglian Water Benchmarking, Section 3.2 and 3.3 (SOC025).
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Figure 28  Mott MacDonald benchmarking of Anglian's Water Recycling Treatment costs highlighted by
blue boxes

20%

15%

10%%

Tranche

Upper bound confidence lmmit Lower bound confidence limit & ANH

Source: Anglian Benchmarking Report (SOCO025); September 2018 Plan, page 101 (SOC001)

(382) As part of its DD Represent atlieovre,l Arfdliicarenicd erst iifni e
Treat ment centres. This resulted in removing A2.4 m
to programme ef-piocfehcngsthedi neest ment s.

6.2 l nvest ment progr amme

(383) The output of thRdovieep s dNmrgapiocadned i nvest ment progr a
i nvestment pr ogrsanpPmhea nf o rsl aAdnhdmseiltonv.n

Table 6 Anglian's investment programme for growth in AMP7

Servic|Description (PRl Description Tot,e xAngsl i
case name) Pl amMm 20 87
price base

Wat er Water network re Reinforcing the
(Supplide enhance|distribution ne(58.1
treated watgr dilaccommodate gro

SisepecifiHomaing Siseeci fic main

7 47.
growhédw devel)opmas Housing and

New conneéotuiso mg
growhédw connecti|Connections,. me]943.
el ememtnew devel

Wastew|Wastewater netwolReinforcing the
reinforcemesmptcardflnet work to acco|259.
(New devel opment |and-sdant e supervi

Gr owtwa tadrcy cteinfng|Enhancing capac

. 1717.
(excluding sludg/lworks to accomm

Tot al 657. 8

Source: Anglian
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7 How Anglian derived its wholesale expenditure

(384) Anglian set out in detail phaw iitnh KChialptt eirt SLOAMR7 idxp ¢

(Septembe¥®l 20dBes not replicate thatbobhapheites
readchamtter for a full's depgrmrdagpdah.on of Angl i an

t he:

(385) Section 3 above providamahdganeoaker appwoac¢hAnBe lionw eisst m
a summary odtdmepndhacesss Andé¢i iane f esth deoxtpecshtdtid ur e r equ

for AMP7Y

7.1 The plan was' tuiidds susdpsh gqunsnuianlg t ool s

(386) For opex's Asgéemtamwas based on its knowledge of the

based on its int&haatCo bnpaadien eas ss eprliaens. o f ardag tues twheenrtes
knew costs for particular cost typesltwearles oi nr effuteucrt
transfers from capital mai ntenance to opex (in part
a service rather than I T assets) and changes bet wee

business umnit #sfe princip

(387) For capital , Amagil nitaenn ain<ed i ts standard asset manage

—h

in
of i nvest ment3. dhnhdHeée g uBbeelt2d0w n

ormation about the ri sk, service and copaor toff olciam

(388) For its enhancement programme (i ncltusdi satga ngdraorwdt hg p pA

identifying needs, devel oping alternative sol uti
of projects whi cHhoegniesffeist .greatest cost

(0]

Angl's annvest ment planning approa

Angl'si ainnvest ment pl ambase@dg @apprcoathnusus pl an
assets and investment s, suppor twhd clhy einssar €8
delivers efficient outcomes for customers. 1
f eatur es roofacthhiasr eapspet out bel ow.

215 September 2018 Plan, Chapter 10 (SOCO001).

216 While the charges net to nil across the Price Controls, they individually impact opex in each Price Control: increasing costs in Water
Resources, Water Network Plus, Bioresources and Retail, whilst reducing opex in Wastewater Network Plus. Consequently, Plan
numbers for 2017/18 and 2018/19 do not exactly match the published number in the Annual Performance Report which Anglian
submitted to Ofwat for those years.
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Figure 29  Anglian's asset management approach

Define Outcomes
Agree business outcomes & identify - é

potential output

strategic and customer requirements

Review Outputs

Review outputs &
performance at business
level & re-optimise acros
portfolios

Review Plans

Review changes !"I

& re-optimise
the plan against
portfolios

Monitor Plans

Collect actuals,

examine variances & update
forecasts from SAP project
Systems and Primavera P6

Source: Anglian

Step 1: Anglian challenges investment need

I n chall enging t he need for expenditur e, 4

consequences of asset soadAsgrivaceusas!i ure. T

(i) Deterioration and Service i mpact model s,
the |ikely rate of decli'seasaetbheapdrfber
They are used in particular to deter mine

(ii) Data on the value to customer s, soci ety
arising from investment. This incl 6ideexgil
broader cust omer engagement , which is 2%
Anglian uses a range of techniques, i ncl
customer?®val ues.

(iii) Data on the costs Anglian wsotu,l dusiinncgur b uf
matrices. These record the costs associ g
events | ike sewer flooding inuopdandtdscaphtae
cost components associ ate.dg .wiltdabocyprecddstcs

(iv) Evidence from the field. Feedb-bakednt aam
closest to the asset is also used to inf

Step 2: Angl

I n the datl gisli sd phase Adglkiaanr yolGFrews . Blde k s &

up a | i st of potenti al sol utions to address
derived from the extensive database oefneuniittss
by the avoided cost of failure at both at a
soci et al l evel (assessed through a variety '
willingness to payi mpaatvo) .d such service

Options are filtered-bemkfseéel eamtadd susi ndAl to
consequence of failure |linked to Téhipr aneahmisl

Identify Risks

—) -] Continually collect asset
risks & expenditure
requirements & build
justifications

measures against

Identify Solutions

Develop options & solutions to
mitigate risks using private and
societal costs to measure value &
approve investments for

Continuous Investment - $
consideration

Planning and Management
Optimise Plan

Collaboratively plan
optimal set of
investments & timing

to maximise value against
outcomes within and
across portfolios

love evexy dvop \

anglian

Publish Plans

Develop S year plan &
approve plan annually &
release work to delivery
alliances through sub
portfolios

Execute Plans

Execute the delivery plan through
integrated alliances governed
through portfolio groups

ian selects the most appropriate
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common <currency of ri sk throamgdopmptt & me tuasti

project, which varies over time to enabl e th
Anglian is therefore able to compare differe€
full | ifecycl e edultthse easrod upgriementTehde irn t he f

(EAV). This is calculated by determining Equ
it Equivalent Annualised Cost (EAC).

Figurbeel300w il |l ussrappsodacbhl fanselecting sol ut

Figure 30 Anglian's approach to selecting solutions to address need

Use Materials with lower
capital carbon

Use fewer
materials/reduce waste

Source: Anglian

AsFi guraebodvOe i |l |l ustsr atpeos 0oakrhgliishdiol ¢grs olruti cr
reducing both capital cost and carbon. By ida
costs. | f new infrastructure is needed, Angl
that they are | ow carbon. For example, Angl.
carbon in the base sib of its assets by 60029

Angl's st dat abase

Anglian uses a comprehensive system for cap
societal and environment al costs and benefit

Since 2003, Anglian has captOO@Or ecdo mphet edt tcwan
equi pment and plant group | evel comprising
granularity of this database is wunrivalled i

Anglsi acnost dcatpdhuases project coytsems &egrany
rapid gravity filters) and assesses and cate
and estimates praovtiicdesd aby tchiand engetdi mwhesea
on confirmed contract costs for a project or
framework agreement s, fixed price contr-bat:¢e
approach, which ensur esfiAnigelnita nc ousstess atnhde |naots
its cost database.

27 Anglian's Service Measure Framework (SMF) is the suite of service measures that captures the impact of its activities. For PR19, this
builds on the previous SMFs from PR09 and PR14 and is a comprehensive list of over 120 measures which covers all aspects of the
totex plan, representing those measures which are important to Anglian's customers and our business

218 Developing a Societal Valuation Strategy (SOC035). Further details on the wellbeing valuation method are set out in Chapter G: ODIs.
219 September 2018 Plan, page 108 (SOC001).
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Step 3: Angl i an ensur es s o leutfiiocn se n 6 e laencdt e &
comprehensive evidence base

Angl i an fcwmstmuwlitnit scenari os withi nm,i tssetitnivn
on investment, performance, activities, or o
The invest ment optimisation process all ows f
produce the optimal set of projectse adhminredt t
The outputs are then validated and further i

Figure 31  Asset Lifecycle Planning

Renewal cost i
At some point we will want to replace the asset, and

will incur a disposal cost, before the cycle starts again.

Routine maintenance
Mid-life costs increase
overhaul towards end of life

g :
\: ///
Routine |
Maintenance
M Cost M Risk = Conditioni A/ Usmee
Source: Anglian
72 Angliancheoksesd its plan for efficiency and again

(389) For BAmgkian devel oped and used a suite of -ekteonlmet

to its-upobasemssment . These were developed in two
econometricians from Loughborough Upnubvleirssh eedy raenpdo rfte
2017 and Mar 2018). For mosdahepcrkiecde ictosntB mtl sx Amigd n aa

quartile efficiency c¢ompFRaonry Waotuenrd Roeys otwls eestes t ha@Adeayikesd.a

companiytesis i ci ency eltarutsheemna Ck mpany ntoodnesli deerrreodr was

highergdeateo inconsistency between companies in
Contr WMaResmources accounts for only 3% of tot al i ndus
(390) As wel lecosnoimes ri c mode-ktbhecRedlians Booesx plan again
benchmdrtkss hi storical Botex |l evels and industry uni
(391) To assess the efficiency of its Enhancement progran
an indepenfirm of construction cost consultants,
projects across ten'sprPRdma mmed tafl Amrelgiramme . Compar

derived from data provided by fivendiefsf emarkt nn glsan

MacDotsalekt ensi ve dése ®Repabaseoncluded acrosssthe

cost was 14% |l ess than thEheadfiusdiengs ndfusthiys ageren

220 September 2018 Plan, Chapter 10 (SOC001), and Anglian Water Benchmarking (SOC025). See also Figure 28 above which sets out
Mott MacDonald benchmarking of Anglian's Water Recycling Treatment costs.
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7.3

(392)

7.4
(393)

7.5
(394)

(395)

(396)

Chapterthln® ®éptemBle&®hT2h0el 8r esul ts of 'sMatntal Mlac¢ Bo if aolrd
Recycling Centr Sscitiisoifl e®lcdviebed i n

Anglian applied adjust mealt sPrtiocea eEfl feedt sf ut RPES )R

i mprovements (collectively, Frontier Shift).
Finally, Anglian applied adjustments to its esti mat
equi pment and materials as iWweltyas mgCrhiawé pearred nf4uiteurr e
shiptovides full details ant heowrtohhich @admpgdres with
Anglian is confident that its cost plan is effici
I n summary, Anglian is confident its cost plan is e
0] it has béeénupufrom its curbrakreta Iclonstthse aenfdf itchiee necfioe

the | ast AMP;

(ii) Anglian has compared its plan against independen
derived from its industry cotshe ymoadred sr ewhd d lee df olr
incurred by a range of other service providers;

(i) the variance bst WBIER phghiand the expenditure it

for Botex, to the need to maintain anmd oraitse antda
mai ntain a | arger asset base. For Enhancement it
number of statutory obligations and growt h.

(iv) Anglian has incorporated a productivity <challen
bere achieved in both the water sector and the wi

Customers suppsoretn hAamgleimteemt priorities

The clear vi esw duotmomergd ijiash t hat they do not want |
region morflngleisa3leipe emtmber 2018 Plan incl uvtddesmisawve@slty
demand resilience, to provide resilience to drought
of the environment.

Anglian has altseor mt akieenw ao fl oéhugs tr @thearn | mee d,© pwaotdeurc irnegc
Wat er Recyder mgMMRdamMP(as a partner to tykearWRMR. w,| te ntsa
the Company plans ahead on water recycling in a si

ResoufTes.

Il mrder to ensure that its Septewmbat edOl1dt Prant sefh
Anglian tested its proposed enhancements and the
acceptability and afforsBeebhéi'lsps vlery partsieatlear t hAregl
the outline plan, with ®Baeclk aptsiocmatves bastéedponf vl
investment in two key areas: mitigating 'sc | WRiR)e acnhda
eNironment al protectsi M NELgt dithte itrhrAregloipan ons repr
high investment in these areas, and the associated |
to 20@%. Through sever almichamnfnemet fondls utso ngvaai d any
customers for their preferred investment profile, i/
group of customers selected the highest investment

221 September 2018 Plan, Chapter 10 (SOCO001).
222 WRLTP (SOC332).
223 Anglian Be the Boss Consultation (SOC320).
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(397) Customers were thenumd&reldyiabpuitntest ment drivers

given the ability to switch to another profile.

Il ower cost profil e, and 4% switchinge tgaian ehdi gthherro uce
chanméCwst omers were also asked why they had chosen
most often recorded was that the highest investment
to supplies, andi poomenctj nfot heoenvery much money.
mo n é% .

(398) Customers made it clear that they want Angl i an
sustainable growth, to increase restheenatutal deaoaugl
Customers do not want to delay investment in maki
Anglian adapted its Septembetf e2e0dlb8a cPkl ainn ctlou dien cul suidneg
solutions to compilggatwiiarmhs . WIANEPhooubgh obl i gations
defined through a consultative process and Angli an
obtain that 34 WI NEP schemes wil|l be cod20dandd2027
These schemes wil/ be more affordable in the | ong
Anglsi amat ur al environment, as demanded by cust omer

communities.

7.6 Concl usi on

(399) To concl udsep,| afngeldi aenxrpeesnpdointdusr et 0 t he ¢ pec iChbimgacekal | e
Proposed costs are subject to robust eddtircilentt ¢ oén
Anglhaemnsdt hat the correct needs ar es alddtriessmsse danvd tth

costs it proposes are robust and efficient.

224 Anglian Be the Boss Consultation, page 7 (SOC320).
225 Anglian Be the Boss Consultation, page 2 (SOC320). For further details on customer engagement, please refer to Chapter B.2: How

customers have shaped the Plan; Customer Engagement Channels and Questions (SOC034) and Customer Research and
Engagement (August 2018) (SOC033).
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Chapt eOf \&:t duties in PR19

1 Overview
() Of wat has a range of primary and secondar
setting price controls for regul ated Wate
review to be conducted since the introduct
(ii) Foll owing criticism of its approach to set

Commi tte
of del i'd
cost of

(iii) Of waPR1§
publ i she
had met
unabl e t
of these

(iv) Angl i an

requir'ps

Of walienc
The resu
it has r
to dihreec

(V) Of wa't al
reasonab
failed t

financea

(vi) Of wat app
cutting
that ado

(vii) Finall is,
control s
mechani s
transpar

Request

(vii) The CMA
but not

appl eigu@l 'Wwei ghts pri mar y nd wti ives itra bPR % ,e d
Of wat has placed too much iwemngbt ©ODhe acom@s

i t(secon)deafrfyi ci eéebgy mdeipnterpreting di B5f eroert

cost requanme meinit)s setting a cost of capit
advancements (i .e. moving revenue forward

an@mptEeFi nancefbil|l fuyther detail) .

e in 2016), Ofwat embarked on the
ecadg af 'dmadlIsied g abinlelwst hec d rodvefsdar e
cap®t al for water

i nal Met hodol ogy <c¢l ai med ali gnmen
d a report (asFihal s De tseuxnprl pad toiWwoRnig
thesgsvemhmgi c priorities and obj €
ot Wikeicnoanlc iDeet @f mhnat remsonabl e and
duties and strategic prioritées o

considers that, in the pursuiat todr

otectothe interests of "[ elxti shtaisngalj

hmark as(iaehéictbaayrecognising .l
I's ddifsPrfovadr ti onate focus on keepi
ejected sbesti'dms uehiisct o me e Isti eorene r( ct
tion given to Of wat by Defra in it

so has a primary duty to secur e
|l e returns on its capital) to ffwanta
o dischar ge(it)hiuwn deurtfyu'sibdyb, & gienA aegrd iaal

bility of t hCh anpott&Veoingahlt ecdo nApvaernr ya g(es ¢

roach fas ianplacoc®na Aagtl i Aeal th an
acsr asess i Ofi veantc'ss dhucerytmi ©f wabpr shahki
pted drys oshem aegtuuheatWater | ndustr

m@frvwetd departures in PR19 from th
and by other regulators (a notab
m) dar ewi ath odhe principles under w
ent, consistent, proportionate and

to the CMA

is asked to consider the ful]l randg
lei nRetseid iteoncteh Duty) in the round a

226 Ofwat Utility Week Congress Press Alert (SOC273).
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(400)

(401)

(402)

(403)

(404)

The aerder of this chapter is structured as foll ows
Section 3 sets out,andeidutiues theaet COMAwamust apply i
and Secadtolni des why Andkianal cbDet éetion abte oinnconsi st er
reasonabl e and proportionate application of these

The backdrop to PR19

The FD delatviea sbidlrlanreducti ons in AMP7, at the exper
interests, and cempbomi sgstAaAnglerdmrm its functions,
and ensur4 etrtme rleendg i ence of theresswoe& fnom pepguba
and climate change ar e pOdmwaitc uvhlaasr |eyf faeccutiev.e VA/te wteipnheas
with '©Of wah narrow under st anodiigthg aofanwhdti Whub ikoiwe bar é
obviously important to customers, their interests

a
region and concerns about wi derAnegn'siiamd mmiearyseelnt a rad s
clear message that tveesymenheafeawméedseosvseeanmow t o he
climate change, popul atioimagdotwhatwihldleiprnd etro cphay | £In

f osruch i nvtehsrtomegnht ( b €traplhielrl 8. 2: How customer).s lhmve
fact, SAbrgdfitanDet eDDnRe @t ¢ ® @ mtoautlidonhave del3D%et etdex)e
i ncrease i n sitnrveensgtemseenhti eensciemu lwhainleousl y delivering a

over 1 %.

Of wa't was under unpraeade dsecrrtued nyr edsusurneg t hi 20pabi ce
National MRegi¥arod ftilce subsequent Public Accounts Con

Of watapproach to setting price limits footwatdsmnw Ind om
the best possibl danedablydtconsiustemel'gi napciesgi masi B¢
hatl |l owed companies to make windfall gains which h

ensure customer® get a fair deal

Against this backdrop, Of wat embar'«keadadaed no f2 Odlavd, | iomg
ttset a new record for the |l owest'?2TRirsregalhtedleicms
of mar ked departures i ho®Rl1a@pprioemdtihe meéewniodos pri
'gearing out'pdmafonmameehani sm (introduced just two m

business plans), <cal leisng bilntsoch eqdu ersetgiud ma ttohrey rlgosnigac ie p |
for compamag@ement and sharehol ders to determine. Wh
needs) to adapt its approach to price control s, as

consistent wi th t he rpergiunycaitpaneisv iutnideesr swhhoiucchd be tr a
proportionate and targeted only at cases where acti
regul atory precedent in PR19 are inconsistent with

Statutory Framewor k

The ACMnust make its redeter mi'Realteitocenr ndfn amR ka9t cfoorrd afMncge
t he same statutory provisions and duti es t hat ap
deter mi*ABhooem.gener al statut 8¢ gt idaun AZ oA Wa t(eo ut
I ndustry aMmecdt alr%9 Is)lummar i sed bel ow.

22T NAO Economic Regulation of Water Sector (SOC336).

228 public Accounts Committee Report on Ofwat, page 3 (SOC337).
229 Ofwat Utility Week Congress Press Alert (SOC273).

20 section 12(3)(b) WIA91.
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3.1
(405)

(406)

(407)

3.2
(408)

Primary and Secondary Duties

Oof wat , and in turn the CMA,o0 hast at WMaitpr iuma ea o nt threo IWI
considers bes?® calculated to:

(@) further the ¢omguyimer iosbjtedw protect the i)t erest
consumers, wherever appropriate by promoting eff
i n, or in commerci al activities connected with,
(Consumer)>=bDuty

(ii) secure that 'st feuncammpaxrsy under the WI ABdn atrieonpsr o
Dut)y,

(i) secure that the company is able (in particular,
finance the propertcafRsyigagi Dut)y,of its func

(iv) secure that |icensees properly carry out their a

(v) further the resiliencetebineceésiviei ¢onc's emdutréeth ¢cshep i

and wastewater syst leénse lf eathalt ¢ ps stecd ugreabt er mhemp
meet the need forwatagrerr saupe(iRegsadidein)ces Duty

Subject to the$%%t hper i GrMA yi sdurtegewi,red to set the pric
consi der s abteesdt tcoal caumiong ot her things: (i) promot e
l'icen&dds c{en)y Dudy (ii) contribute to the achievi
(Sustainabl)lLity Duty

The primary and secondary adpuptliieesd muns tt hbee rboau nadn:c etdh ea
observed that'inhendedi ¢® @oepl ement , not conflict
duties should each 'Hendgivian'awhaauhe wspghnci pal' or s
neetdo be ampltiheddm oaamador danseawut br'aema@odo'indit ng'd® ati on

Governme®trategic Priorities '8S8R®®Objectives Stat

The Water Act 2014 introduceandani mmdtdinn onhéeé aAMAYy f
determination | DefixSaPoF’'dhece uwiremt SPS came into for
and identified three key priorities (with a series
Of watot her® duties

0] Under t he '"feadr ingegeolfmrorgeBéef rancequired Of wat t o c

sector to plan, invest and operate to meet the 1
which bddterwal ue for moer®y over the | ong
(ii) Of wathoul d challenge the water sector to ofo fur

customers who are strugdf®ing to afford their chae

21 Section 2(2A) and Section 2(3) WIA91.

232 Section 2(5A) WIA9L.

23 Section 2(2B) WIA9L.

24 Section 2(3) WIA9L.

25 Bristol (2015), paras. 3.3 and 3.4 (SOC275).
26 Section 2A(2) and (9) WIA91L.

27 Section 2A(2) WIA9L.

28 Defra's SPS (SOC257).

29 Defra's SPS, para. 8 (SOC257).

240 Defra's SPS, para. 28 (SOC257).
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(409)

(410)

3.3
(411)

(412)

(413)

41
(414)

(i) Of wat 9Phouwlode tmar &eitwve innovation and achieve ef
account offuheéed)eachdt(eloomgresi |l i ence of water and
servicesb) amhle /proot dcti on o0o%¥ vulnerable customer

The SPS requires Ofwat to explain clearly how major
revi ews,t hseu pgpcolritevement o#%2 strategic priorities.

These priorities and objecti wesownr estoaladseegliy alriigrmrd
devised in consultation with cust omerss,b uasnidn é&%osn sptliatr

Primlcées of best regulatory practice

of wat, and in turn the CMA, must also have regard to
the principles under which regulatory activities
consistangeaerd bnly at cases Zdn which action is nee

Application of the duties in PR19

Anglian ¢bomRBitderise i nconsistent with the duties outl
a significant bi Itlerrre d(uwitaaoond rigna ¢tihlsey isjhuosrtti f i ed cost

assumptions and performance targets and a WACC whi
| ongegrm chall enge'sr efgarceignugiirgengf i aantoi aeest enefnat ur e r
t hestbeltenmgn value to customers (who expressed themse
to see Anglian rewarded for doing so).
I n combination with the | ow WACC, the FD does not e
company wittilfauwti gdu sPANGIthesds i s to the detriment of w
resilience and sustainable devel opment objectives,
Def'gSaP S. Key errors in proper |l yk apoeprlnye antge tthhee sRDa tiun
areas. The relevant background on the key duties in
Securingetmngesilience
The Resilience Duwutnyd rienqguiurrens @fhveatCMA t o conduct the
it sdodrers is best calculated to further the resilien
0] to secur et darhme rlesxigl i ence o'fsupptl gr sys demsa kaenrds
under takwersage &ygsteemgavidsonment al pressures, po

chanmesoinsumer, bamadvi our

(ii) to secure that undertakers take steps for -the p
term, the need for the supply of water and the
including By promoting

€) appropr itagrem lplnggnni ng and investment by compsa
(b) the taking by them of a range of measures toc
ways and to increase efficiency in the use of

241 Defra’'s SPS, para. 36 (SOC257).

242 Defra’'s SPS, para. 6 (SOC257). See Ofwat's Report on its Application of Defra's SPS (SOC227).
243 Anglian's strategic priorities are discussed in Chapter B.3: Anglian's Plan and how it was built.
244 section 2(4) WIA9L.
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(415) The
t hr
(an
i nf
f ou
red
ar e

4.1.1

(416) 1t
nex
fro
i nv

(417) The
pri
wi t
res

4.1.2

(418) At
sup
add
squ
pre

4.1.3

(419) The
cur
fun

demand f cer. gwattenrr ojlugh the ise @3 tommareduwmed eprs
water re¥ources.

ntroductRiesn | o fe ntclee Dutiyn t2d 1t4h ewa®h ABY gr eater conc
eats to resilience. This fodltoavedd5 ,t0M@0 spmonee r t2i0 S
d which prompted the Pitt Review, which called foc
rastructure), and the extreme weather in 2012 wh
r eagwsiw drougbefaodnclthepd] ymeahe 2080s, without :
uce demand for water and to increase supplies, z
as affect-ddmhpndadebipply

The ResiDiuitgnscseeks toi msidirestsi o haleirtsnei ol %3whg ocrht
had traditionally discouraged much needed invest

was r ec opgenciisfeidc tahcatti osrmowaes trheeq thiorre dz etne rfnr ovnmi etwh eo fs
t five gteairrsa ltleer ah Efdgou proovit e m s oél ndati lmemrs t han mo
m price review per'i®and'oa rpan gcer rfeovd lesvmopmerlaomg ey
e s'tPment

stheorrmt f all acy was also highlighted by thé& h@over
ce review cycle di scotuerrang eap p rnovaecshtense na n d nd il soandgvea
h environment al or consumavye ba Akbrmpg spraaysb atctkkey Tth)
ilience duty has been speci'Pfcally designed to a

The Resilience Duty seeks to encouagen iompwee att men
chall enges

its inception, the fesssngfopdedratdiudrnyalwachadn ead
ply/ demand balance wihb operatsbhbhkensel dutgnenco
itional water storage. I't pushes the sector to
Ayeon the responsible management of water resour
ssure on water resources,®and reducing demand fo

The Resilience Duty -damsospsart o cwltarer r elajdtihees , i
Consumer Duty

Resil ieaax ep dDruttiyzxaud @ass rte@adt he duties focused on
rent and future consumer s, securing that the <co

ctions, promoting eacommdmy barnd negf ftioc isat8X ya;i narbd e d

2% Wording in square brackets is added and does not appear in the original text.
246 Section 2DA, WIA91.

247 Defra Updating General Duties, para. 1.1 (SOC338).

248 Defra Updating General Duties, para. 1.2 (SOC338).

24 House of Commons (March 2014) (SOC339).

20 House of Commons (November 2013), Dan Rogerson (SOC340).

21 House of Commons (November 2013), Owen Paterson (SOC340).

22 Defra Sustainable Development and Resilience Duties (SOC341).

253 House of Commons (March 2014) (SOC339).

254 Defra Updating General Duties, para. 5.2 (SOC338).
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(420) ' n particular, in relation t o tehnec oQiornasgui megr
potentially

with their cust omeéaut cadnote sd mmMmeir de rwatnh e

per i oidlsl, iwncr edss ec apheec isteyc ttoer ma®Pe eav. | ong

cDount pya, n iDeesf

(421) The House of Lords noted at tlpeotemesthat htbhar Rers
consumers and will help to%%kkeep bills fai

414 Def'sREPS reinfondhesnetsheweth a focus on

for money itnertmhe | ong

for the

(422 The SPS sets out achpalibengy floe Wadwwat sector to

the neecudrrerit and futiumeacwasywsbmeirsbsof vat ue

for

solutions

pl a
mo n €

terni'censidering the widerecosotmy.anslobieatef i #8d ttoh e |

(423) More specifically, the SPS sets out the

f

l owi ng

(o]

0] further a reddagetringilo iwattere suppldr oweght i &@md.eo tfirermn

includingewhsopghy solutions, demand management

(i) chall enge companies to improve planning and nv
current @nmndtfomeurse

(iii) chall enge water cotnhpaaind ye sadoesesnsruasxi | i ence agai
potential hazards that could i mpact service proyv
failures, and take propoendc®naher &tampdguitmomedmpr ov

(iv) chall enge companies to further the resilience of
syst ems, by encouraging the sustainable use of
to have appropriate mnegaarndd tboentliet svi d®r eco®$ 0o my
environment .

(424) Gi ven the particular exposure of the weast

aligned with the pressures fcombianerdapwidtlhy cglrecawi negn d
Anglsi achnust omemay be expected that the application o
from the SPS would Il ead to recognition by Ofwat of
i nvest mentt eaccnmd plloanngni ng sseSte pd letmbie | Amagsl8i vapnd at e d n
Represent dhiadbn) s not whaast cSefdate | bavs edphea@a,j ns.

4.2 Of watapproach to resilience

(425) The PRilB®al Met hodtoHatgyi Isiteenees should be at the core
deliver its ser®%iAngs$sipdmncsu sttoo nseercfua re irtegsri o @ igdnecret h e
value for monegr mn ttadki nngonignt o account wi der envir
customearast ed priorities. pPthievep!l ab®r airrestaalnscoe, adian r

uncertainty around the scale of the <chal
reducanontsi ming of water resources Rhaghmniamg pmetpheacdl
pl anngmrgoach, where options at BWRIMRZ4 ogidequpdinnd pbaarl aal nlce

and options appraisal pro®®esses have been

25 Defra Updating General Duties (SOC338).

256 House of Lords (January 2014) (SOC342).

27 Defra's SPS, paras. 8-9 (SOC257).

28 Defra’'s SPS, para. 19 (SOC257).

29 Ofwat Resilience in the Round (SOC343).

20 DD Representation, pages 204 and 205 (SOC168). Further details set out in Chapter E.3: Enhancement.
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(426) However, the FD does not allow the efficient i nves
resil henttoehrrgm.t Oftwhaetr difacdrleed t o correctly apply the

resilience priority.

(427) Of wat shi ft, det t2iondgdelxltoovenaeher than sopemptdelay i hgn
expendandapexap(i talt erpekdd a step towar dtseramddif@sss n
the regime,thy pemoeinwgd capexcbmpahaagdammex us calgu tnigo
to address rélswkeivenise@fiimsadd.ocation of oper wnthcape

overall cost challenge, under mi nes,whhiec ht oitse xa ffreaaneun
FDincentivises the Company to fvavdawrr opepax sodludti iomrss
iwi ol l ead to a maduwmdtein@amcien acn g oii n g e sa ndvhiwicght, eeaxd e n
drive earlier asset replacement (and therefore | owe
The buui lofd a maintenance backl og ,as wehtrasythe Chas
as it increases operational risk which will %#leed to
(428) Of watapproach to resilience in PR19 ha®Reaslido emeeniwm
Rouhwhi ch efsooowmns t he i mportance of robust governance
i mportant supporting el ements of operational resil:.@

(429) Of wat has previously recognised that iIWe wasc ogtnri estec h

Tesildwrethyms specific |l egal meaning as set out above
t hi nkfioarg exampl e, in the ®akipnaetg Ohkei cdbatir pabuomade
application in helping us undwircsdsantdhati skws ttomdrhse rse
we see the broader concept of resilience as providi

and move towards our shared®%Thiionf olf| adw& s@Ga\aardmmoen
which enesstbhgeBeepiarg the Coéumto'tyg&Ruamiilnigty of asse

and systems to anticipate, absorb, adapt'®t o and/ or
(430) Anglian recognises the importance fi sgaweartrearnce Haomwd
i mposing measures in the FD to address a perceived

its gearing outperformance sharing mechanism, Of wat

was introducedl twmgonpeoambi onal Seedilfiiemalel vy, Of wa't

h ¢

reasoned or evi denfciedandhiaal Asigt t@nure poses a -mater.i
geared c o mpFaunritdhses , i gnored t he ¢ ooBAtnerlviainl'isngAlbh gme
Progr athomec us.t ofmeegcsh amilssnmcr eases the risks to equity

commensurateT Thésurmug §i aanosesabihiety Duty and does

Obj ecltti vel.so goes against the principles of good

(431) 1t i s noQfawsl tea ptpraotach t o economic regul ation is

n
re.

n

WI C§Wat er I ndustry Commatsisdi nh & swii ¢ tBactbardoamd )support

stalkol deirs a Decision Paper that outlines its vi
Charges 2@ ,20®hits not about minimising charges

e ws

n

|l eaving future cust omeirss woou lpda yb enhiignhceorn spirsi teeemtu t Wihtt fo

futoauset oéhdrScotti sh Water] wildl hawver mo Ipt acamandoako
on the certainty of six Viewarwiplloghawmenetso ofiluitmw @&ls tcmmar
count on the resources being available to ma&%e ¢t he

21 Bush & Earwaker Capital Maintenance Report (May 2019) (SOC153), submitted as Annex 4A to Ofwat with Anglian's September 2018
Plan (SOCO001). The report illustrates the potential consequences for customers and the environment should insufficient funding be
allowed to maintain assets.

262 Ofwat's Towards Resilience Report (SOC276).
263 Ofwat Role on Resilience Consultation (SOC344).
264 WICS Strategic Review of Charges, pages 4-5 (SOC277).
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432) Th

e WICS placed consi'fdetrarhe ep eon@ihms®ds oerrvice via

mai ntenance expenditurtomnrhifgmamcmal nppemancé o-aspend

term along with increased all owances to tackle cl i maé
This is despiittes tshtea tfuatcotr yt hdautt i es are not asthempre
i mpacts of ¢l i mat e iomhaScgiehleearned 1 etstse aecaustte of Engl and.

(433) The Scottish regulator has emphasised that:

0] TIt] is very conscious of its statutory duthy to
addition tonthose'tomecsarre

(ii) TfJ]uture generations should not be | eft with po
|l ower charges that are being enjjoyed by customer

(iii) Tits] focus is now on hoiwanadn dt hwehty e i thee ionfotnéetye i su rs
future generati'ons are protected

(iv) Tt]l]he Scottish Government would wish for an ap|
financi al i mpact of increased charges &% current

4.3 Protectingethets of existing and future consumer

(434) The Consumer Duty 'preqtud ate st HOdf wiant é¢roest s of ¢exmi stior
relation to the supply of water and sewerage servi
c omp e thiettimeren persons engaged in, or in commerti al a

(435) Of wat mupdr thimecewlaard t o the interests of individuals
pensionabl e age; with | ow i namnmesc;usrtesnedisngwhiors er prr
eligible to be supplied by a Ilicensed water suppli el
consumer s) .

(436) The consumer priorities and objectives set eulteds:s t
able to pay, rather than a mandate or expectotasi bhe
boairl t he next AMP. The SPS requires Ofwat to chall e
and meet the needs ofstcrongsgquimenrgs twh oa Pféoiréd) tihnep rro veeh
availability, quality, proimotiome amd ophakevof nsupjb
(iii) enhance their focus on small business®tThet ome
SPS al so f dfcavisréasd @banll me f or money 'ovreat ittrhigee tlgoadgd itcet ran
of bills is important for many customers and Of wat
approach'®2Nvhd v@RSt h@f enust uphold the principle of
requiring the indastewcelol emtmomrsderasteandi negs o ft Hatt u
costs are not unduly transf er r3d Btro sft Ot)tuh@d Ogpeent & rt a toin
Commi ssCCmot(ed the issue of intergenerational equit
current customers pay for investments that benefit
CC agreed that tBkisacwaseadatslomabdets of investment ¢
should balance in the'onger term for customers

265 WICS Strategic Review of Charges, pages 8; 20 and 40 (SOC277).
26 Section 2(2B) WIA9L.

%7 Defra’s SPS, para. 28 (SOC257).

268 Defra’'s SPS, para. 34 (SOC257).

269 gpPS, para. 28 (SOC257).

270 Defra's SPS, para. 31 and 33 (SOC257).

271 Bristol, para. 3.70 (SOC345).
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(437)

(438)

(439)

(440)

4.4
(441)

(442)

(443)

Customer engagement was tahRKRdBeée nkeltihMdiéf fongdyll. iox k- lods ¢
created its Plan wihtats ibteenc ddtnemdrhg.ouDlhi san extensi
researchd adaceontact and anal'bywdisn eosfs 'dapsd ramdaicaln aln s a
customers. Angl i anb5OO,nfs0uslttoende rwsi ttho oivdeernt i f y & hientro pr
outcomes and transl ate t hose Sewttceamhel | BBrAtid ea rpersaid rt a

an iterative process where feedback from customers
proc®s$s$.is only throughhahi Angltieanti seabkrecessunder
priorities are and their willingness to pay for del

Of wa't recogns sedduenagdliynagn appr oach, A'wgarraddien gf oirt ctuhset
engagemenini 88 sd s smeBons i pRlisasflsA )P and noted the clear |
Angl'si acnust omer e n gSaegpet neemmbteR 1 &f0i.1t8s

However, Of wa't has failed to adhere toethectsamestsar
interestsrimfakrymlae eas, i ncéxypdeée nda nfdo rpeeernf hoar nmcaennceen tt
Of watehfasctively repliewsdwctudt omer wn nar romgtwi ew o0
wanand applied unrealistic cost all ¢wairiclelss amde ed b Vi
i mportant to customers, their interests are far bro
concerns about wi der envdtro.nméuwmd tad mearngd seorcti ad ¢ Im@ar
preferred to see investmeniegWwonhslkpvi aelsl andl i matr asd
growth and othamdcthladt emigey were willing to pay sli
tlmugh their bill s, as |l ong as affordability, and

circumstances, were being met.

The FD reflects daemamisowcamdtshottiton of the Consun

i nvest ment rtetgeuri rrea@s itloi efnucre and sustainability obje
i nvest ment to future price control s, Of wa't does nc
customers (as required by the Consumer ibDuwtiy)l,es amc
intergenerational equity outlined in the SPS.

Securing that Anglian is able to finance the pr o]
Oof wat , and in turn the CMA, mu st exercise and perf
manner t hiadterist icsonbsest cal cWbmpadyt ossabuee(fhapathe
reasonable returns on its capital) to finance the

revenues should also be suffi ciheetroeneos ochhaabblhes. c o mp an

For returns on capietabohalilbhe abhswddre@turn on cap
equal to the cost of capital][.a]ThreetQC nh abse |porve vti hoeu scl oys
not be cointsh Blttetmah c eva b]'i¥f i ty Duty

Of wat has assuméeOdw  RWALEIC) odt 1t heiappol aoawest | eBrte t

privatisation 30 years ago. Thi s insetphroidnod roigliy atlh e srs
are setnChutpt:iseiight ed Average .COnte woff Cami tislsues i s
embedded debt is insufficiently and incorrectly <cal

industry as its starting pointebffor sdentedr mitrhien gC Mih ent
recognised the need to adjust those costs down to r ¢

272 pR19 Final Methodology, page 22 (SOC314). The CMA has also previously noted that @ustomers' willingness to pay should be a
relevant concerndBristol (2015), para. 9.59 (SOC275).

278 See Chapter E.3: Enhancement; Chapter G: ODIs; and Chapter H: Leakage.
274 |JAP Company Categorisation, pages 2 to 4 (SOC346).

275 CEF Response to DD (SOC187).

276 Bristol (2010) Appendices, Appendix N, para. 2 (SOC347).
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(444)

(445)

(446)

(447)

4.5
(448)

(449)

the cost of debt higheRi nmahmme anteicleintsya hywttyoasel f eveint

tagree wi't hWOE®adssumptions in the FD, a reverse ad
Anglsi ahni gher debt costs, in respect of debt incurred
this duty. sTthaet eGdM?$ Mhatsc et p'wbBbut g i ndicate caution aga
of capital too |l ow, and in particul'd@t potentially e

Of wat has not edabtihDaitt yi tish cHiumdersc assessing whether al

effitcicorsts) are €Gurhgarcy enmd fFfFiomande its investment

deliver its actewvwmtiwhilae prhet dothnigng t he i ntePests

Th€o mpanyrevenues, profits amdabdashftl oow srhaoiusled failnsao
terms in thecomplkyitng whiitth its | icence obligation t
is an investméht grade rating.

By underfunding bas6eSmiclo)sit@nd bensamee Meéb y( Akiple)nidd nt u
Of wat has not arhe Duttyys Fi nance

I'n order whetdhempasi es are able to acasdd abdi@fivaetr mma
has previouswlyetdoaeacsdmdparyl can secure a c¢omfeo rrtathil neg .
At P,ROIf 9w a t used two notches above invest ment grade
assessment .atHpPewaetr ,has wrongl yvaerdte m@in.toen. PANNG mgl r e
forward from a fut ulre adelgauoltactlourdye ptehraito d)het onot i onal

Such an advancement is usually consi dteercd apipk ® pirn a
expend®amnud et here is demonstrable customer support f
rever sspeweadh ofadjomnmsetyment s in thei® financeability a

Anglian con'si dppsa®ftsttatad WaAEC&naead t he financteaabhbd it
a clear br BEachanbmdDut lye i mpli scitthegr edlusrtae across the C

Functions and Resilience Duties.

Securing that | icensees properly carry out their
Of wat, and in twurexehei LCMAandmuper form its powers ar
manner that it considers is Geemnspancydlunwltdtoends tas sae
sewerage undertaker (and licensed activitieesasrpes a

propeatyied out.

Anglian has a number of duties which it must comply
as set out i.n Table 7 below

Table 7 Anglian's statutory obligations under the WIA91

I'te Kepwbligati on WI A Section

Gener al Duties for water

1 Develop and maintain water sufSection 37
obligations

2 PrepandeveWapresoumareasge pé It WRMESecti on 37A
andeview annually

277 Bristol (2015), para. 10.151 (SOC275).

278 PR19 Final Methodology, page 187 (SOC314).

279 Condition F6A.6 of Anglian's Licence (SOC297); Bristol (2010), para. 10.9 (SOC345).

280 Bristol (2010) Appendices, Appendix O, page. 16 (SOC347).

281 Fitch Ofwat Price Review Intensifies Pressure (SOC348); Moody's Ofwat Tightens the Screws Further (SOC349).
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3 Prepare and maintain drought p/ Section 39B
Supply Duties
4 Comply with mains requisitions Section 41
5 Domestic supply connections Section 45
6 Sedl By mains adoption Section 51A
7 Domestic supply duty Section 52
8 Nomiomestic supply duty Section 55
9 Pressur@onasntdancy of supply orSection 65

hydrants
Quality and sufficiency of supply
10 Whol esomeness of water (withouSections 6 7

domestic use and food producti and

Supply (WatRerguQuéliiotnys) 2016 (as 213
Customer Service
11 Establish and promote customer Section 86A
12 Promote cesfomerest use of wate Sections 93
I nformation provisions
13 Keep recgilatemg 0O consents o] Section 1¢

relati on
to s166)
14 Keep and maintain access to Wa Section 198
15 Keep and maintain access to se/ Section 199
Mi scel |l aneous
16 Exchange metering nf ormati on Section 205
17 Comply with national security Section 208
Gener al duties sewerage services
18 Gener al duty to provide sewera|Section 94
19 Duty to comply with sewer requ| Section 98
20 Adoption of sewers Sectioh080G2
(450) Sect4®mDnWI A sets outs a requirement for all water

domestic premi seswhben nempank. I't follows that
explicit obligatiowth oi dedémanmd hwhihceh garoi ses as

devel op’fhent s.

22 For Anglian's WINEP (Water Industry National Environment Programme) and 7.2 WRMP (Water Resources Management Plan)

obligations, see Chapter B.1: About Anglian.
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4.6
(451)

(452)

(453)

(454)

4.7
(455)

(456)

(457)

4.8
(458)

(459)

(460)

Promoting economy and efficiency

As a secondary duty, which is subject Ofavatamd ism tsuw
the CMA, must exercise dodiperfiodemritbhep@wwaB®d anda n
is best calculated to promote e c@nopnayn ya nidn etfhfei cciaernrcy
its functions.

Byf ai tbngecognise important <cost drivets dnf fierserbae
Anglsi acnosts relative to itasbeppgpbdmadkt asailnedifticimane
of acanmndivwydgs this to apply unjustified and unreal i

l addi,Anghi an oo hefrfdiedisency adaumg@tiiscom sOfawmadt has i mpo
FD topowmely reasoned and puanrrtesciud sabrl, e’ ©duomarrte pr oduct
assumptd dne gifis.al | owance of apprtosp,r iian aep pRrPoEp raida tues tan
growt haboaunpdpguarti |l e performance requirements, witho
all owances, have created wunrealistic and'sumatitiditryal
carry out iatngd d&dtniawmictei es and functions, to the detri

Of wata s therefore i ncorrectbuyy,apwltbd cbhseedddntciialn
Financeability, Functions and Consumer objecti.ves a:

Contributing to the achievement of sustainabl e di¢

Of watand in turn the CMA, must exercise and perforn
manner that it considemsribBubestoctheubdahieadapmaent of
Howeye®f wat has derived unrealistically |l ow costs f
is demonstrably too | ow pannde cthhaenni sdre stihgante do nal yt raupep | i

relevant costs and dbesenohreampsehsatasbéaomptions.

Anglsiganowt h costs are different to (and higher than

when appropriaties @odtwvkeimddmatvieos of cost s, such as th
|l ocati oen,andatsucal e of devel opments (houses veésr sus f
failure to provide appropri atceutasl |ladvwaonstsest diomnalgir owt

Best regul atory practice

Finalilry conducting t he ared eirnmitnuartnihant,é e® f&dbet, d mus tt he
of best regulatory practice (including the principle
accountabl e, proportionat e, consistenteeach®d t argeted

Fur tchoelrour on ensuring best rieng utlhaet opruyb I pircaacttiiocne oifs t|
Business, Energy & BIEA)®rsitmdiapg!| eSst rfadre g'qd ®@rOdain)dc tRheeg u |
Better Regul dstBeotnR ebgxuel cauttiiovne Fr a meg wvo0rfk8:) Gui dance

ThBEI'S Principles for Economic Regulation highlight
stability in economic regulation, st at's mgultd agr dvhied
stbhd e and objective environment enabling all those a
and to malkeml omgest ment decl siaehipsuivdt hotonhiréasoeaa
past decisions and shoul adyallhowséeéemeintisento amateneee:
subject to the normal® isks inherent in markets

283 Section 2(4) WIA91L.
284 Defra Better Regulation (SOC350); BIS Principles for Economic Regulation (SOC351).
285 B|S Principles for Economic Regulation, page 5 (SOC351).
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(461) | Bri stol Watehe (Gt unnidgni fi cant changes to the re
require greater jusdi f fceeaseitohma,t oabrsiesrevidnuge tthoatc hange

particularly well justified, as there are bewW8fits
Separ atPdloyenix Gashe( X1 AX)ound that decisions with re
regul atory dsheumdnbeiacwebl, properly signalled, s
consultation, clear and unteo&®agd, and, normally,

(462) I A i phtet mbove, Anglian csonBDdbédas t hatuf fOif eeigeunitatroa gya
principles, mo st notably with respect to the intr
mechani §me memhakiedgdma significant depbattoompbbuonbeist |
remain free to deter mi ne Molreiorveown i ¢ apiatsali myptrrowpcetru

ntroduced only after publication of the PR19 Meth

i
submi ssion of ©oiswahessntehdnegh.that the policy only
t hus doiempancott on sygheméed thekfact that this signal
the regul attor y esp@ine EDbs ,Oftwaed key hmnati gigpaegdneioame
companies and put others on neg®#tive outlook/review
463) Finalttlye mechani sm also has potentially retrospecti\
iTi .eoapital s tl rewecetl lsr eoifta agkeeanr ipnrgi ot r 6 du ¢ hieon of the m
which are difficult, sl ow and expensive to reverse.

(464) Theare a number of other el ements of PR19 where Of wa
approachmade significant changleAP,t oDD tan ca pfpD oaascshe shsen:
adequate jarsd itfh eradfi mrne réa qiu lbagteimrcshi plfe & .h dTtaggpeoaohl ud
WACC assumnmapstsieosnssment of cost all owances (including i
futpreduct iefiftiy)i ency assumptions and ODI s.

(465) The above provides a brief overvi ewhoAngtl hmbh key i ¢
incompatibles wiuthe®f wand the principarepgr oovi dbeedsti nr e
chaptehsfwhi ow.

286 Bristol Water (2010), para. 9.21 (SOC275).
27 Phoenix Gas (2012) price control, paras. 32 and 9.112 (SOC352).
288 See Chapter K: Gearing outperformance sharing mechanism.
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Chapter D: Ri sk and return

1 Overview
(i) Of waRi nall Detprmvhdésoan unacceptable bal a
all ow Anglian properlyettoalfs macheces itact fumd
to i mprove serviThe fdernt ad Ul st amer ss.egts, olbtut i
effect mu s t al so be considered i n t seFi n
Det er mifnaaltlisons hort of providing Angne caens \swaiir
to meet the needs of its customers and t he
(i) Angbhn fully supports the regulatory princ
including penalties and rewards. It belie
framewor k more effectively than RBinyalot bet ¢
departs from this established and successf
(iii) Of watFi nal Ded @ee sni mat i ound Anglian even to
c o n tardotl :
€)) significantly tsndearsfeumdcsg uA & Ghnielaytiso b(ebcya {
narrow reliance on models that fail t d
those driven by its high performance,
mai nt enanice needs
(b) does not adequatseleyn hfammaemiAfmd | spH mr t rhiall )l
even though enhancement expendiothdria;aits
(c) fails tocosmtfaluscemlotplyé ati on and housi ng d
and proposes a reconcilifBuoiloypy mempans at
event thatsghomythder than Of wat assumes.
for growtmhlisoA31and
(d) |l eaves Anglian exproissekds toof siingcnuirfeiodgrst u
mi | )i wnth troesippesctEl sham scheme and met i
pracmechbhniosmompensate.for these risks
(iv) Further mbireal tbet esmshkatwiednt owards penalti
rewards:
(a) Theut codad i vnecreynt (i QRlIpsa)c k a ge not coherent
i nconsi stent company forecasts and ig
Anglian even if 6tdieglCiofmpaarnyt diempwveve me
(b) The sdatr i ng mechani sm provi des OoAntgilanan
any usiplemd while exposing it -stpoentdhe 6ra
mechani sm was i mposed on Aamgd i dogeasyemeatu
Of wat cost assessment , for the reasons
Case.crletatescantives for efficiency.
(V) Overall, thseFehalepDeObtwmbeati dngl i an, a t
in the®sectbe, near certainty of 'smaks s1gs same

289 For example, &nglian Water is currently delivering above average levels of performance in the sector. It is the best performing company
on the service incentive mechanism in 2018-19, delivered UQ performance on leakage, water quality contacts and internal sewer
flooding, and achieved a higher proportion of its performance commitments in 2018-19 than any other company&Ofwat's Third CMA
Teach In (SOC353).
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(466)

(467)

(468)

(469)

wei ghted aver gpd d(BG6.t @ffwadasessme@WACOTf i t g
significantly '$esostt habnaé&maglhimahnh shortfall
exacerbahedr bg k i nfrponsaedd Dbeyt atshnga nwalh o loem. Rat i
alreadysee@ecbhgmmter companies have already
one of the ramnblongt hywmekermiasdam r evapwss$iobl e do

(vi) Of wa't had an opportunity to set companies
chanigre i nvest ment and peésr fcoursntaonnceer,s assa iAdn gt
chall enge poor performing companies t o wheae€
still all owing f orAnsgd'sifed mre dpurcd v ioche d nsrumdghr |ass

(vii) I n cont Fast)] Oeképrmbnatiertserdmrigiel Ischvwoerd ual
objecfioves hg Anglian to cut back on as seetr
fixes, deilmpreceem@enss | i encme amhal einmpmr @v e mg
costs for future customers to bear.

Request to the CMA
(vii) Anglian believes that a fair assessment o

from its buisndestsr,y cgtosdsi eesx taennds iAwnegy | ¢ tlasnt o me
|l ead to a WwemwldiDfeftemrermnabhaonput forward

that t heevGMAlartees ofiowaposabl pwawowses, perf or
penalty/ reward mecshetn,i sinvé Isihmeai |l wli tble sound
the needs of its customers.

The aemder of this chapter is structur ésd Palsanf orlel sopwsnh: e

to regulatory incentives for edri8i expyaorsdimagh Op
Determi(Bt abhed to resoghisei Angl cast s; Section 4 o
reward mechaniss D iam eOfskatwed towards penalties, fur
the | evel tniecerdesd;c cSresci deFH wWhhesOhwat all ow Atfsg loiwaan e\
WACC; Section 6 espWAC@sdobaatnO®Of wptoperly reflect t

sets out why,s oFvDeriasl lun bGflwaantc e d ; anldi'aShe etgiuers t 8 tion d iha
Angl's aRl an responded to regulatory incentives
The regulatory regi me, in water as in other privati.i
act in the public interest. Overall, investors mus
reasonabl e return to Ilciokwerbudienaosds oifn camy tsadct or ,
company is poorly managed or takes bad decisions,
available for the best performers.

Regul ated companies should be eepcoadriod, ritok gover t
to reduce costs and (increasingly since privatisat

i mprovements or environment al benefitsli verkefiaalyl 4
require hsghAs tbBeuobvious way to diversify when f at
and penalties is to invest in several companies, an

that cover the cost of <capi t(aan ds hoonuel dt hparto vdiodees an ostu fv

This basic strucRBKeé nesthabllio9Wed has i Ine eny dreevgeu | oapteodr
ultimately the MMC/ CC/CMA but the basic principles
incenti ves roon |talbdier cocomsnts and activities, but t heir
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factor s, such as growt h, statutory obl#ghatisomps i acd

operates across different elements of the price

0] it i mplpesi e®smshould be exposed to risk on contr

such as rates shou; damée passed through

(ii) the components of the price control should suppor
of cost efficiemncyft aldad tmn o gautaclawsyt sn ed fwoh ikgh
not face incenti vesuatla tcyr ensettewosrikesh hi gh

(470) There are many dihfaftevime rtr <o®mpiacnngs can provi de; it

on those most valws.able adaoccmpétimei ve mar ket

) cust ol

companies through taedfowitoisghtesasopphliyated sect

determines willingness to pay on thdifrerleahalefi e memdtaea
wayhahe price control is constructed.

(471) Anglian considers that the mechani sms couds ttohmea npsr.i c e
Accordingly, Anglian developed and testead,itisn pglhaen m

extensive and robust customer engagemehti at heg Compae
500,000 cusetewbeosgh more than 30 different channel s
the B9mlaying in the segapemémmrglciuasn omeetr cemly tested

in the abstract, it also sought and obtained inform
as a provider should face an®l tomassouctesdeidf VaBI
Draft Det eDDOn{ wht cbn hés changed little at aFB)lyromwgt
preference'sf PFPAaAngl i an

(472 The Plan is described in detail nelsuenmaeset snotuhi s

0] proposals for a st ep(30cihtaontgeexc r atad emgvrelsa meent i t s
responding to the challenges of growth anandal
increasing Botex by just 1. 9 %,;

(ii) ambitiousduwotsiton tangktansoothéat aédcommodasttei Itlh at

reducing c ubsyt olmel®d minlgl svi t h

(i) a step change in the | evel of support of fered

ot herwise vulnerabl e; and

(iv) stretching targets nntiermgudgito taltehi @Dle médhehaut comes

and are prepared to pay for.

(473) The Plan therefore struck a balance between the

face, responding to the need for suginndgicasnttomarwelsit]l

and increasing support for vulnerable customers.

3 Of wat FD fails to recefgfhi cieemingt 6 atns

474 I'n contrast, the FD strikes no such balance. |l nst e,
carry out ,arienadallgermmgtorates a confusion between cos

of an increased scope of activities, and c osst i

under fundi nga sneaerntrsow rroan i ancile oo muatdkedtapdt huantc o(nt r ol |

2% Ofwat's Price Control Discussion Paper (2015), page 11 (SOC354).

21 |AP Company Categorisation, pages 2 to 4 (SOC346).

2%2 For instance on leakage, please see Customer Engagement Channels and Questions, page 10 (SOC034).
2% DD Representation, pages 3, 4 and 16 (SOC168); Accent Acceptability Research Report, page 4 (SOC190).
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drivers that Angi)i amgnfoaeed hlrutcosltso of controll abl
service tqg dlhutsomperoxvyi ding perverse incentives to

gui-fcikx #el athiaa merely store up trouble for the futu

of Anglian's customer s.

3.1 Of wat FD underfusdefAngliean basee6B&mpenddinture by

(475) As set outChianp BledB @atid xAindg | PaA@an porhogp omeedensctr ease i n
1. 9% mparetdst expeAMP®4lrhd si s mal | uplift was driven
obligations and higher ?®dd piwti aalg rhaiomt ¢ h@noe ene ¢ ds

increase im oheagsansubeing mai nt asiuncehd aass tah er erseuqg uti r
adopt private sewers and qiitwatteh ep@empcionsg sitnactrieoansse
stretching efficiency improvem8pytsowlFiPalk mprodgleisam he
million (7%Bptseskontfalwhnies a@gAThnsst rlenpgrleisaem’'tss Pal aAnl.9 9
decrease agapBatsex Assgémaéani's AMP6, despite the increas:s

to AMPG6.
(476) ThiBest sexhortf all arises from a narrow reliance on
di fferences 'comstoampareiliasing to service @uatadntdyc an
topol ogi cal chareagfhenglidsearmvwes8 yo ffoatihleicroggnti se i mportant
reflective of the Anglian region;i neffwadtc iAmigsipratse rtp roen
as the-lesadiaoag company on |l eakage | eft it particul ar
FDt hat s water models did not captuheareatlilf femrienmern al ofc
mai ntaining -lceadiemg Isezkaoage | evels aamdnhnuwmlkeedar aadfdidli toe
cost dirmwoled ceiark@ge and pumplbwgvbeeadst failed to appl
to recognise similar differences in other service
477) Anot her driver of the Botex shortfall is that Oof w

mai ntenance such as astlkt¢ amplacteméEnimaneedsance

transferred assets which were not part of base <cos

report by Dr Harry Bush and John Earwaker whi eh

|l ooki ng sanoafl ycsapi t al mAan qit ieammns eb mietetdesd t his report
PR19 process, but Of wa't failed to take its recomm
responsible companies that replace odo rsed uabdshews
companies that wunderinvest in capital maintenance,
dramatic bill rises or risks of asset failure. By
al |l compani epehnavadoapt tbishe detriment of future
|l earned from PR99 where the approach that Of wat

by a parliamentanyecbemf@akenagl ect

478) By conWir@&he o3 ti sh watteorgertengeuw!l amiotrh, ot her st akehol

consumer bodies, GovarFrhnmgntegundasommenii vesy engagin
Water to understand the scale of t huer. éans sdeati nrge psl oa,c e
recogni,akl otWwiamg an i ncreas®adms erxe etntda tt u3 e@tetoidsaty nWa |
refurbishing and replacing its 'asls@2@0BO0d i mal edeaiiosmi

2% please refer to Table 2 of Chapter B.3: Anglian's Plan and how it was built.

2% To cope with increased challenges from drought and flood, deliver lower leakage levels, ensuring asset health and maintaining inherited
assets, such as sewers and pumping stations.

2% Anglian assessed its Botex needs to be £3,574 million in its DD response. Ofwat allowed £3,309 million in its FD, representing a gap of
£265 million, or 7%, against Anglian's needs (please refer to Figure 34 of Chapter E.1: Botex).

297 Bush & Earwaker Capital Maintenance Report (May 2019), page 8 (SOC153).
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ProspecPr s BWFKCS ackndtwlaetd gee fafx ialxlidetsween c'ecestromaetsbi

the interests of future customers who may inherit
asset repl aceoniefntt,h &t d@ftalaetmi nat i oni sd®@we rnaoltl ,r eCfowgant
relied exclusivel y't edno viamondeerl rl d w gr aampge oafc hes-:c h@fckat
the results of |itp moudadlen cwi tol's leaadcthw aol o ntpaapni yt a | ma i

in AMP7.

479) Of wataddigr owt mfcosts (which Of wat has hEnshtamrcieanelnlty

expenditure) BotBRxtad®d WHdo exoaacnrer bated the probl em.

new (predominantly capital) experdkiitsurie gwintet woa kesl sw

mani festly unreliable results. It also led to insuf
of all owances between opex and capex, furtheonaggr :
both thesopér dathieorbusi ness,. a&Ofdvadn sfeitn amc euvanbrielailtiyst i

assumption of 1.1% (Osl®whighew, tbasednohi amgul at or

change, Ofwat extended this to umhoecaldyedppds td,
assumption of 1% resulting in double counting and

p.a. for these cost items, with no evidenti al basi

(480) Finall vy, the FD underdantdlse amidskKsaitle Amglriexcm gniom R
|l ate inclusion of |l abour costs is insufficient and
despite ample evidence of cost inflation that excee

3.2 Of wat FD makes i nsunfcfei cfioerntt hael Icoowsat s mo fl |,§ raorwdt hd, o ebsy

not adequately deal with the risks of its foreca:

(481) AnglsiPhan i ncl mdeéetiodfBeusi ng andgrpowtud artd owmi r ement s
and Wi6l0ltioom educ eo dsienvge rapnfde slsouw e i nci dence omii)bsonet
The FD jadA4oomfisl | i baeaving Anglianmihde@ohwnmodevd hhy redug |
flooding and | ow pressure due to:

0] Of watuse offcNt@f f oonal BNJattilseasdd fr oj ectiimmisa u svihb lc

|l ow relative to | ocal authority forecasts and

(ii) Of watapproach to model |l fag thews$ &c taodsdtsa sa rahuinbdb | Ae

bi Inl i @f g(raomadt h oetxhpeern)dii mtuo e i t s unadjusted base
considers t hese model s unf it for assessing

i nadequately captures growth drdvaerear antdumpyl a2

certain glrotwtech keshasé uanthst swWwhotrgr owth i s not

but ABlglciadmul ati ons suggest that, | ooking acr oss
to 164% of 'bcuosmpneernsisespl an expenditure, which seen
and

(iii) Of wat use taofupmechani sm to compensate companies
exceeds's OAMRTYT projeca)i om$ ywipiachi a(ly captures

notably excludes |l umpy invest mentCemawmyh wad It rcaatr

risk)h amppl(ies an unrealbjestmetdb% efficiency

(482) The combined i mpact i s t o l eave (ABfG8i anfidrsi gmnpivi b
not withstanding the fawatderhado mptaarsicaasumdm ywidtuh yal(lun
WIA) to allow new connectAnognshand Bt sohwhaheoasecwpeky

2% WICS Strategic Review of Charges, Prospects for Prices, page 10 (SOC277).

2% Similarly, in NIC Preparing for a Drier Future Report, page 4 (SOC270), the NIC set out the economic case for boosting supply resilience,
comparing the £40 billion costs of relying on emergency options with the £21 billion cost of building resilience over the next 30 years.
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(483)

3.3

(484)

(485)

(486)

(487)

(488)

(489)

the additional demands on service from a growing pc
househol ds, bugr emdrsod emapagmrem| i ving i n. exXihet iFnDg

inappropriately places most of the risk associated
significant negative consequences for customamd of

housgmagwt h i'ss Aegil omanand beyond.

Of watunsatisfactory approach to gkowth |t hegr ¢ foomeedo
obligations and i s 'si ndcuotnisei ss tteen esremci urbes Ofovmagh ae umeur t h
objective, secure that water companies can finance

and contribute to the achievement of sustainabl e

Gover nmedRPRS to ensur e tphaacte dndItihv ehroyu skeebeupd di ng and s
across t he country. Whi | e many regions ar e adver
di sadvant atgleele,g'sgpimoevt h r equi rement s.

Of wat FD under fusdenAagkement pr olgy asnmet,utdarn w embl i
by Ami6lll i on

As set outChaptdereEab.bhceomdPEees | arge increases in .
requiremeWwl NEPramd, WR8MPause of climate <change, gr
environmental hpraortee cptairotni,c unhaircl y a éQrlthe sf onre ctehses i Atnagtlei:
change in the'sl prelposcfe dAEqlhiaamr ement iinvestment for

eight times |l arger, and a WINIEIPi ¢ &@@inp hAtee dtdloeuibrl ee ¢ thiev
for AWMPG6.

The FD delivers a significant funding shortfall fo
Anglsi aml anned Enhancement spend. Of wat' s justificat
adjustmento® Apwl Emihancement proposals: (i)-spedaelflied
efficiency; (iii) investment needs; 6fhvjtiadpasmman

The compmpemncy fic adjustments &r e« obed atshianta i Al gyl ioaan Oif swa

Bot ex, a claim that the Company strongl3yyabbshpuut es |
which is in any case inappropriate for assessing th
Wh e n consi dverdach | liyn,di t hese components of Oof wat ' s
met hodol ogically incorrect. They ignore important c
mod el error to inef fsihdgifdenaoy,iapmelnkc ya dforeodkh teinegnec hama r &
resulting in a double <count, and make inappropria
i nvest ments.

Taken together, they undermine the verytaiamsedikton he
can remain resilowinhngtmoi $he ofapiddéyglwtr and fl ooding
climate emergency. Necessar yt eir mvebsetsnie nt &1 uteo adnedl | & n
sustainabl ewhs anllawt iboenesn, pl anned i n c¢'snswlsttaotnmean , wiwti
replaced. Costs of meeting these needs are also def e
poorer |l whel eost solutions in AMP7.

The approach to Enhancement in the '&Dpriismanh edgtfioe e
teremsirli ence, customers (including the principle of

300 As an illustration, over the next five years, Anglian will move from a regional surplus of 150 MI/d to a deficit of 30 MI/d, with half of its
Water Resource Zones in deficit. WRMP 19, page 5 (SOC279).

301 Anglian's WINEP obligations have increased from over 1,200 obligations in AMP6 to 2,161 obligations in AMP7. For example, the costs
to deliver the WRMP have increased from £74 million (in 2017/18 prices) in AMP6 to £622 million in AMP7.
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(490)

3.4
(491)

(492)

3.5

(493)

(494)

(495)

we |l | as the Government s SPS and the recommendati or
supply and demad® management .

I't is al so atproodadcsh wiakhen hbey ayl CS, with broad suppo
has concluded in its Prospects for Prices paper tha
to meet its net zero target by 2040, obéplgani ohsi t ®
(resulting in bildl increadabeschéal benhwesnf adaciangdg Af6gIpi

more pressing.

Of watunrealistic modelling has |l ed to incentives

Of watapproach thoolneosdeelld icnogstws, resulting in a signif
Anglian is incentivised to cut back wme@dpcievgnltiaft @ tvier
val ue, and -tteor nfi i-tpudk cskhoolrutt i ons. Anglisand t® alkpdbacece
Enhancement pltaenr mvi stdhl wthioons which are | owaer value f

Il ncentives are furshappdioathdr ted aby oOfavvatng totex al
capex. Of wat hopousedntbé& ppex and capex 'sacRloam.i n
However, the Plan was prepared on the assumption t
nature) woul dEnlhea ntcreeneetnd d e@fpveantd i Haug erreducedet @date FDt e
and a significant amount of t he reduction rel ates
opex/ capex 'tsopleixt godfpvathef ai beébthet preadomumtant | y capita
expend(iit.udi.e ailtl owed atiangerf pgrREERXr.r eAlsatai vree stus tqg p eixr
case, Ofwat has incorrectml yI(icth#ad¢tyemird e dfowerexAlax
resulting in an adodfi tmomrne |t logne xA IS hif tabil e m fg amewo

intended to remove perverse incentives to favour <ca
Oof wa't has i mposedadg umufade nttoopuegxh etrh anan d¢h a sionftreo dua pex
capex. bThiss significant opex reduction |l eads to | ow
are recovered over time. To the extent this approac
cosvhol iesfoel uti ons, it willo icuct®eamee sover all costs t

Of watapproach is based upon an unrealistic Vview

of a cost/ guwfafl ity trade

Overalls aXfpwactach to cost all owances and ODIs, as di
it has maihéeateedhiaf evi deneoef:f tbheatwetehne rceo sits rnead utcrt
Of wat argues that compani edsutcan phearsf cairomm welolvi adre db et
demonstrate that Btyhiasd oipst itnhge tcha ssa omrsd ki li yo nb HOguoatd rti at rykn s
of Ipieghf onmi warglas nst t hequalsittsy ofettwowr ks, and then d
cost of t hien dfofrinceire nacsy

Therg t roafdfe bet ween cost and qualihperéadbrmhaegmaogpan
is therefor e terxaodbpsaerdt itcou |ltahril gyi wietn |iesa ktahgee jisre cttloat | &rae
Anglian has ihmadred&r@essdoeuvrodherst h i n terms of (weophecandy
i ncr eas etdo ackoasgte) ,i n order to achtilvte e ipjeanf SAenrgti'si mrn p o
plans to further reduce | eakage and i mpt bcooasllthée r e
Compahnays provided amplte eviwhdance of this

However ,ntt hies pobivi ous to anyone | ooking beyond the
relied that ignore this factoili Re angevaitabdpboubhpa
because companies will/l i ncr easmarogiit rppailt o s tt heef pion ar

302 NAO Water Supply and Demand Management Report (SOC269).
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(496)

(497)

4.1

(498)

(499)

(500)

(501)

makes further increases uneconomic. The regul atory
and other measures of quality, so, if improvement w
not si mpe yt h enp riwiivinihto ut

Angl'si apo siist isomppor t edf rboym esveicdteonrcse a criots sc otshtes entoorneo nmyc
and maint gier formigly net wor k .t hMor eectvm@ds bsr moo@et o
frontier of what Anhgl passi bl eseeeking ttloard odlicyatrcehl aitpi o
with an indudueytbeadereasi Rgomairgrnahi tbsabso bene
the country, as it shows what <can rbe tac hfiedviedivaknBly g
into account the cost qumpl t sa tapépwsotaccth inmdr eoansteyd f a i
performing companidepgemeomnilgh finance tlheeaida ftuoncg i ons
incentive feorrf awmerdd maca.e p

Ri sk and reward mechalkiDsmg ei mk@fweadt t owar ds pe

reducing |likely returns below the | evel needed
The regulatory system for water contains several el
the AMPDIthea@ework to incenti wihsaeag iinmgp rmeacedaeliitsa® n d d
mechani sans| e wat umiexpected and uncontroll able cost d
in an interim detserFmi,nathieorf.i risn G@fdwahtetvi hgseownedsk
even though regul atory principles would suggest, in

bet ween penalty and griewwasr d.im®hda obkpsetafiifevad o maesr mot
forward a waémdnt emembhbhani sm f orankleys oc cenxtpiorsgeesnmA pogdr st
unfunded expenditure.

Of wat ODI framewor k i s based on unrealistic i np
underfunding and will | ead to missed targets, nof
Ases out iiCh adpeGearDIl,siAm'gl papnpposed ODIs were developed
package, with stretching targets but a reasonable b
considered of high quality Wbyt oOfiemmdste,r ewas wamderppierfre
evidenced by extensive customer research, and chall
For (EFThis process |l ed to several changes swhathhsur ¢

customer s want .

Instead,i OftwastetFDasi de much of the evidence&€ompanoysto

had gathered and failed to recognise the interrela
company reasoaafllhe ilrerwveds of service it provides t
outcomes it delivers and the requiremenhis @af rcepastdae s t

service dhesecansecB®t watr ecaighi se ptelrdto,r mfaomrc emaP@iMni t m
better peacdmesnaatceadshi.gher

I'n a change from pr evciao uisbirbaptped & c h efagreddddviaitpss nf or ma n.
pr op oy dc o mpraati heesr t hpaerr f o tmaalce dbksevdodrreeaiaesdns ha:

credatien a consitmentarmarrderar|l y unrealistic, when cc
Combi ne@f wadtehci sobnt ocusetfdmeitsr i ties, the effect is |
that does not provide <cl eiatry.incentives for i mproved
High penalties relative to | ow rewampdonaudicwmaitdea i r
skewas illustrated byyethenultSeatktalgoahbeowkmp b e c o nip akneil eys

to trigger penalties even if improving performance |
t o acapemtarlattylhem t o st rainverl¢ias tmecett arget. This creat
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and takes away funding whtilkaedu stoawrhar38bTet esbpueenlt e a rnl yw afye

principles of regulatory best practice.

(502) Taken in the round, the ODI pacdckwageofmprarAmgltioamtiher

even though Anglian is one of theés bneestth opdeorlfoogrymeorfs i(g
cost ofbegaailddaiys one of the best performers). Mor e
customer s, compromi ses tskea vgueal iotfyf eadfi nfnglainan fail s
financed to ensure the proper perfoomi maisce eaft leirtem cfeu
chall eseeged.0or example the case study on water supply
4.2 The esohsatri ng mechanism is skewed against Angl i an,
(503) | nc e rtaisveed regul ati on shared toveripemdé oirtmanaerd oc o amng
respectivel vy, bet ween regul ated businesses afXd t hei
this was achieved by adjusting prices only periodic
gai nsoasasds | Like other regulated sectors, the wat et
mordei rectl vy, through a sharing percentage that aff e
|l arger proportion of coGtmpwatryiedatsiesn sb oftahl liinmcge nupg ovre st

(504) Of wat has deci-dlrear itrog sredt ecsosdaccording sobubéenesasi ol

totex tso vOfewmatof ef f i ctioetnetx)fteastei ol ( u sFei rgautr bed W3Ry c h

companwiew of totex is the dwern aageastsmtfpelXdatnesn &5 etph e ntbeew

submitted in Augusitew0dfd. taddff edt i sSThae dotted | ines
rates schedule was different at DD

Figure 32 Ofwat's cost-sharing rates

- Qutperformance cost sharing rates - Underperformance cost sharing rates

70%
65%

60%

Cost sharing rate
L5,
<
=

40%

35%

30%
80 85 90 95 100 105 110 115 120

Ratio of business plan totex to Ofwat totex baseline

Source: Securing Cost Efficiency Technical Appendix, Figure 4, page 131 (SOC243)

st

(505) The wsdatri ng schaeppliecdlsl enotto ¢ omp atnriaecsk ewdh, i cwhh i wehr eh af
50% esohsatr i ng rate for both outperformance and underrg

303 See Chapter G: ODls.
304 PR19 Final methodology, page 139 (SOC314).
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(506) Of wat' s approach is in contr asthatrao ntghe ag esi twieag re
44% tongsed% Irna PR14, the €MAatensidé&OD&d wobhad al
ghand i mply stronger financial i n%entives for

(507)

®Q T T T >
+Q ® O O

s Plan, compared to the FD, Anglian would be

(508) glian hasothwermrsoawd th this framework. The fi

'_"O>

findingpushhei nfgr osnadliwtri ons t hat the Company

-+~ O X O 3 53 T O S

® o o —+ =

fecti v)e, itnhidsoianbgi | ity i s ssubkh.antially eroded

(509)

o

> O
O T W 9 5 S5 v =T

Anglian did, that380Ogulaita n dlehed tin& ttess lempyargte.me n t
the best interest of its customers. Anglian

s ctoeirstilsy sought to propose the Plan that the

nsumers. Anglian is concerned that it would

— 0 0o ~ —

egislation.

r AngliampotsmeasthRD i ng rates for 3¥ftohat areemheavicloyn
wards penaltiedsi@ure. 320 dAtnlye @ raing hwto uil d  B¥@c @if vd hreo
nefits of any woupdr fpary6béan odl ellnlstét costs of any
ainsts Q@fl wWaotlanfcest.herefore, the outturn position

rrect in its assessment. Anglian is notoifmcewns i oi
ose areas whéiat tcanbabtheees tmer bmstepgemnoer amlalnyg et ¢

centivised simplsy RDb iinmpwheanteenvte rOfwaaayt it cawnembuit f n
do soeek nmustksfixes, comply minimally with

penditure for future custometlss rtegupayor Whislyst e mi
mpanies to find theirsoomenthiimmovvahhiavde Bseog huitg@ortsi c

e second concern is that the scheme pelbhasedepl| @om

gage with Ofwat to explain it. It has also moved

the right one. Anglian is now putting that same
at this engagement with Of waay atnad awitt hand ei sCMAn i

i sagreement through the priocsesese aondt eee@GMABAabbyabli

(510) Howe vOfrwatapprtwaesihsatr i ng doeempanabkbbssthat take t hei
CMA. Angl i amakhdlsi dweswrong in principle and request s
matter of policy it wishesetverendodér $dei CMAAtcoacmudi
parts ¢&f FOf weete d -tt wor rbeed ,0 vtelren it woul d sSbdapémgepeaat

i mposed on Anglian because it correctly challenged
4.3 Of wat has failed to protnmegctol Aradpllieamrm i skai nst
511 I'n its FD, Ofwat recognised that Anglian coul d
be beyond management control, relating to EIl sham
met al dehyde programmei sd@ar gopwg i lwialsietsy tthatr eAngl i an
for reasons entirely outside its contr Gucwi it habt

305 Bristol (2015), footnote 100 (SOC275).
306 That is, water and wastewater network plus controls and the water resources controls.
307 Anglian's FD, page 47 (SOC231).

308 A clear example is Ofwat's approach to changes in scope. At previous price reviews, such changes were removed from both the
company's and Ofwat's view of costs as dwo-sided adjustmentsd However, at FD, Ofwat confirmed that scope adjustments would only
be subtracted from Ofwat's view of efficient totex (but not from companies' estimates). This further increased the difference between
Anglian's cost estimates and Ofwat's, thereby pushing Anglian into even more disadvantageous cost-sharing rates. While Ofwat argued
that dhe scope of companies' proposals is part of [its] efficiency assessment of companies' business plans. For companies to remain
incentivised to submit efficient scope of work, it is appropriate that it should affect their cost sharing rates6(Securing Cost Efficiency
Technical Appendix, page 137 (SOC243)), Ofwat's approach effectively penalised ambitious plans.
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wrong as a matter of regulCamparnyy pronecnmpéeessamdex pwrs

purely downside risk.

(512) Anglian acceppredp®salatf or the Elsham scheme to be
processcAlPiiel leéxopmendi ture for this project iwdans,

requested all owahebkbownslewseovlkeuti oh proves better valu
proposat i f there is no appetite in the maraket tto
construct and paystblf hwehvwe smcchecmoest al faoswaenxcpel ation eddo bs
-any mechanism for futuremieékobtviowdrdy.bel nt refaét eesdp arsil faen 7
it were simply ineffshareinncgy,r wine svhwatl d razl odcuawsdi®An2g% i a

(513) Similarly, Anglian mnigrifdeoshmtiot g ePloa ree akt6nda it kheaddl e dle ewi t
met al dehydeaspeasties @eYy eomnammdeunchianngtodane ¢ h'eund e aflr om

Spring 2020.atHowewadbsetjboprrer t urned on judici al revi
expenditure is necessariynxcteahedGo hatrnemé miordueesed & hteo b
in the event that this is delayed or the dedihsi on
again, no allowance or possibility of recovery.

514) I'n brief, Of wat proposes that the mechanism for
should be by means of anl dbpKeHbwmedes pecioglat @ oastpodi K
an | do&Kvaslable unless the value of the claim for
turnover. Bassedc wrnr eMntg I ti tarnnover, there is no reald@
mechani sm to recover téam rceaasttnmse notf aenhde hherraontshfeechr& Issmbt a l
programme. Therefore, if these risks mat etrhBatlgilsiea,n Of
is able to finance the proper performance of its

(515) The obvious way to deal with both of these issues
This would be straightforward, as, in each case,

whet her the expenditure should take place.

5 Of wat dbes not all ow Anglian to recover its

(516) The gaps iex pelnldowsidlet i ng 'sf ruonm e@fl wastt i ¢ approach

both of the existing cost base and futur e .aodfdeitthieorns

t h@Df ramewoc &sthta hreantg oswed t owar dsOfpwsuanlwti il ¢ § ngmae s s
uncontroll able réchisi men taohpeenredstudlutrediisng gap t hat
expect to beElhdeéwhre oktcd wesment AmgCasae has set out
t el goai-fcikx sodfubwens qual Pltayn,t hiamcrietasse ri sk and
cust offer s

(517) Howeverewi €éh such a programme, Angl ianurdmesqgualt tex p!

assessmanwholfWs@Gbé 1. (Wh¥%ch itseldf i s tooOhowrr arst
esti matAemgl i an exmeotveetdtmidlw&es AMREQA Ipiean abel mw

the total retur D waegei iTiadtse 0 s mwvet | below the | evel
investors and Anglian expects to pay out no divide
these projections) very substantiallsy trrse dewiitnty alols:
negative consequéfdmhmdies dioleat nent aielpterseants las th @ilasamlad |

of ri sk and return.

309 Anglian's FD, page 47 (SOC231).
310 See Chapters E.1: Botex, Chapter E.3: Enhancement and Chapter E.5: Misallocation of opex and capex.
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6 Of wat WACC does not properly reflect the cost
(518) As set outChianp tdéeeti agihlt eidn Av eorfa gCa,pd @fawwat has erred

the WACC. Anglian does not here reprise the evidenc
a materi al part of the WACC reduction is the result
(519) Of wagapproach to financing is skewed towards identif

which the most obviously wunjustified are:

0] Of wat has chosen to base its assessment of the
on a spot measury dmowhiactlsitnlgil® mMeasure was al

(ii) The cost of debt calculations assume that compa
available to a company with th's tppserr essmud seefde B a &
compani ess shieginnegd a ower credit ratings. At a |

Of watapproach is not even internally consistent.

(i) Of wa't has refused to consider the historical

after having alfl adaveed et hsea nteo sftisnan citahl e ilnassttr utnhernete

revi ews. Di sregarding these actual costs now,
them, is pure regulatory opportuni sm.

(520) Having i mpbswhHi ah i s i ns wfcfeiadbiidntt yf oorf tetwvee nf itrhae not |

has advanced rmivlelhiuem ©6fit AB® price controls, achiev
rate above the natur al l evel . However, this financ
presertvheir Baal credit ratings, as the rating agenc

such adjustments (which merely shift revenue bet wee

521) I n shord ,WAOOGCGadnd approach to financing more dgener al

notional company expecting to perform within the

effect of the FD has increased risk for the sector

recogni sNeidmeathé s. c omp and aedsy hbtaeveen adawngraded by at

agenclilers.addNiotr it &vm artieeemaom review for psessible down

7 Overall's 6GfDwadats wunbal anced: -t emmh ggii scien gr edhuartti ¢

expense of firmeasndadaemiclei tand qual ity

(522) The settl ement i'smpFDed sbyroOf weetr el vy ri sky for

underperformance by failing to fund cos'sscohtat olwi

hard to see any regulahicly Amghicapl|l ehawmldd not be

cost s:

0] The interest payments on its embedded debt, an
al most 20 years ago: interest payments tha¢ have
review up until this one.

(ii) The additional costs of growth which will's not

Devel oper Services Revenuwep Ardg aifsda miemmrh WHDISRMA) i ¢ r-
scope and fails to proaindet atdleg ufadlel i asutl at o fonhis

311 Including Welsh Water, Severn Trent, Bristol Water, Wessex Water, SES Water, Anglian Water, United Utilities, Affinity Water and
Thames Water.
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(523)

(524)

(525)

(526)

(527)

(528)

(iii)

(iv)

V)

(vi)

Th
to
fl

mu
it

An
Mo
we
op
Co
ch

Th
cl

du
ch
it

de
no

Ho
h o
Ar
ri
Ar
bu

Ar
sc
as
fr

An
r e

The costpr oofi csiendg EIl sham, should Direct Procurem
coetff fective: tmhélféomnibrug IAlIin2g t he s cihrearfef iwdildnthb e
spendfor whiiacrh Al d rencbVveonjust A39

The costs of measures to deal with metal dehyde,
del ayed or abandonf®mn |dofounnfimmdad expenditur e,
would recPpmmeid ljoat A

The. A6 7 loiforopex that has been incorrectly char:
Anglian being able to recover | ess revenue throu
The introduction of the gearing outperformance s
Anglfioarn its current capital struct umé loivietm WAMP7 .c

e FD under fsunedxsp eAndgiltiuarne p rmoigrla nbrmer gbeyl yA 7bdedc ause it
account'sfeff Aoigé nt nqmuaoiud iypout sof thriegaht i ng t hi s nec
owing from an incr edsmed fdadipe pgfo paeatliyvictaireasy aosut i
st meet statutory obligations arising from the WII
s customers want and aseFprdpasedotofpagntert hOfw
gl'si afnuncti ons.
reover, the FD seeks to impose® @apiuthglussi fuedume
akens finanaeadlmoampayy ofandemi sall ocates all owed f
erating expenditure that creates an artificial an:
mpany to make a series of choi ceasatthleat twadau abrdiottean
oi ces.
e need tbAekgbsuafeuncti ons can be financed not only
osed but also requires reconsidering the overal/l
ti essitdbercoms wel | , especially that of promoting r
apter, Angl i &n FlDeliise wend a®famate d: underfunding all
to risks heavily skewed toWwawths ch detgearsnmi dfei xaehsd ra
ferred expenditure, which Anglian believes is not
t what Government policy requires, and not what t
w that balancekshsubdmbetsestrof judgment but there
w far Of wat has gone. FoR el soiwiinegn cpeu bA migclt aht @ noRw aonfkl e@if

up -topeabe a framework for under st andriancgk haomd inma npar!
sks over the shortetmrimrenatdongsddlees o nligderkgr!iys k($b.ut
up developed this 'sframkewortr kerf oceo Apanhitdasi r nor mal

S i

ness, not fioew.this periodic rev

up used this framewomkt tpi apsensmAnghiag risks,

ored theé Qompeaemyt performance as 4 or 5 (where 5 i
sessedsAAyYPiramnd beyond @rer3 ormaaktk 38 4dreas. An(
amewor k extensively in its risk planning.

glian asked Arup to apply this same fr amewdrk Tthe .

sults aime g mbeevirBo3w
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Figure 33 Maturity assessment results
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. Response Actioned

@ ‘Leading

IMPLICATION OF FD IMPACT

FIMAMCIAL
MONITORING

LOMG-TERM
FINANCIAL
VIABILITY

FINANCIAL

LOMG-TERM PLANNING

COLLABORATIVE <l
ORGANISATIONAL STRATEGIC

'COMPREHENSIVE
HEALTH, SAFETY

AND.
WELL-BEING

ACTIVE ROLE
INTHE

COMMUNITY

ENGAGED
STAKEHOLDERS

INCLUSIVE
CUSTOMER

DIRECTION

600D
GOVERMANCE
AMD
ASSURANCE
PROCESSES
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COMPREMEMSIVE
HORIZ!

SCANNING

ENGAGEMENT

AMD
CO-CREATION

INCLUSIVE
AND SKILLED
WORKFORCE

ROBUST AND
FLEXIBLE
SUPPLY CHAIN
MANAGEMENT

CONTINUITY OF
SERVICETO
CUSTOMERS

ROBUST,
LONG-TERM
WATER
RESOURCE
MAMAGEMENT
PLANNING

OPERATIONAL

INNOVATION,

MITIGATION

PLANNING

REFLECTIVE == REFLECTIVE
RISK-BASED

APPROACH TO

ASSET HEALTH

Source: Arup based on interviews and supporting information provided by Anglian

(529) Particularly at
FD pushes
expression,
The Company

customedst he

wher eo peaca@artd v nale emalw at 2 ©®©hdaB8 for
Angl i acompawoy tHlean'ge i liinedneted,i nt d has'ss o Oh W«
ntoow chreeaxvpi bl syé d ivshoih ciatkh®t pr o p eraol uys tnoinme rnsi.s
provides examples throughout this Stat
enovfi rQfmwmaenrbtal anced approach.
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8 Request to the CMA

(530) Anglian believes hhabofaafFhiof asbesemédence put for
business, -ifrdous tcrryossst udi es amxdehsomeAcgglsit@amer engag
to a very different FD from that put foewat dabe Of v
cost allowances, performance targets and penalty/re
regul atory principles, to meet the needs of its cus
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1 Overvi

Chaptaér Bot ex

e w

FI aws

(b)

(©)

(d)

()

s Q@Qfswats s ment of whol esal e Bot ex

() Of watFi nal Determination delivers a A265 mi
Angl'si aml an. The Pl an proposed a modest (1.t9g

AMP 6 , driven by the cost of new service ol

partially offset by ef'$iitnibdhey mi impe b@omea t K

A199 million (6%) decrBascex agpéemdd p iAtna MR @

service obligations and higher capital mai r

(ii) The Botex shortfall arises from:

€) Of wat failure to account for |l egiti mat e
model s

1 Of wat model s failr tdhhea@acygpntcaf ochar g

Anglian serves (e. g. the topograph)

water/required complexity of treat me

1 Of wat model s f ai l t o alcecaoduinntg fogouraltihe
Angl i an (pirmoli Wkisng, but not | imited
1 By failing to recognise these impor

i mpact of omitti nigndfhfeiseiaamay abl es a

1 I n Eihreal Det,er@fiweatti omncedes that i By
but its attempted remedies (i) all oy
flatness and | eakage and (ii) fail t

vi rt naol layc count being taken of the | egit

AMPEhese i,bhultucde e normew ismrtwidcd oobl i gat i
mai ntenance Bemddel Of wgtonly attempts t (

for companies in a business as usual S |
legiti mate increases in spend.

afailure-ctheckenshe results of i t s-c hmeocdke |
results wip hewiod e maene o f's eaccthu aclo ncpaamiyt a l
in the next AMP. This under mimpasi ebe haw
i mprove asset and investment planning.
evidence base. |t neither triangul at¥mso]
in the case of wastewater, bedgaeteer o del
nadequaeat ment of gr owt h, by adding gr ¢

consi cEGehandc emetnot Botex to form Botex PI U
refl ect the edreilvaetresd o sgpdoenNtsh&Ee )2.: Gr owt H

An sumpported choice of €Ffifniadi eDnectye ri@d maealtt
its benchmark to the third or fourth co
Ini tAs akbssmeéhbamelr d&bett er mi.nalthiiosn deci si on
téh confidence intervals around the cost

812 Ofwat's core suite of models are very similar to each other and, as such, do not really provide an alternative view.

Chapter E.1: Botex

125



(@)

(@)

(b)

(©)
(d)

most efficiheanvibecbya Df washown | ower | evel
t hmodel ling periodppesn quaahtiolf avhdéihfmi gihe
identifying | ower Chapteirl|l E: dEbBVveskgr¢se
() The models contain sever al materi al S t- |
esti maft i Amsgldfafni ci ent cost | evel
| mpact on Anglian, its customers and the er

(iii) The Botex allFowanc deitrestmiemauf dDbhci ent for Af
functions. The all owance is | €8s mhadat ke gf(
customer s: to keep up with the deteriorat.i
acquired in AMP6 and cbeadadnhnong per dedl mamce.s
exacerbated by t he nfcaocrtr etchtalty Gflwaotc antaesd ov e
(as explain€daphede&abl ocati on of) .opex and

(iv) This has the perverse and unintended conse
sol utions with .calpheixs ametaenrsn arteidvuecsi ng ongoi n
extend asset |ife) with earlier asset repla
ot herwise be the case.

(v) The consequences are increased riskRadheofenwve
during AMP7 and a | ack of i mprovement in re
customers wil|l b eu ph i gfh ema iamrst et nhaen cheu i adc k| og
wi || need to be paid for by them.

(vi) The Bbueding gap is therefosedubcempadtoi kelng
financoe otpleer f or mance of its functiimtnesr,e sptrsor

l oigegrm resi lFiiennade .DeTfthéeaimil sattioonc hal b é aigrev eAsnt
operate to meet the needs of current and fu
money over t®as|l ©diguaternm requiredi hofdot ui
precisely the reverse.

Request to the CMA

(vii) Angl i an trreatuetshes CMA all ows A265 million ad
bet ween sAnRllamnand Of wat Fi nal Determinati o
CMA:

deci sions made by other regulators and

adjust s @Bfowaetx models to reflect faopoags
which driveBAhgki @amsts (or overlay cosi
factors);

adjusts @fowaetx models to reflect driver s
service obligations and higher capital

triuvalnagt es the rss BlotexofPl Obwantodel s (af't
evidence including historical trends an

provides sufficient funding for the acu

revi ews the benchmaskstt iOfgupt dtastedr §,0r c
uncertainties and | imitations of it s, 0]

313 Defra's SPS, page 3 (SOC257).
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(e) remedies the statisti'scarhodelog.t comi ngs o

2 Overview of the Botex short'$s aPlamn the FD vers

(531) Angl i an a sBsoetsesxe dn eietdss miol lbieoDktasf 37 Det edrDnRierparteiscenn t(at i c
Of wat al |0o9mieldli iAGfithsal Det rDmi naprir esent 2 &M@ lal igaarp %, A
against'sAngEdan an explanation od ds$mend nicmeAMR7 iinn r e
to AMPE&€hap8Befngl's aRl an and how it was built

532) Figure 34 |luesltavat es ofheAnsgolipdhi7 i e® pendviittihr ¢ hre@gd®Vvi oU
and t he s¢€ahddain tOdewh D

Figure 34 Ofwat's Botex allowance vs Anglian's AMP6 Botex spend and AMP7 Botex needs

Water Water Recycling

. . X -
£29m
+ 4 £133m
£36m
£132m
4 o ¥ 74
1.4 ||
v
- 1,800

1
Source: Anglian analysis using Ofwat data and growth estimates
(533) To derive the Botex estimate in the above, Angli an
that is intended to represent itspiGowiwd édd ahy o wate
derivation of ¢g¥FPowt ht lnild opmarncese, Angl i an used the
mi | lAilldn.numberEeharc ban@ax . Hi storical numbers have be
(534) Of wdtas all owed | e'ss AMRGAGN BAng& i egentdilloh@niol fl (6%)n
notwithstanding the si gntihfaitc atnhte s@eeroyvp acneg dinspor onvaeknee natn
to maintain a growing asset base to remain resilien
(535) Later in t htite cihmpd etr ofrs eamyi ¢ e darcd i ninsk at price coa
3 Of wat approach to determining Botex all owances

3.1 Overview of approach
311 Scope of Botex Pl us

(536) Of watconcept of Botex Plus is new DOeotre rPnkilnOa tainodn swasst a
Price Review. It covers Botex costs (base opex plus

314 Ofwat's email to Anglian on growth allowances (SOC355). See Chapter E.2: Growth for full details.
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popul ation growth (which have historically been

includes costssdngvéowbpradduoes, reducing floodi

and ssewdmble 8|l bsteswthe componemths clof Ofw®® n diotvierd

Enhaement to fBot eWatPd usand Water Recycling.

Table 8 Components of expenditure which Ofwat moved from Enhancement to Botex Plus

Wat er Wat er Recycling

New devel opment s New devel opment and

New connections Growth at Water Recy

Addredoiwngressur e Reduce flooding risk
Transferred sewers a

Source: Anglian's FD (SOC231)

(6537) Of wat assesseBolegl|l Phans requirements f#om the f ol

0] An assessment of model $eidt eost sedenometdr fc omodel

(ii) An assessment of unmodelled and other costs;
(i) Al l owances for cost adjustments.

312 Cost model s

538) The bul ksohs®kwament was derived from the econometr

0] Whol esal e water model s
(539) For Water, Of wat tuwsoe df ofri weatmadeResssources Plus (wate
distribution plus water treatment), one for Treated
whol e of water service. The results from eacderoifvedh

an overall vi 8% of base costs.

(540) Of wat supplemented these models at FD with five
of new connections; ( BY()i iav)e rpaege epnu napgien o fh eread ;n s

l eakagerpmamce (two models, taking insodastauncte fesm

2@5 and2@01lBbeakage targets).

(541) Of wa't included only si x wehxoplleasnaalteo r waatveart-FDmdd(als)s icro ni
properties; (ii) tphoputalmeneradfeneiated @iti water-treat
63°(iv) weighted average treatment complexity; (V)
pumping stations / | ength of main.

(i) Wat Recycl ing (wastewater) model s

315 Ofwat changed its approach to Botex between IAP and DD by (i) adding drivers related to population growth, addressing low pressure
and reducing flooding risk from enhancement to Botex and (ii) moving enhancement opex out of Botex and into Enhancement. These
changes added £1.5 billion to water Botex and £2.6 billion to Water Recycling Botex. Ofwat's approach is set out in PR19 final
determinations. Securing Cost Efficiency Technical Appendix (SOC243). At FD, Ofwat moved expenditure on transferred pumping
stations and sewers from Enhancement to Botex Plus. See Ofwat FD WWW Model (SOC356) in which Ofwat confirms pumping stations
and sewers.

816 Ofwat's approach is set out in PR19 final determinations. Securing Cost Efficiency Technical Appendix (December 2019) (SOC243).
317 Securing Cost Efficiency Technical Appendix, pages 161 to 166 (SOC243).
318 This replaced Ofwat's approach earlier in the process of considering number of booster pumping stations.

319 Ofwat defined seven levels of treatment complexity ranging from simple disinfection (SD) to the most complex at level 6 (this covers
works with one or more very high cost process such as desalination). Levels 3-6 are thus the four most complex levels of treatment
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(542) For Water ,Rfewgytcl umgd eight model s: two fost Mastt ewa

Treat ment , t wo for Bi Bi esesoce Be an&®d awwroc efsorpl us W
Treatment). The results from each of these model s
overall view of base costs.

(543) Of wat i ncl udedr itvheer § oild oitisngwast ewater cost model s:
density; (iii) pumping capacity/length; (iv) proper:H
(WRCS ; (vi) load treat-2d (wni WRIC|I icra dV¢éR @ e@snitdsse 1lband 6 ;
NH,consent <3mg/ | ; (ix) sludge produced; and (x) WR
model s were combined with equal weights to derive a

(544) The modell ed cosst BF meddl| $s nw®Of wat hose base costs refg

eight years from 2011/12 to 2018/ 19. Values for the
reported by companies over the same period.

(545) To convert the model c ocse foffi cfi letnurse i ma e acsesets sMmequi r
future values for the independent variabl es. To der
estimates based on hist-opmpahytsendsesdéaeagfr ONSnbdo
andompa'miwens f or ecast s.

313 Catwulp efficiency adjustment

(546) Of wat appluepdedfcatehcy challenge to the costs fore
all owne§feaxpgemdi miné alAtAssessment(l ARnBubBDniets ss &1 anls
basis of the upped dmppiaenst,i lhed We@@RwWmoved to usmel adbedf ol
company in wholesale water and the third placed com

314 Unmodell ed cost s

(547) Not balstéeost s adedOfnvisiBot ex mbdebhsse they are deemed |
highly es@pmgdrfy ¢ factors. They include abstraction |
and busin¥dasgtabasdoes net appnibasth Obwawmxmoeaet | fdr ct
frontier shift adjustment which Of waChapRé&Fednt bet he
shi.ft

315 Cost adjustment <cl ai ms

(548) Of wa't made all owance for companies to submit <cl ai ms
costs they incur due to aspeabs obft ket endopakf Iniaan
made <cl ai msr ateibactRieggneak age, sludge trameapgaratr,t ca
met erciomdg s (whd choddlwatf ai wadchoOtwat ur B¢ ctFdd Of whl
made an uplift of ASOBQ@ten |Pliwsn all dwgndan for | ea
all owances from alternative specifications to its e

fundi nogf glalpl 2 32( sté d | S evabteiloanw@h.alpt er H:) .Leakage

320 Ofwat's approach to assessing unmodelled costs is set out in Securing Cost Efficiency Technical Appendix, pages 40-47 (SOC243).

321 Anglian's cost adjustment claims are provided in DD Leakage CAC (SOC173); DD Smart Metering CAC (SOC174); DD Sludge Transport
(SOC175); and Capital Maintenance CAC (SOC213). See also Ofwat Anglian FD CAC Feeder Model (SOC357).

322 Ofwat's approach and reasoning changed during the process. At IAP, Ofwat allowed £55 million in partial acceptance of the claim.
Anglian noted in its response that the Ofwat calculation included an arithmetic error. When corrected, the £55 million rose to £126 million.
See IAP Response, page 34 (SOC104). At DD, Ofwat said it had revised its approach to funding leakage reduction allowances since
IAP and a cost adjustment claim was no longer required. It also considered that the Company's frontier performance was recognised
through the allowance made for leakage enhancement expenditure in the supply demand balance feeder model and in the determination
of the stretching performance commitment level beyond which the Company can receive outperformance payments. See Anglian's DD,
page 25 (SOC358).
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(549)

Anglian also provided further e@idwanceareiladi ogt t ®0 ¥
model l ing for growth and a6mial Iriecsnu | ft oDA ngifldiesapi.erZzetc el v
Gr owft h\r doeft atiHes funding .gap which remains

316 Adj ust meRdaalr f &ef e RtPE)s(nd future productivity

(550) Of wa't recogni sed RPEs with respect to | abour cost ¢
productiW%¥ilyl%hp&at Bor unmodell ed Botex costs, this
had already applied to its costs, resul tCthragp tiem & . dlo
Fr onshiefrt
317 Comparison between Aanpgplricaanc hand Of wat

(551) Tablkkel9%ow compaseappAnglhicant o @wbesbihg 86MmmpteseB. Br
Angl isam®l an and howanid Odawnsaplpulocilagchhl,i ghti ng the key di
t heof wat depended solely on a suite of econometric
used modelling as one component of -cahdak layg airn-satn giutl s
up asse®s ment
Table 9 Anglian's approach to Botex assessment compared to Ofwat's approach

Basis of Further al|[CrosfhecklAdjust ment

assessment economi c ¢
Angl i {A botutpom Nonieal I incThe outp|Real Price
Wat er lassessment |in the-upotisuite of|lcontinuing

on An'glian|lassessment | economet| pgroducti vi

knowl edge model s

costs of r Hi st oot e

business. l evel s

fo_r opex a I ndustry

mai ntenanc

costs

Of wat [The outgputiUnmodell ed|Hi st -Bot e|Real Price

suite of efcost adjus{levels Continuing
model s. As producti vi
Botex (at
Botex Pl us
and FD), n

separately
and capita
mai nt enanc

4

(552)

Source: Anglian

FI awin '©fwpproach

There are a number of stihgeniafpipcraonatc hs htohrattc oOrfi Bhegtse ki ono k
Pl wmd | owances

0] The models on which it relied are poorly define
charactofrifsasgilc®gi on, the cost of meetinlgeadisngro
service pegrSfecrtmamcpl. 1 bel ow)

323 Ofwat's email to Anglian on alternate model specifications (SOC360).
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(553)

(ii) The model s fail adequately to account for | egi |
service obligations andée mhieghladh@pa @irArell.l 3neaf Inare n a
and how it) was buil't

(i) There is a f-ahbokembdebkensg mues welvtidewicteh olso tt them
actual expen(dSetcutrieonnede.d2s bel ow) .

(iv) There is a |l ack of proper triangulation with alt
or different es{Smation #ded8hbegow};

(V) After adding growth costs (whi Ehh®hwgemeivb Bol iext
for m»BoRl uss nddwalts hadwe udlfliacwedht fsu mdciuntge fpoorp uA na
growtnh t he nextcdAMBN owChapt.2r Br)owt h

(vi) Of wacthoi ce of bendmhmprfkSepdi dndel ow
(vii) The model s have sa inuanmb esrh (o@fe cebting tmipes| o w

As shoTwnbliennBD gurbes 1305w, 's Omwdél s result in a wide disp
versus cobanpmnaesessment of Botex nelemdsorndiert hteo r s thaw

rather than BetseXoPl ashef Ofwat assessment, Anglian
Of wat on 24 January 2020 to evaluate, then exclude,
Bot ex.

Table 10  Botex FD vs Plan for all companies

ANH 1,57(1,44,-8.091,99|11,87|6.2% |3,57(3,32|-7.0%
NES 1,36|1,37[{0.6%733 753 2. 7% 2,102, 13|1. 3%
uu 2,10(2,17|3.0%2,13[1,93|-9.4% |(4,24|4,10|-3. 2%
SRN 713 703 -:1.491,41(1,42|]1. 0% 2,122, 13|0. 2%
SVH 2,36(2,40|1.8%2,15(2,32|7. 8% 4,524, 73|4. 7%
SWB 652 718 10. 1692 648 6.3% [(1,34|1,36(1.6%
TMS 3,78[3,41|-9.993,54(3,41|-3.6% |7,33|6,83|-6. 9%
WS H 1,01|1,06(4.0%1, 1171, 009.5% |2, 13|2,06|-3.0%
WS X 505 519 2. 6%836 835 0.1% (1, 34|1,35(0. 9%
YKY 1,53|1,46|4.591,66|1,44|-13.2%[3,20|2,91[-9.1%
AFW 926 1,01|9. 3% 926 1,01|9. 3%
BRL 380 350 -7. 89 380 350 7. 8%
PRT 135 153 13.6 135 153 13. 6%
SES 186 169 9. 39 186 169 9. 3%
SEW 660 649 -1. 69 660 649 1. 6%
SSC 396 416 5. 0% 396 416 5. 0%
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Total |18,3[18,0|-1.5916, 2|15, 6|-3.8% [34,6(33,7|-2.6%

(554)

(555)

Source: Anglian analysis of Ofwat data
Note: Table 10 and Figure 35 exclude the operating lease adjustments from the FD elements

Figure 35 Botex gap between Anglian's DD Response and Ofwat's FD

5.0% ‘ |
0 Nyes .I I I I | I

U I ‘ |I = | I ‘ II

ANH NES UU SRN SWVH SWB TM3 W3H W3X YKY AFPW BRL PRT SES SEW S5C Tota

B % Water gap m % Water Recycling gap % Wholesalegap

Source: Anglian analysis of Ofwat data

Several companies received considerably higher Bot e

range -9f% oBdt ex needs for SES Water (SES) and Yor kshi

Botex needs for Portsmouth Water (PRT). This output

Of watmodel s.

At FD, Of wat made sever al xdjnUd d§ tdeenrctes ,i ni mphley iorug pau tl

failing to fully address the shortcomings):

0] Of wat introduced alternative modedumpiercdg flmaad 6§ on
rehabilitation activity andheuunhleésaei brso doetl wst bweenrnee
made public unti.l 12 February 2020, some two m

company to benefit, mbl|Haamnfamofunwhiocfh AS50 due to
models includingedteedatksmgleeaktagmseBo gllyglaXp. 4 ¢nSelel i on
Section 4.Chapoer aBd1: Bot ex

(ii) Of wat made adjustments to reflect different rat ¢
in adjustments for all 4dminiplfacaneAs( & BmadSmacd .ivip Ibiefl to
an@hapt2r Br)owth

(iii) Of wat moved the efficiencdy ulfdvidde emBi( it eomMREQyYT O i
hi ghresstked company which reduced the number o f
excess of % heir plans.

324 Anglian's FD, page 33 (SOC231).
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(iv) Of watcapped Postalmooawance (of
of Bot ex needs) at 10% above

Met hodoc®Pogy) .

(556) I n Angl viaew, the fsacmodtehadt n@f wastsesses
all owances than their own asseosméhnt 1 g
fact t hat Of weets mhde model |l edcastisp ftug t atelr eF Bwrudea r | oyn

robustness of the model s.

(557) Each ofngéei ifisabDdpvmntoach is addressed

4.1 Poorly defined model s f asi |Ic htaor aacctceoruinstt ifcaosr

(558) Of watmodel ling approachl Was chet20d Bt riemp o CEIPHIns croespto rnt
prescr iabmeedvoa kf rf'sorc ocOsftwamodel s as
0] Maxi musni ofexpl anatory wvari abl
(ii) Avoi dance of multicollinearity (high correl
driver per model ;
(i) Si mple model f ortre r wnigt h(r ensop bchrecees&M&KR 015 cr i t-i
complication).
559) This modelling framework is excesSivadlyy i siatp Icihsatriacc
Anglian is different to other companies

etc) thede characteristics are

appropriatel y 'sf oerfefciacsite nAtn gd d satn

better.

560) I'n terms of the demographistiansgd ehivhAeghomamm@tiewkgthiang
involves no considerations orfeehdow ot opwmp awdtyer( Aargo u
relatively flat region), water

watekeemand management influence

561 I n hi s7frerpoAngl i &n momd eOfl wantg f r amewor k,
model s use no more than a single

compl exity, and a control for booster pumping
resource and treatment costs attributable to

water scarcity, and ssplasntaretfifalrt warioatrieadmu cien wad er
|l eakage control and water meter.i only a few e

to both'st mod@&MA in the Bristol
do not appear to have controll

(562) Whi |l e Of watalitnetrrnmoadtuicveed modéeél t bpe EDf whathoinscl uded
variabl es: |l eakage (two model h,abavetage opumpitmngygi bhe
newonnectbese did not adequately

bot h of the tests which Of wat

all owed anAmaldiltiioonnalhal f of whi
this stildl l eated1a2fsdinmapilhygifgoap MmgInit @am n

Ssnowxcassesf mie
splawme di wall

siomien gc olma ra g ¢

is aotc¢l

further i

(i snertweirares,
mpgpelop.ri Aheloy dean
reqguirement the

qguality/required
of water

PO fowsetsvsad re rD a
e vari atbl e,

d et e r'sminmdadiei
suf® i ciently

address the
i nalndd iwnags
be. aHowebat g
i t-lseadiirmgnt

325 portsmouth PR19 FD, page 26 (SOC361).

326 Ofwat PR19 Econometric Cost Modelling Consultation (SOC362).

327 Saal & Nieswand Assessment of Ofwat Cost Modelling (March 2019) (SOC125).

328 Saal & Nieswand Assessment of Ofwat Cost Modelling (March 2019), page 34 (SOC125).
329 The outcome was then average across the models.
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| olwe v el of(il. eakagea hout t aki nogf irnetdou ca cncgo ul neta ktahgee cf ousr tt
illustrat@elaptuert hd&er vidwmec onape@hapter H:. Leakage

(563) Focusing just on Water, Anglian considers that the f
of consideration:

0] The use of Aver ag@¢rPBiumnsptienagd Hefadpumpi ng per kil on
topogralthyhas a |l ong pedigree in tRIBy regrtrrda satt

pumping stations per length is firstnusede atbsBR
of detail ed definitions, companies have i nterop
di fferently. Moreover, it is unclear why the num
model s whereas thealpowei mpaphdsthlpyw | defbie used f
Wast ewat erMomeedevlessr., APH is a better measWARCof t
serving a flat, ruraRAngtsiDarsthdrbuax aompll en,p uht alcfo nmoefs
I'n the case of isfolwhiedh rAira@lli aamr elaass (man ys)i,t et he
high |ift pumps raise the treated water into the
Anglian has the | argest number of all water com
are exdclfurdkom the Pumping Station measure but are
pumps) in theA®PHmputati on of

(ii) The measures of treatment complexity need to be
@ No justification is pr ovwediegdht fear atvlereea vefi gnke:

compl'exairti mb |l es eOFf wa't

(b) The secondimbasar ef water treatedialovad sloev

problematic. As there is very I|little surface
bet ween all high treattmemt gvaderd awmat drow A rhx
mi ght be to |l ook at the share of low (1l evel
treatment (Il evel 5 and above).
(i) Further scale drivers in addition to Properties.
iLeakage) has merit in that it bot hwian@mdp drhat e
|l evel of |l eakage.

(564) Of watcore suite of model s also take no account of

provide and the impact of this on their costs. On | e
that the marginal cost ot tedweci hgviec¢akade IFdagbuaecas e
3bel ow.

330 For example, APH was used in Ofwat power cost models in PR09 and reviews before that. See, for example, Ofwat Water and Sewerage
Services Relative Efficiency Report Annex 1, page 7 (SOC363).
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(565)

(566)

(567)

(568)

(569)

Figure 36 Marginal cost of leakage reduction
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Source: ICS Report on Ofwat's Overall Stretch Appendix, Figure 36, page 10 (SOC280)

Some t &l
Of wa't
Ho we vt ehre,

di

ternat.

d accept

out come f

that | eakage i
rom the model s

S

50 60

v eO fmwoidtet] rso dtohcaétd s cFDde | eakage as a c
an i mportant. cost

was averaged with n

t he modeelask awgiet lpriedi cd f9aA hmi,dg Hteéhr@ nciospa st cams it Amwaglnican wa
only 25% of this.

The same @pphicéepl 0 ot her areas where higher <costs
qualChtay.t er de:r vidicec oner@itns this in detail

Looking more broadly at the models which Of wat pro
draws attention to some of the issues caused by the
David Saal

Firstgnboyi ogstaniyntheertawete o ndsi f f erent pdbuiddiofigttheg etal
the results of di fferent parts of the value thain
di saggregated madeagleal ¢5é& ateoft aextaingpriteh e afdrdamt i er fo
Collection to the frontier fofr Srwiagre HOeyandbkeat | evw
achieved. This is because upstream factors'si wahteenc
recycling centtadk,s drrievean sitm itbwrn by demographics and
|l ocation of its sludge treatment facilities.
Professor Rxaldeméotced:i terature on cost modelling of
systems are compltexi ndwlisttirplees, o wthppu e compl ex i nter a
operating characteristics, cost interactions and ¢
Mor eover, complex cost interactions bet weeint mien wamdk
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(570)

4.2

(571)

(572)

(573)

(574)

(575)

(576)

bet ween companies, thereby requiring careful consid

capturing these complex engineering, '&perational, a
Secondl vy, a(fpieided | i ngl pckntempdyy patr tiaerE| aedl ameonsi .
I n some cases, there are indications that Of wat vi
them without explaining or indicating the chamlkge in
acecptance of high |l evels of multicollinearity in it

principles: the five Wat3ramgidred sf hame2 V2 Ft et 280 st
models put forward at FD]l,B6%#6.VIF ranges from 215 t

Of wat f ail ecdhetcck smeordsed | i ng respul ¢éwi dvéern e boft'd ome C
actual expenditure needs

Anglsi aBhot ewa®l boi |l separ dreunpoadgsoenssments of its futu
maintenanceThassliessssment s took iTntex mpectoatnitomMsngdfi aho
would differ from the past, including its knowl edg:
performance. The process An@ha patne:rf d8nidd whlalhaaing d e wc ri it
was buil't

Angl i am herccksesd its Plan against independent benchmar
its own econometric cost model sc.helctk utsoe dc ointfsi rcno stth en
its plan andnamgt sasurtckee ofrii t .

Anglsi aanqpproach was informed by a paper wrd¥fTthe npadperDr
observel OtWwat approach [ vfi desiecgpnemet or c approache
standardise PR19 fundi hgsablowahcéependenhidt abe@mpan
the peri2®0d8201boks to us to crpeaatva sa osni gmoirf iccagon tt arli
an individual company basi s. This is becauswvauwnder |
mar kedly between companies, and within companies oV

underlying asseét health and age

The BRissrhwaker repor's dpKremaeadh OdtwaRR19 with the appro
was heavs$éeég kyithei House of Commons Environmental /
overmuch on past | evels of spend to determine what
equi valent annMbAfstatdedc otstt s p®Of watch ametlhetetdubab haeg
this important probl em

The BRissrhwa k e r report recommended détaegr mdlInleawatnitresu

triangul ation of historical c 0s t-b dbeard hendlirmk @ onugre .wviitehw,
price rwvehviicechw titne funding |l evels suggesdtdc ®agd aconabme
engineering assessments is |ikely to produce more r
than a review in which | ower qulalred | feohwatdrfi@ral armexif

As descri bed Chlapuedramddgsi nkalnan and how Anglwiaan bfuol It o
Buskar waker recommendati on, employing the framewor
foll owing the PR99 revi ew.

331 Saal & Nieswand Assessment of Ofwat Cost Modelling (March 2019), page 12 (SOC125).

332 VIF: Variance Inflation Factor. This is a measure of the severity of multicollinearity. A figure above 10 is generally considered high.

333 For the avoidance of doubt, Anglian does not submit that a high level of multicollinearity rules out the use of a model: in such a small
dataset with key scale drivers (such as properties, volume and length) highly collinear, multicollinearity is ever-present. Rather, Anglian
submits that having set out a set of rules for itself, Ofwat has not held to them and has not made it clear that they have moved away
from their own rules.

334 Bush & Earwaker Capital Maintenance Report (May 2019) (SOC153).
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(577)
(578)

(579)

4.3

(580)

(581)

(582)

(583)

(584)

(585)

(586)

(587)

Il nntcoast, Of wat depended exclusively on a very smal

Of watcost assessments temkiehdi agcevndeonte npowi th th
adjustment <cl ai ms) . I n additi othhe Off wtaur ed i ah anmog e ss eien
failure, riemtealtli enagt iuddden tniefgil ec tby t he Environffental A

I'n all water appeé&lomptelie tCMA COHdftelBeont | have rec
econometrsi carneoderMperfect and supplemented their mode
evidence.

There is a | ackwiotfhitm's @thdgeutl at i on

431 I nadequate tbetawegmeidat ison

Proper triangulation is essadntiinagl eivfi doennec ei sb etcoa ursed ya
errors. To be effective, triangul ated models shoul
engineering, economic and statistical validity.

I n sever al cases, Of wat triasgmi haedt bweambhdet het ha
two wholesale water models differed only in their c
could not be described as economically independent.
di stmibbei most significant single area of AMsotsewc he,xp
Of wat has not really tested its model outcomes and,

drivers that bett®ratayfomatt droirstAings i an

Furthermore, Ofwat made use of models which fail either statistical, economic or engineering criteria.

Averaging a satisfactory model and an unsatisfactory model is not a robust approach. If a model does

not pass quality criteria it should notbeusedand t he averaging of two unsati
produce r el Forekample, Ofwat'sfitsttseavage collection model is presented as the following

model:

Ai £7Q 6T

w s s ot e iy
= + + + +
In 0EG = | 1 In C"FQ+ T In CQoag rIn P

This can be equivalently stated as:
In6&6Q = + 1 1 [ In&FQ+ 1 In N6G Qe +[ In /i £NQ 6T

This reveals that -tiheear uepeaidfeir¢ gi ngnl dédges not real
intensity and density as Of wat suggest s, but in fac
capacity and propertiésn alridnoegare asd pec iafsi coauttipaunt.s Thus
inconsistent with the modelling framework that Of wa
specification implies that there is not oboealdewnsahy:
Length of mains and properties effectively impact ¢

The parameters of the underlying model Ofwat has es

In 6£6Qb = 8907 0.901°In 6&"FQ + .170” In NOG N'Q'Qesd) + 14717 In {i éRQ ST

That i s, Of wat has based 50fperesewhgefcotbecbisonas
suggests that al l ot her things being equal (pumpin
|l ength of the sewerage network will reduce costs.

I't is interestissd mpdaipgdrnacaocamd dagtf WRR19 wi t h t he appr
took to deri v'$iBod eBr iad tl olwaWBtee s tho RO@S5CMANpr oduced t hi

335 Bush & Earwaker Capital Maintenance Report (May 2019) (SOC153).
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(588)

(589)

(590)

(591)

4.4
(592)

(593)

(594)

specifications (cost driver combinations), three st
cosatnd two ways of defining capex (five yearBest emoot|
estimates in total, to derive their overall assess
economic and engineering critersisaf uds neocdced pst anbelree nahd
and compared-upi amabgtsi em

432 I nadequate triangulation between aggregation | ev
Of wat modell ed costs at different |l evels of aggrega
supports this regppurceascht ha&s riitsk that a poor model [
Furthermore, Anglian recognises that Ofwat wanted t

one each for water and wastewater.

Professor Saal not ed tghet hlei neiftfatciioennsc yi no f a scsoenspsoinne n t
given that Anglian manages the bidfFiomesexampl| max Amigs e
the cost of |l eakage control in Water Network Pl us
order to opeirmieé&flongncy (and other objectives) 1in
Anglian does not pursue a metsereifnfgi cpioelniccyy, irmthetraitll
el sewhere.

Triangulation beaweedi sgggegaaeedd models provides
solving the problem identified by Professdhemdsial bu
glaring absence of triangulation was in wastewater where Ofwat did not use an integrated Water
Recyclingmodel. n hi s report, Professor Saal was able to de
Recycling models could be cseatwedswhi k% sbnktrhohltas

433 No triangul ation between other estimation met hod

Wi tattber quality model s, it would be possible to wus
purely on generalised | east squares (GLS) with rand

Of wat Botex Plus models do not gnmakwé hacostate for e

The separatapGeowetkpCheéexpeddigi ume@ needs in order to
popul ation growth forecast in its sefFDomedbveerr s ha
expenditure shortfall of A318 million Mmodelglrionvg hap B
results in a flawed ass&€hampe Btr & bgut hwtuh t best et aae e

At DD, and contrary to regulatory precedent where ¢
enhancement, Of wat -rmeolvadtderis Exlofgm oevendhpéendi t ur e i nto
transferring A4 billion of industry expenditure and
transferred sewers and pumping stations, was added
madto the | AP cost models (which were created to mo
new grroewtant ed cost drivers weésr eBoatdedxe dP | uTsh emced eolrse , d 0O
reliable basis for f or ectaacsttieveigit ohemeeost staf ecgmpwhh

Anglsivabnmihast t he Botex Plus model s canno'tgrmawer rneleidas
for the following reasons:

0] No new cost dri ver s vBeorte xa dbedde Itso t@f vaadtdr ess t he
to be used to forecast Bot ex Rlpws oacdt sa.l | bovrs ex
property cost for both maintaining service to a

336 Saal & Nieswand Assessment of Ofwat Cost Modelling (March 2019), page 34 et seq. (SOC125).
337 Saal & Nieswand Assessment of Ofwat Cost Modelling (March 2019), pages 66-67 (SOC125).
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(595)

(596)

(597)

(598)

45
(599)

(600)

(601)

(ii) Growth rates vary spatially and tempor alnot. Th

necessarily a direct relationship between the re
needed to service the needsibé thbheose aew buoper
Anglian wil/l incur the cost eWw davehgpmemtai eV ®
before the | ast properties to be served by it ar

new properties can be met by existing headroom i
connection of those properties.

(iii) Themodell ed costs for Botex Plus models were obt
sums. This approach ignores the difference bet wi
term benefit and must be made recurrentéypbpuand
creates an asset which del itwems dhbservisce e pv di
particularl'yy pRebkemati B, 'sxBotex Mmod®Olfwwvabut was

exacerbat ed -hwehaevny cgarpoewkt h w&% i ncor porated
Angli aonrtssuappts view about the inadequacies of t he
inelasticity. The incremental value of adding2addit
mi | Ifioon Water and nothing at adr ReaydMaitreg mRedelcs i mav
and pumping capacity per |l ength as variabl es, prope

Anglalamo supports itsheiempliyediounintyg dnmbosittesl st hgaetn e® fau

growth are incohbeseshi mateh. sensi

Of wa't conceded the | ack of growth variablepechnfitcts
adjustments at FD to reflect average growth rates.
eacchompashfhypyrecast growt hodaf2®@2®Borwitthe tiner hi stori cal
industry over the period 2011/12 to 2018/ 19 then mul
property. For unspecified reasons, where thiwascal cl
halved. This i'scraddoaevh#amiglidiiadmi I(IAi on Water; A29 m
Recycling) and'sr ggd woved ch Aymagl ifamom A358 million to A31
Of wat also bDaevelbdperdSarvices (R8RMA mwe Atejcthsatnmesmt whi
claims wild.l deal with any material shortfall in the
higher than Of wat forecast. HoWdwaerEe2Grso wkhpH ias neerdl yr
covers a pmacartemdgntteolt adosits, still | eaving Anglian wi
Of wat makes an inappropriate choice of benchmark
The choice of benchmark is a key decisiowup wihtahl & nmge
applied tomodmpaHdibewsances''s Ivih eAwvngltihaen sel ection of t
be informed by an assessment of the quaklayiok héinrn
Firstly, regul ators rarely select a NMAsnhccdhemarrkmi martd c
Bristos Watee control in 2015, the CMA applied an
significantl y'ssPReMi Brottex E@fl wast model s .

Second, in its FD, Of wat chose the thirkd dmaviagr ube
upper quartile at | AP and DD. One would expect this
FD models were superior to the DD model s. However,

DD model s and Of walty iro vtiad esddummporatn t hi s choice.

338 Reckon Review of Ofwat's Treatment of Growth Expenditure, page 27 (SOC201).
339 Chapter E.2: Growth, paras. 80 to 96.
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(602)

(603)

(604)

Third, there i s evidence to support the contention
average Capital Mai ntenance spend in the period co\
which t he bealk twmba Watdl Recycling, all three companies forming the benchmark

spent less than their long-term trend over the period from 2012 to 2019. For Water, the evidence is less

clear cut. While the frontier company spent much less than its trend, one other company underspent

slightly compared to trend; one spent broadly in line with trend; and the fourth company spent marginally

more than trend. If the comparison is constrained to the benchmark period, then the evidence is

stronger: all companies spend less than trend for both Water and Water Recycling. This is the case, in

particular for Water Recycling (aggregate underspend of 15.1% compared to trend) however is also

relevant to Water (aggregate underspend of 6.8% compared to trend)

Fourth, anrhael ysuiasl ioofy of the Of wat model s, as measure
cost predictions, shows that there is significantly
than around the Water model s. | Blairs whei nd et ka mea e ,nci
be used for both services. I't would appear sensi bl e
Recycling by contrast to Water.

Fi fAtnhg,l i an has heomperdéadti on uncertainty wRRDh®IiInt ht he

the models used by Ofwat at PR14 andAtdeRRl 4,pedf vbayt t
an upper quartil,zamkeendcomadk awlboiviee the CMA took the
a median bdochmantkfy the bmoacdmdekmarmdi nPgR19 one wou
confidence interval t o be amu cdhe matrérgounf éelBoMo we her | ea
prediction umee rPtRalion twa teefri mMmo mhe $hsi gthaesrb stthha n®OP R & 4

modeansd those of the CMAhaThitdewwaltersbgaopedhtmar k sho
that choseint hmat PiRS1,4 t he medi an. Given thatf aoaheWpt er
Recycling is higher than for Water, it fol.lows that

Figure 37 Prediction uncertainty at PR14 and PR19

Ofwat, PR19
S an
S 40
o
5 35
(-4
o
a 30
~
g 25
5 on
-— FAY
c
= 15
J
$10
s
S
WRP1 WRP2 TWD1 WW2

W Industry average M Anglan

Chapter E.1: Botex

140



Ofwat, PR14

40
8
- 35
;E:
] 30
o
= 25
:
o 20
E 15
g
% 10
€ s
8 0
WM3 WM5 WM6 WM9 WM10
m Industry average m Anglian
CMA, PR14

25
=
%
g 20
g
=

15
c
2
£ 10
8
o
= 5
=
3 0

EV1_sm EV2_sm EV3_sm EV1_un EV2_un EV3_un

W Industry average M®Anglan

Source: Oxera

4.6 There are sever al stati st iscanho dsehlosr t ¢ 0 mi

0] Random Effects

(605) Anglsuwbmits that at | east part of wha's

ngs with

iOh evlat i cil @an g

in fact be interpreted as afathtiseticaddadumwalinypric da
characteristics. This tilatbetctana ses tOifsmrdt®idd 9o maeasfing/ c t

due to inefficiency when ispeanfbe daetbosomitted c
(606) Saal nion etshe absence of appropriate control vari abl
environmemotrse, liitkeily t &dmado®f whtects capture unmodell
di fferences i.#Ilcnodsete de f ftihceireencayr e t wo extreme assump
to be true): either the ef fwictth iisneaflfli dinerddy.ci@fnweayt c
The truth is Ilikely to be somewhere i n bedtwiemat. e dT |
inefficiency. This can be examined using various st

340 Comments on Ofwat's DD Wholesale Water and Wastewater Modelling, page 3 (SOC194).
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(607)

(608)

(609)

(610)

(611)

4.7

(612)

(613)

(614)

(i) Mi smatch itnfoat ®@®fdiciency measur ement

As SaalOhwaesuses random effects for the 2012 to 20
in theoaBlderiod. This is inappropriate on both me:
estimated rwhdom defecmines estimated cost efficien

assessment period. Stated differently, because a si
and forms the basparpopfannhsaloveesi twalewd @zwdt hercdé om
20124018 cost assessment wild/l be biased i f egt0ilBat ed
d at3a

There are different ways tAngbsaensbhiadleu s wym@amcde Ioldirt dhi
and eight years for determining the benchmark in th
by Of wat). Al though this may also be impacted by th
ef f eAecntgsl,i an s ab et sccardivappd obeese a $doingfeor dadsat model
than a shorter one and to match the benchmarking pe

(iii) Loggog bias

Statistical t heloorgy nsohdoewss tshyastt elmoagt i cal ly under est i me
suiabaldyyj usted. Anglian raised this point after | AP a
the point for the enhancement models but3ddes da@cdkhs:
coherence and represents a clear error.

There amé wsaysrin -Wbgchi avechogbe addr es sse dap plroocakcihn
at PR14, wher e t he sed oabnl de na dndarse srseecdo gunsii ng t he al pha
wor t hmiA2i2igddn7/ 18 Price Base (0.6% of modelled totex)

Takén the round, these technical points wundermine t
by Of wat and partially expttaiokivhgt gofiatast ermoedeedlesd atto F
model s give a thirBbtex tawmmphavesambee for and why O
raise t-hp bamchmar k at FD.

Of watcost adjustment claims process in PR19 provi
in Oswatodel s

Of wat recognised that model s @tbenioal neéciegsmarofl ycaaipd
and invited companies to submit claims for model ou
due to exceptional aspects3f their operating envir
Of wat required compani e tygri ccearho msatoregtueat i ¢ gstsdi ti o
However, a reallsstsit@ateidewuosfpo@fewavtoul d recogni se tha
perfect, so quite ordinary-maicbesmsbabnwesncaodélehidn
realistic assessments.

In addition, many cost adjustment c¢claims are dismis
captured i,n Kihte gnodlrelan assessment is made without
is problematic due to the | ack of appropriAamafgési ami an
atypical topography and compl exi tmpaaft torise abDiformleeiits baontc
itesti mated efficient cost | evelmotelts amicghsosyggeasip

accounted for.

341 Comments on Ofwat's DD Wholesale Water and Wastewater Modelling, page 4 (SOC194).
342 Securing Cost Efficiency Technical Appendix, page 74 (SOC243).
343 PR19 Final Methodology, pages 148 to 150, Section 9.4.5 (SOC314).
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(615)

5.1
(616)

(617)

(618)

The evidenti al b urr edgeanr doinn gc ocnopsatn | &S U it médntandl aiums o f

mor ent MO0 claims made by the industry value (with a
by value of these cl ai ms ,55@moduntoinnpg wteo ea@mpErceypit mat elT
claim process therefore is motOftwheaodalmlee ch so wat psuatns t
burden |Iies on the regulator to demonstrate the robi

substitute for propermodelamgul ati on of Of wat

Angl's aBotex funding gap has a significant i mpa
Oveewi of i mpact

The failingsmodelGf wand absence-chifecl@ppgopritadit ec osngras
mai ntenance requirements, combined with itGhdpgdtaewed

E. 4: Frslhint,i emean t'shadl |@fsweatar Botex and growth are

Anglian to properly perform its functions and maint
I n addition, by basing its forecasts on histoemwcal

of maintenance activi-tgpki ngeshphaaotEss ea popf rrdf asckhw aoffl weast
spend purely on the basis of models has I|Iittle capa
and | eaves Anglian unprwewhecéefiluinra seedsa are great
increase in Botex expenditure in AMP7 to (i) addr e
continue to deliver |l eading service performamcas al
transferred private sewers and pumping stations. An
Botex all owance in AMPCh acpotn8ora rBendg ItiPobh BAMP&Nn d nhow it w:
Th Botex funding shortfalldoprtegnailr ecsh oAncgelsi afnort oi tnss

e
customers and the environment. These include forci
act i(wietcause of the contshheraemedi nevedsiofigoplee)ri sk o
and redbhei hgfetime value of assets for customers ( (
promoted'si BPBBéraverall result wild.l be deterioratio
mitigate risk, and deferray whyewpebhdi etirexampfasur

Typi cal mai nt enance acti viti
Exampl e 1

Reduced pump maiAnglniaanncemakes routine Vvi g
extends the intervals between service vi
| eadi ng stugpppwayt ernt erruptions or the disclt
cour ses.

Exampl e 2

Redudcwat er reihmé i I:i tAaatgiloran repl aces or re
main asset-Bavsedaapprsdkach. Reduci ngi ndhree a
burst rate frequency | eading to increasg¢

compl aints.
Exampl e
Reducsawer maint éAmanden routinely <cl eanstg

siltation or bl ocking. Icfy Aorfg ltihaens er epdluac
mai ntenance vVviervs cetfiaitusksof nsreases
of use of facilities

Chapter E.1: Botex

143



(619) Tlksiempaanfeurt her exacerbated by the fact that Of wat
of opex to capex (aGheaextpd Mii ekl d matdiearmidf)impex and

(6200 This has the perverse and unintendedepbtasequprxe sof

with capex alternatives. This means reducing ongoin
with earlier asset replacement (and therefore | ower
The Company i si eadaiemg yt lreexspeeri mpacts. has instructed

preventative maintenance activities to enable the C

(621) Of wat FD expects challenging performance commitment :
Wit hofufti siuent money to do so, Anglian is incentivis
meeting the performance commitments rather than del
customers told it they valued.

(622) Taken in the rodindg ¢hep Rears dmiakti Apngtoaproperl y p:

is severely compromised. This results in | ower qual
the environment, resilience aisd Pl ae. hib# idn dddsc,r eraesles
probability of Anglian incurring penalties under th
action from quality regulators, as well as resultin

than AsigPliamspdop

(623) Anglian set out the importance wmdi appmapce atedqyi rnem
builidtPfhg*hl.n its DD Representation, Anglian highligh
and the risks to bot ht serwiider teon wiursamments a@afndi nadec

a series of diffe¥ent investment areas

5.2 | mpact of failings

624) The insufficient | evel of maintenance resultiwlsg fr o
ability to properleygaperofbdregat isemags utory water and
standarTchsese haveuismpanetrs famrd t he environment, both

(625) For this St at ement of Case, Angl i an has updatned t

summaries which i ®AssdtMbmiageemeénatabBbhtboo refl ect t he i
funding shortfall 'sibhatske cleBt6tor TAergki asnOLC36dmhesred
summaries illustrate, for each price control

0] Anglsil @mmtger m chal |teme eGo mphlebAvg capi t al maintenance
i mpacteharbhgges siarcdk tAWVEP 6a s s ewh ihceha | A nhygal nigagrk si gs

(i) Angl'si aasnsset management plans for each price cont

(i) howAnglian has asasds vdd cthtaemmgiempt o mai ntenance act
environment ;

(iv) the eduction in capital maintenBhaep egpandveute f

(v) mosc¢rititchalalryn c dwys etdibe amaw t he funding shartf al
mai ntenance activity anasdéte persfudarsraavredd edact hen
Angl'si acnompl i ance with | egal obdeargpitioewbdeandt tomerc
and the environment

344 See Chapter B.3: Anglian's Plan and how it was built and also Bush & Earwaker Capital Maintenance Report (May 2019) (SOC153).
345 DD Investment Area Summaries (SOC193) and DD Representation, pages 14-15 and 21-32 (SOC168).
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(626) Each of these Asset Maesgemeat s Dmmhbpaoflst pbe det ai

by Anglian of the implications of the reductions

of this assessment are derived usi nnsg Ptlhaen.s almee tDoaocslhsl
pesent the increase in risk, the change in conditi.i
planned | evels as determssetd phaonighg Aagbi amvest me
present the harm caused by thesncbamgki ancé hpsef asme
associated impact on customers and the envirdsnment
FD) .

(627) By way of example of the harm ¢&auwsed ,by xtthreacR DB

Asset Swvmmarei g eplicated below. Both examples relate

measures which <cofstrcomplei ath@ eAmgltihanper f or mance
Drinking WatebW)napdcEpnviat erE(de.nt Agency (

Water Treatment Works
FD Impact on Coliform Failures

20
15
0

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

m BusnesPlan = FD mplied CM level

346 Coliform failures are the most significant contributor to the DWI's headline measure of Drinking Water Quality i the Compliance Risk
Index. See Drinking Water 2018 Report, page 11 (SOC365).

347 Turbidity is also a significant contributor to the CRI. See Drinking Water 2018 Report, pages 11-12 (SOC365).
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Water Treatment Works
FD Impact on Turbidity Failures

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

mBusnesPlan ®FD mplied CM level

146
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Water Recycling Band 6 Works
FD Impacts on BOD Compliance

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

mBusnesPlan£39m = FD mplied CM level

348 See EA 2018 Performance Report (SOC366).
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Water Recycling Bands 2- 5 Works
FD Impacts on BOD Compliance

2020/21 2021/22 2022/23 2023/24 2024/25
mBusnesPlan£75m  m FD implied CM level

(628) The case studies set out here draw Bugshmrtwha&k eg®@ merpalr
and il lustrate t he omotceomtpiladla nccosn seamuhernfoomgdeingarm |l obl i ¢
directkysafofmects and tshheo uelndv iirnosnunfefnitci ent f undeitnsg be

349 Bush & Earwaker Capital Maintenance Report (August 2019) (SOC191).
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(629)

(630)

(631)

(632)

Botex fundimgogwapti 1| es wduthi €Of wa't

As il lustrated by the examples set out alsowea,t itelse tI
ensure Anglianpcapefrfonamaaecthef its functhoesespsoml
secur e elmmmgi |l i ence. The FD ‘phahs tovast owndngpenat ec
of current and future customers, in a way 'avhiOhwatf f
is required toido Gmdeéer ithagygBR&wves epreecies e

By contrast, W CS, the Scottish water regulator, to
consumer bodies, quality regulators, Government and
Water to under st @&ndaststede gepllacefmenh chall enge in t
recognise that, allowing an increase in eapendiitmnmnge
refurbishing and replacing its 'aslsretist 9dn@hdi efcriomEodnpi
Prospects for Prices WI Cs fac kenxo wsltesd gheedt cwieheane nchu sht rolanides
the interests of future customers who may inherit |
asset repl aceoniefnttywhasst d@ftaelremi nati on @&b@wernaoltl ,r eCGfowganti
relied exclusivel y't @emo viamordaerlrl d w gr aampgpea oafc hes-c h@fcwat |
the results of |itp moudadadlen cwi toh's lkeaadctthw anl o ntpaapniyh a € d snai n
in AMPT7.

Request to the CMA

In this section Anglian proposes the approach which
the errorss Biont exf wadtus assessment .

Anglian requests that the CMA al |l aws aAlda5 snsi Itlhieo rg ag
Anglsi aml an and Of wat Fi nal Determination. I n particlt

0] adjust s @Bfowetx model s to reflect factors such as
drive dnBbtarn costsst{ioadjovetr mamwytss ctoo account for

(ii) adjusts @fowetx models to reflect drivers of incr
obligations and higher capital mai ntenance needs

(i) triangul ates t Hse Boetseuxl tBBl wsf nbfFthwveadst 6§ pf wet haodjf et

i ncl uadlitnegr nati ve model s, model s at di fferent ag
met hods ansd Kowgtpormesessment of costs. The | atte
basis on whtsi cahs shensgsimeapnar ad d Ansg | fi carhwaorkdi nlgg s ed s k
assessment of the needs of its asset base, as pr
the HEwgshwaker paper;

(iv) provides sufficient funding for the acute growth

(v) revés etvhe benchmarks Of waupuseadtbos, sebnhsngecangl
and | imitations of its, or even revised, model s;

(vi) remedies the statisti'ssamhoddlogy.tcomings of Of wat

350 WICS Strategic Review of Charges, page 4 (SOC277). Similarly, in NIC Preparing for a Drier Future Report, page 4 (SOC270), the NIC
set out the economic case for boosting supply resilience, comparing the £40 billion costs of relying on emergency options with the £21
billion cost of building resilience over the next 30 years.
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c. A3l 8 Ifioongrowth, reducing sewer flooding

co
Re

An
()

ut of their statutory functions and contr

watFinal Determination fails to pr ovgadpe
€A38 miglalpi obnet we ésn afsnsgelsisame nt 'soheehke madi
ail abl e. dT hiempcaccmbiinse t o | eave Angl i an si
appropriately exposed to most of the ri:

is compromgsabi Anglyi &aop meet its statuto
watdsest aed with thke SEBverlnmenitl | |l ead to
vel oper customer s, frustrating home bui
vest ments to enable growth are reduced sgq
performance by Angl i an, i ncluding 1incH
scharges to the environment, | ow water |

is funding gap ari ses because Of wat

UsdkONS t-baséd prsbpectit emfhdarcehc astes i mpl alt
to Local Authority forecasts, and inco

i nitriedlileydomrsopbhppyegoinametrian medelisng c(
without awmy ®dosdosimenthaeska cross

subsemgde attempted to fix this failin
address the needs ;ofantdhe Anglian regio

creaadamdi nadeguemechani adj u ot i av AMPS i
growth excoBedAMPOf pwatwojecti omdoi ha@gy .i fThi ¢
(i) only partially captures actual gr o
in treat ment wor ks, where the Company
unreal i stic ald5% settffrde mcth e nmgyc mamnit s mat es

gl'si aml an i ncniudteiao mMe&é&t0 housing and popul
s regionhl BiodmA&Uce existing psreewsesru rfel oiondc
twork. As a result of the f angitldrisonabadven

waRi n al Detesmimaomn®ins tse rdtu t wietsh t @Gf ewaaic u re e
rther the consumer objectiveinaecerehteheg

i s also inconsi stse rStP Swittoh etnhbseu r ®o M ehran me
usebuil ding and suppsesrtbedevgehbpment acit

rther mpoirregl thet aF monat s®keaaBnbltgnto faci
cal Authority plans for home building in
the Anglian Pl an siutch ke thonc@amisdiodg d o
rridor.

guest to the CMA
glian request amgtdhaets et feaiGMA gs by:

setting cost all owances wusing ds rreeadiiosr
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(633)

2.1
(634)

(635)

2.2
(636)

(b) revising the proposed vatplpromosths ;t oamd s e
(c) i mpl ementing a mpop emedifeaercitim,e tto uper ot e
if levels of growth vary from forecast
(vii) Thegsemedies would ensure that Anglian ca
facilitate susndieaadbddemihougriawt a in its re
The remainder of this chapter is structured as' folloc
i nvest ment needs, the chall efsgesst atthud omegiamrd fraeqged ad
Sectiotns 3o0wtes KOfmrwealt Det dFDna mmarnt o @amh t o growt h; Secti
met hodol ogi cal shortcomings of the FD (i.e. inappr o]
to modelling growth coeupt sme cahnadn iisnésd esqeuSst ced utbrnuteh e a l
approaches to setting growth all owances; Section 6
from underfunding; and 'sSeacetqiucers t7 tsoe ttsh eo WMAAN gl i an

What is the i mpact ©oifnvgersotwiehn to nn eV¢AdSSC?s

Statutory and regul atory obligations

Anglian has a seWaéeendisdouy{ We BB h%Bshevel | as duties
treatment and permitting regulations. Anglian must
net wor ks SeWt A9hs 4&bnihanyd nleOW )i nf rastructure to enabl e
Sections AMhianed nPa8i)nt ai ning the integrity?lof its ser
When di schargi,hAggt hane misti @ ot ectt ,t hwehincaht ucrocaul|l de nbve
i f existing infrastructure is not upgraded to accol
and 101A and Environmental Permitting? (England and

Accommodating growth

Sustainabl e ecomomircowdmd dlepesnidis on resilient water
Nationally, there is a significant and growing risk
popul ation growth and pressures on therhptacat e efhoi
Anglian regi oambidioneglatcot tohfe cl i mate change, one of t
growth and pactuteulnareldy t@a | eave mor €% Rap elratiinont hien
Anglian region is expé&tédroondnoneamel bion) over t

with popul ati .| €welcenitm a2d bh'sofegrowt hyi PRIABWYN & a8
4bel ow.

351 Anglian's Growth Obligations (March 2020) (SOC367).

32 WIA91, Sections 52 and 94, Urban Wastewater Treatment Regulations (England and Wales) 1994 which may involve upgrades to
existing infrastructure. Anglian's Growth Obligations (March 2020) (SOC367).

353 Anglian's SDS, page 18 (SOC016).
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(637)

(638)

Figure 42 Regional heat map showing growth to 2045 and the emerging growth corridors

LPA growth - 2045

SREY . } o D AWS Water Recycling Area

R R el ,‘\/"4"\.\ Growth corridors
g - 5N\ > 1. Oxford-Cambridge

Je { 2 M11
o 5 3. Thames Gateway

Source: Anglian, WRLTP page 25 (SOC332)

I n order to connect new homes to existing networks,

avail able in the supporting assets. These could be
businesses and remove watshtaet, torre attr eraatwnewnatt efra ctiol iat ider
wastewat er. Someti mes new devel opments and popul at
i nfrastreuxcceuedkeed, triggering the need for wupgrades
whenowtrh i s intense compared to existing popul ations
areas.

The activity involved in facilitating growth can be

and shdé&wmguirem 43 bel ow

0] Onsi tSeé s(pec)i fwbakt i vity associated with a specifioc
with the existing network. This incluyuydsewényi ag
activity such a$hi sesn@tldid nbgy noRirerusheed 403w i n

(ii) Of-dite Tweriknf orcing the wider wapetreaam eskwethage
conneclthiicsen ot eld by Fi gltbegldo8wy i n

(iii) Upgrades to strategic asseittsh,i ss uccahne thse af evaas@men ts
with a particular focus on increasing treatment
additional wastewater. ThHisgurbeed43dwot ed by | i ght
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Figure 43  Types of infrastructure to support growth for water recycling

KEY
C - Contestable Exisiting strategic assets
NC - Non-contestable Network reinforcement
== Lateral drain I site Specific Works
T _ ] Site boundary
Il Houses
Exisiting Sea Sewage

(639)

(640)

(641)

(642)

properties outfalls treatment
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drain © An alternative to connecting to the existing surface water public

sewer could be the installation of a Sustainable Drainage System
(SUDS) agreed between the local planning authority, water
company and the developer
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Source: Northumbrian Developer Charging arrangements, page 10 (SOC368)
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e drivers of these acftfiewietnite sc hcaammc haw s tviecrsy adni

derstanding the cwistte iwprlk caantd otnrse aotfmeorftf i s mor e ¢
vestments will vary from site to site, and when i
the characteristics of the site and existing |
expensive to accommodate, while others wild/l not b

ry significantly.

I new conneea@t isomss psaidtilef irequwamrk. Some new connectic
th only the specific requsirteemewdrsk (or et r enamatdrae wi t thp
her growth in populations can triggerarmrdghriéatme
cilities.

rge devel opment sites can taksana memlter thfer AMR sp e
gh initial &aX g en dviotr krse ford | @ofwifed by -spteecddy ce wpea rkdi.
penditure tchaen buidadadcheg of homes by several years a
ampBlieggl eswade Baden Powellr $Watgl wéaano mme mpter mi s s i
me s . Ultthiinsatdeddwel opment and other adjpctatmg®O06l] o
opebutingoy 500 of these are plyamamegetr-@ @IFE 2IODRI01 t i n

nsequently, when setting price cy@amdamrows ndadwe wiclo
gni ficantly in magniithwde | deman denntanan ntateirtei mf g
nagement control .,t Fer e tahsetsaebo tee arseolnast i onshi p bet we

nnections and uni-t costs for growth per connect.|

354 Described in further detail in AECOM Growth Case Studies (SOC333).
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(643)

(644)

upgrades, i ncreases in capacity come in defined inc
additi onalom®noaeci ncreases in demand exceed avail ab
unit cost of two similarly sized devel opments, wher
doenst, would be very dif fRirgenrbee |46dwi svhies eshowm eime nt la ¢
volume (in this instashnepssewpptalfl|l owyestmggerin bot
and treatment swoFks dpffaedent volumes and time peri
be very different from the average unit rate for th

Figure 44 Wastewater flow from the Alconbury Weald triggering infrastructure investment

AMP6

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

mmmm Alconbury catchment capacity Huntingdon catchment capacity mmmm New Strategic sewer capacity s Alconbury Weald/ RAF Alconbury/ North Huntingdon HU1 cluster

Source: Anglian
Angl'samproach to growth

Thgrowth chéahtbetgnlgy i an

Anglfiaacnes unprectdemtehlal lo@mmgges which include cl i mat
economic growth. These were funddsmeSitPsand chawsedldep md nt
Amgl isanmSept embRrran2 Bt hre Ansglaimabni ti ons to accommodate ¢
|l oigrm SDS are linked to its s%%fatutory and regul ato

This suppesr Ssrbeéegac Priorities and Objedesvéacfobrit
housing growth, and is 'sexdputiycitby suppéaed $ % t0afiwnaa
Customers are also concerned that population?3»3frowth

355 One of the key objectives of Anglian's 25-year SDS is to Enable Sustainable Economic and Housing Growth in the UK's fastest-growing
region.
36 See Chapter C: Ofwat's duties in PR19.

357 Defra's SPS, page 7 (September 2017) (SOC257): @®fwat should keep under review what it can do to make sure that company planning
and delivery keeps pace with housebuilding and supports development across the country, taking account of its duty to contribute to the
achievement of sustainable development.6

38 In the Acceptability testing on Anglian's SDS, enabling growth was seen as the second most important of the Company's four long-term

goals.
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645 I nvesting to enable sossangabgleweboneman am@lohn aand
a priority for i'stsPlcans tpuwtes si.n Amlgddent he buil ding b
term ambitions to be met.

(646) How grroewiteht ed i nvestment needs apoprmaddél lteod dener An g
investment needs, solutio@GlappmnerAaol '8 Rl naanr ea nddi shcouns sietd
bui It
311 Angl i an hdgrsdwatrdit easl

(647) Anglsiremi on has historically seen daine aebdo pgercoamtenr agaea er
AMP7 is above 8iveoe t 2@ ®lglhatsither ®fe t dfea s tgeg otwi ng ci ti e
housing growth, in the UK, a$¥Tchleasses iafriee dCalmb rti hdeg eGe nP
and MiltoAnKlsiyareesy.ii s particularly impacted by new d
and village programme due to the relatively |l ess de
Figure 45 Fastest-growing cities and large towns in England and Wales (2011-2019)

Wakefield
s
Telford 1Pg:erborough
12% o
) Cambridge
Milton Keynes ‘ 15%
11%
Newport London
"® @O
Swindon Reading
Exeter 7% - 10%
8%‘
Source: BBC, data source Centre for Cities®*°
(648) Angl'si aatnegi on has consistently grown faster than the

a higher rate of
AMP,7Angl i an is expecting
recycling areas.

h o u2s0i 1n8g pger roi wot dh
continued

39 Centre for Cities Data Tool (accessed 23 March 2020) (SOC278).
360 Available at: https://www.bbc.com/news/explainers-51577853

tihna nt hkeo nRd0obek ldaéwW s1h o w
popul ati on

gr owt
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Figure 46 Housing Growth Index (2001=100)
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— ondon e——frgland e s e AWS Region

Source: Edge Analytics Housing Growth Outlook (SOC335)

649) This growth is umevemsilsytdies Amigdh u famdrgaesgnltalnsy i n i nt ens

that is remote from existing infrastruct,dorre mpxipeces s |
the Alconbury Weald devel opment that wil!/ add 5,
around 25,000 inhabitants) and which is more than
the existing water r é%Tyhcehpimagt tofe ag rmewtth ciemttaresgi.t y
popul ated areas on investment costs is 6lbhals@wt ent
(650) Anglian i s experiencing an i-AMP edaesvienl go pi nmecnitd esnictee so.f

i n the 'gfaorrdne noft owns', amdbamn!| éagenssi on and redevel op mi
sites. The Al conbury Wealld dddvel ospinteen twhiicsh ains el x annkp

driveusobormainabl e utchoamp aerxetde nsoi anosr e pi ecemeal devel

percentage of connections occurri ngl @otns dtew eil npmead e
towwdy the end of AMP7. Anglian expect sFitghuirbee tdo7wc on't

361 Described in further detail in the AECOM Growth Case Studies (SOC333).
362 Vivid Economics Growth Report (March 2020) (SOC369); Vivid Economics Growth Report (March 2020) (SOC369A).
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(651)

(652)

(653)

(654)

(655)

4
(656)

Figure 47 Proportion of connections made by development size
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<350 350-799 m800-1,449 m1,450-2,249 m2,250-3,199 m3,200-4,299 m4,300+
Source: Anglian DD Representation, page 171 (SOC168)

This is significant as these development site bandir
for #¥13®30site to 600mm for a site with more than 4,

The redevel opment of brownfield sites, such as RAF
There is a higher probability of contaminated | and
of oil and fuels. When wolre&kriengt hoen scwinlt ains npad leldu tl each d
require that excavated materi al is disposed or tre
di fferent, more expensive, pi pe materials to be wuse

312 Fut wrreessures

Beyond the cost driver ss dRIraemrc,t Ityh ered liesc taelds a na dAdigtl ii ce
basedGoovnrer nment priorities and objectives not 'srefl e
Pl an.

I'n its r esNoaotnisoen atlo Itnhfer ast's urce poret Commdstso menmr 2018,
declaration with | ocal partners in March 2019, the
million new homes to be built betwe®rRCOmfard) andAngE

engaged with partners, sugtherast dmod atl h éA uyi dttche mit ri deilsc, ai t1
figures suggesting some 70% of tbheseemewfhomesawi bh

Pressures such as blhal OGCamwinmeae athildatL rapi d popul at
growth i's Aprg,ltoheemriedeotr et o continderoyversutplpoertong th
continuditegml on§rastructure upgrades.

Of wat approach to growth in the FD

Of watapaoaaech to growth in the FD has been summari sed I

363 Ministry of Housing Local Growth Deals (SOC370).
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5.1
(657)

(658)

(659)

(660)

(661)

0] Of wa tDFdi "ot p rsoevpi adreaxtpel i c i t coedtor alglr owd fdgcreown it e a

expendituwecraecnseedsed in t hasBeuaeeswhed del sOf wat j ust
bei'mguti neyewearcosens, which companies incur in t
to op®Odtwalt $ @ac| Edrealncement costs associated with
|l ow pressure and sewer fhaodi agstin, o3 PSS eSS nies

have similgro@txipeenrd$§®ttua e

(ii) Gr owtehl ated expenditure and any contri buwéeonas fr
i ncl udeWa ti enn Wahset e WNett ewdr psr i ce controls on a singl
contribute to total allowed revenue and are subj

from devaerlreegowvered from t-phaeaygegecabtomeons. bill

(iii) Of watf orecast nutmboasmashatedoone ®MS tceaet éAngOfiwent r egi
forewa84, 275 water connections and 118, 035 water

(iv) I'n recognition of the ,mhoed ed ultipnugB eltienkisttah avecsited, s at
adjustefileat variance bet ween talen dONSSt fyrewearsag e
rate. This results in nd | hagcoroasdsj utshtemeinrt d uosft rA/5 8(. s2
receive a |l ower allowance). Theap mrdabiéthigahn bl i ahl ov

(v) Of wat propocfesr aodpnhtdhe ough the Devel oper Servic
(DSRA)if growth varies from the ONS forecast, wh
wholly or in part to developers and applies in F

Critigue'sofraDDd wataclgr owt h

Unreal istic growth projections

Oof watFD forecast for growth is manifestly too | ow f
on the Company from gr owt ks Hhiogrheecra stth eocft ifnoenwe ccieosnt r o O
|l ower t han |lAantgelsitanf orecast.

511 I nappropriate use of the ONS dataset

Of wat i nappropri abashloy swesheod d@NS Tdiset @wonv eprl namennitn g g ui d
this is not thefapppopjréaticeos®uofcenew build housing
current and forecast new'scarermgdotniion activity in Ang

Of wat used the 2t04dBHOsBarn @fseaimotf hée h@NS (basfed on 2016

The dataset wuseédd chys @fiweht tchenfEnvi r o nMReMPts nA gEenngel ya ngdu

Of wagdsawcontributing party to this gui®¥ance. Section
'For companies supplying customers wholly or mainly
poptulan and property figures on | ocal pl ans publi sh

Tk ONMSt ausseetd byi sOfavaptr oj ecti on for househol-adrEegamot p
changes will not di#dhed¢t ldw nencertrte |ocantse. wiihteh 2n0edvt a s e 6 i 0
(based on R2®ldudaem)l y the only dataset sanctioned

364 Anglian's FD (SOC231).

365 Securing Cost Efficiency Technical Appendix, page 57 (SOC243). See also Chapter B.3: Anglian's Plan and how it was built and
Chapter E.1: Botex.

366 This is the ONS' household projections for England, by region and local authority, mid-2016 to mid-2041.
367 EA Planning Guideline Interim Update, Section 5.3, page 26 (SOC371).
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point in assessing the need f.or Ofawat t hawal nbbusised
sanatidofor assessing the mini mumGetvetrsgmeg ameciéfit sot h

The 20alsded household projections are used within

planning authorities and commdaliitv ersy &md ud ec Itihmitn d

reflected, and to be corssioshtjeenctt i wiet hoft hsed g®a Vvfarcrament
homeés.

(662) The 2016 baseline data provides a | ower forecast
Governamemdsition is that the 2034 baseline data sho

'® the Government continubaséed hbus&hohdtptbjeetDilé&ns
as a reason to justify | ower housbngenasdabWwatunder

| atest evidence, but for the reasons set out i n

proposals to be the most apeprompr Wet arapppeachyingt he

t hat usi ngbatsleel 2h@u& ehol d projections wi || not
circumstance that justifies identifying minimum
met h'od.

(663) Of wat has ignoresd dadwi Govreoth memn bu e atshti & ud autr aes,ento utsa
as a ,(,idsulftorecast of connections is too | ow. Thi
hi storical trends not reflecting factors that woul

512 Of wat approach faiésreomentectogmnadent thevels of
Angl's ahatest forecast

(664) Anglian recognises that forecasting growth is diffi
However, over mulgripwteh AIMP ipteg ircaddgndn mihasilpéensour e
t hat this wild.l continue. Thi st errem nif ow esetsmetnit es  ene de
devel opment sites that wil!/ be built out over mul ti

(665) Yeaorasyear <connections in the Angdgianeacigl-2ph3,hawiet D ead
compound annual growth rate (CAGR) of 8% for water.
reduction in the nu-#Afheirn 2@ dcocnonmepcatrid@L ® ob Y O®dBi t e t he
number of ¢ otnhnee cAtnigd nisa ni e lergasandnyplasd siemdgt he ONS f or eca:

2019.

(666) Anglharnevi e we da bhuitsttuorrnisc f or g rFoiwgtuhr,e a4s8 Ispheokwonwoiuns b u s i

pl aAsglhasn based its growth forecasts based on a

connecti ons Lcoocnatla iAuaidhoirn ¢ fyl @wdt i ng®° Fheteris debsegenl]
bet ween 'sAnlgd ti easnt( pfuocrpd ®eadtine) compared to the histor

(dotted dark blue | ine).

368 Government's Growth Needs Assessment, paragraph 5 (SOC372).
369 Government's Response to Technical Consultation on National Planning Updates, page 7 (SOC373).

870 Anglian's latest forecast, discussed in Chapter B.3: Anglian's Plan and how it was built, is 81% of Local Authority forecasts for water
and 84% for water recycling. This is based on more sophisticated analysis than the historical 75% approach.
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Figure 48 Actual and forecast connection activity for water

| AMP7

AMP6

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

— Actual new connections — Anglian March 2020 forecast Anglian business plan forecast

Ofwat new connections = = = Linear (Actual new connections)

Source: Anglian

Despite the -evuomemitc macec®rtainty, gr owt dsnirsegliiokneliyn f
|l onger term, just as it did in the aftermath of the
term growt h.

513 | mpaot®f wat unreal i stic growth projections

Of watf orecast of connecti onissk non h/en d¢&IDi @n aicfe sgrsa wtnh f
|l evels or follows Local authority forecasts during
Of wattreat ment of growt h, as discussed bel ow.

Il nadequate approach to modelling growth costs

Of wat aapoppach to modelling growth <cost s, informed by

Anglian under f ured ed efdo ra cg miodilttihonby A3 18

Foll owing a chabgeaeft nbDe b diDdie ba ®tRdAM® (@nd precedent fr
revews) and cQ@frwatedi nool bkddDed growth expendit u'Boet ewdi t hi
Pl U.s TBoe eekus model s were not adjusted to i ndl4ude an
billion of addilteiaovnianlg eaxspiednessi ttburceut t hese model s ev
base @lAsntgddomsstdneeem unfit for assessing growth exper

Of watapproach inadequately captures growtimednri veérmsn
nature of c-eel atoesdt sr o(wtnh i ke base costs), whi ch <can
connections resul ting 'si naphpirgohaecrh uanlisto rfaatielss. -sCoftweaetc o
costs that are created because of gr oiwtvhe s(tsnuecnht atso t

increases in sewer flooding).
521 Cost model i ssues
(i) Cost drivers
The marginal cost of creating capacity at treat ment

capacity of the treatment pl awmnit |l eadti ngf dro i gwti H ia

371 See Chapter E.1: Botex.
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and in different circumstances. For exampl e, adding
with an exi stoinmg | ¢d apac iptopudfati on equivalent would t
addilmeg sstame to a works with an existingTahlpdaeldw of
provides a comp'ar usotero fptopruglaitadmE) e fuowmal eést P(an, f
sizes of works. Of wat requested data on the capacit
l'ine 25.
Table 13  Comparison of Anglian's unit rates for creating capacity at different sizes of Water Recycling
Centres
Ban(Bi ol ogical [Popul ati on Anglian wuni|Ratio of
Kg BOD/ day PEcapacity( AAto Band ¢
1 <=15kg BOD/0i250 59,687 183.1
>15 but <=3 .
2 BOD/ day 250500 5,341 16. 4
>30 but <=1
3 BOD/ day 5002, 000 1,436 4. 4
>120 but <= y
4 BOD/ day 2, 00100, 00O 1,485 4.6
>600 but <= .
5 BOD/ day 10,0@B6, 000 (564 1.7
6 >1,500kg B(> 25,000 326 1
Source: Anglian
(673) The costs of netwadktrebbhmentemenks are co-mgslieexe anc
basis by Anglian. Costs are driven by many factors
changes in peak ,wse¢eh Toduskeamal ecustomers chaaoging
designs the capacity of the upgrade works to accomn
are planned to occur wel beyondo2a025adepemndl ngadnd
Anglian is experiencing ragne,i-AbPletdeveggopmentesceest
network reinforcement is driven by growth, but Angl
basis fails to account for the drivers of this inve
(674) Of watFD u$8BedURixtrsodel s etse aosts for growth. 1t conten
ifi) similar costs havéibpenhenaotigdtynfbobhbowassti m
and (iii) there is not signifficant change in future
(675) Angl i aresbeélhieevfirst condition is met Butethndg mashsts

invest ment s

con

ditio

same mag

Ang
t he

(676) The

propefti®sl engths

(in
r el
exnp
net
i s
con
t he

Il i an
coun

cost

creas
ated
etnudrie .
wor k
the s
necti
y do

-whechfaceasdteertainly
ns apply. Anglian

not routine. Angl

drmoielsam od o £to nasriideer ¢ h(adr ,t he
of those cost drivers) to

nitude of i mpact
al so contends that there is
try in the | evel

dr isWat eanWas Oé wat e uBomexdel s

es again being driven by the

me asurod sh.er Ofcwastt
Anglian argues

reinforcement and

drivers (e.g.
that it is inappropriate 1t

li kely to be a
of i nvestment required to

forr) grloevt hu mb e

p(fi ima)i nlsemdégpesh dwaptfevry et r eat ment | oa«

number of new
compl exity o

treatment costs or that t
ame as the relatiomdhgpoweh weElmi $ hiemp!l measu
oneet workaseinforcement and t
for Botex. The situati'®@snsi mplmusthi anofrrea meowrl

372 Securing Cost Efficiency Technical Appendix, Chapter 3, pages 13 to 47 (SOC243).

reat ment costs
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Thi s ies i amlat as these types Hhircodst o agrogwtnia nif v e stt
programme.

(677) Model s wit kacwtl egrdawtvler s, R wsh modetilse Botdex fund gro
have attenuastedl eompahfyi ci entes.f alchti st lrsate ngsr d wtohm a rhd
are weakly correlated, but unit growth costs are gr
Thi s i mplies t hat t he increased cost s t hat resul
underesti mat-grdgqwtwh tdhompami es most adversely affecte

678) I n addition to the issues discussed above, rfedaltiean
expenditure at the DD, together wi'st hmovdevlildi nEg loanpopnri oce
support of this redetermination and due to the add

model ling growth cost all owances, Anglian commi ssi

accounting for a wideanaklyecws tdirdrveerasr.e Vitvatdi sti cal

bet ween remoteness, sparsity and3>»ntensity compl exi
(i) | mplaleldowaanrcdesunit rates

(679) Of watFD did not provide an explicit cost &Fkeqgqwaente

for a detailed explanation of the approach, Oof wat |
could be estimated, via @bhwht oal 2d pPracwiadegd 202 0 e
allowance fo#40@iniglliiam of cA

(680) Fol | owiarsg eGfpw anati on, Angl i an Hsa sa psporuogahcth ttoo reesptliinta:
all owances'samdd®f wahg adjustment for the entire sec
l evel of funding for growth remghest2dl®ybecosimpasns epl
showdmabhdel Hw.

Table 14  Implicit allowances and unit rates

Compa|FD i mplail ¢ oavadn| Gr owt h |Of wat WatfOf watt eWa
model adjiucsftwalal | oiweDdi mpl i ed (Recycilmmlgi e
(Am, 208y vPIl an (A, 2aB8J|(ratd, -2018)

ANH 402 61% 1,128 2,502

HDD 7 111% 1,546 2,809

NES 193 65% 1,318 5,412

NWT 389 108% 1,682 3,370

SRN 251 74% 1,037 2,327

SVE 497 89% 1,271 2,523

SWB 149 101% 1,191 3,828

TMS 850 93% 1,598 2,187

WSH 211 129% 1,561 3,788

WSX 184 87% 1,099 3,080

YKY 278 164% 1,455 3,553

AFW 76 75% 1,150 -

BRL 24 82% 1,008 -

PRT 10 125% 941 -

SES 13 71% 1,002 -

73 DD Growth Expenditure Deep Dive (SOC171).
374 This work is discussed further later in this chapter, and in Chapter B.3: Anglian's Plan and how it was built.
375 Ofwat's email to Anglian on growth allowances (SOC355).
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(681)

(682)

(683)

(684)

(685)

(686)

(687)

Compa|FD i mplail ¢ oawmadn| Gr owt h [Of wat Wat Of watt eWa
model adjiucsftwalal | oiweDdi mpl i ed (Recycilmmlgi e
(Am, 208Y vPIl an (A, 2aB8J|ratéd, -2018)

SEW 86 60% 965 -

SSC 25 60% 1,232 -

Total 3,643 87% 1,321 2,741

Source: Anglian analysis of Ofwat's models

* j.e. Ofwat's symmetrical unit cost adjustment

The output of this anal ysivwi thh déhfl megthetlsl isnigg nfiofri cgarnotw:

'winners anhdomo®émgptpr oach, with wide variation betw
funding all owed for companies. There appaesasess meite
scopefbciehcy for other areas of expenditure. This

to the purpose for which Of wat has used t hem.

There is also significant variation in the implied
extis due to the | ack of appr Bp moated |dmigvers for gr o
I ni tsD, Of wa't acknowledged that i ts approach to m

suppl emented it with a fuur.t2hdir¢lippdyy ust ment (see Sect

(iii) Model ar e i mpil mellsatbd ychanges in growstehwefren g¢
underestimating costs

As a further test ofPluke modlki diftoy gff oevi @t BAhegbhdah |
di fferent scenarios of growth to determine implicit
assessed the model using the volumes of connection
companies) and c dnpoavaendc etsh e oc ashto s mao de/li dfear btyh é©f QN
activity.

Of watmodel hiantpliinecsr eeasi ng the number of connections,
by around 400,000 for both water afidnWatdtewit dcyanl ian
all owance for tnfiéli ddustdfy gaff eAd9s not credible. It
for every connection above the ONSmbdekcabksoaitmphi e
compani esedatcievea wnit rate.

The moédeéeélsasticity to growth is also demonstrated
2012920 | evel during AMP7.ndhgre awohddding.¢ hi e sOfmimriar i o
Bot Blxus model aAmhglwiaacewdwlrd medtlioeanbwatAR3 ImainidiodB 8. 6

wat er recycl i mgl )(itooThis A69. inreasonabl'y owmplcioenp ar
all owanceni ¢ fifiodA402nglian to accommodate gr owth.

(iv) Of waFDadj ustsmedtati Irefl ect full growth costs
I'n the FD, Of wat accept Pldud nnipadd@lihncppodpepethntseéet scBot
growt h. ,Howetead of seeking to understand the appropi
t wo r el antti vaedljyusbhtime nappr @Qdwht was t-dr imaekre uwnivto | wamet
to Company all owances where there is a variance bet

i ndustry 'san@QNSffwartecast .

376 As well as no increase in treatment complexity, etc.
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(688)

(689)

(690)

(691)

(692)

(693)

(694)

(695)

(696)

Where there is aevadijastcenena wohi A788t watremwateeyalhidl
applied per new cohhmieesatdt edoperawn. addi t inunddflioodal | o\
Angl i an.

Of wat did not seek to support this with any further
own BBlteskxk model s. The wunit rates used in the adjustn
by OBbwabdel, which i s umeenxtpsl aairnee dv.o | Tuhnee abdajsuesdt and no
drivers of growth hegstas.e B®P Armgvleira'st hiammp Itiheed Of nwiatt rnm

The other adjustathertr naa PlvimmoBed ex i ntroduced in the
thesalternative model specifications were not made
after SBackFDof the altersaditfifver enmidebisekeagwbunecti ons
pumping head and mad me a lethoaoheitdii #earklseen model s | ead t c
base cost adj umitlmein®he fmoitheOk. 2avdo nhecti ons driver res
A3mi | laldmmwance for Anglian.

The addition of sismpelxei sdtriinvge rssp etcol Efdvaattoomsnpdoee dne
The fact that growth costs are subject to a distinc
mi ni mal opportunities to substitute between spendin
Botex and et bwhig mbdthe costs is inappropriate. The
drivers aodesv®est swo areas that are unrelated to diff

These additional all ewhhRinas t (el fAB3onseadffhidQ. 68ps ure A
invest ment needs to facilitate growth.

Of wa't provided an additionalel axgldi ciktp eanldlt @ Wi aemcset foon

company: Sout h East Wat er . Of wat conductedZornadeep
Strat'egiaddress increasing demand amidl Ipircorvadeidt maoan a;
model |l ing adjust men¥® Theéfsereexnpceendd i a mo ee )appearss to b

proposed network reinforcepwmeauvi deexdpoemali suchk addi tOif m
Angl i an.

Ot her t hadr ivwdmnunmedj ust ment s, O f-rmeaft e rdel ndc en otth es eveakl itdoi t
all owances against any engineering evidence, such a
ool utions being considered BDsy vdiiefw,e rtehnet ucnoinip arnaitees .
l ow, even compamed el mplOf watunit rate, and is driven

to the inappropriate use of ONS data).

Over adrlef arhés, pcBifaadj ust ments, whil egi m pe|tdane|ge ®awad ¢
costs cannot be derived from Bdt decnanoidred csn s iwsetreen ta ns
applied to its earlier approach.

522 Of wattreat mentoodi mge wenrd fllow pressure

Of wat i BecHamdeament expenditure associated with i mpr
performance in its assessmens Rlfanrionvd mi dedidoeksde vaedr e
flooding middticdb@adi®s properties at risk sfrpeéiosinal ent
t hat these costs generally follow a fl at profile a
company.

877 Securing Cost Efficiency Technical Appendix, pages 21 and 22 (SOC243).
378 Ofwat's email to Anglian on alternate model specifications (SOC360).

7% See Chapter E.1: Botex.

380 South East Water PR19 FD Cost Efficiency Appendix, page 2 (SOC374).
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(697)

(698)

(699)

(700)

(701)

5.3
(702)

(703)

(704)

However,'sAngkestaments relating tpor essessveenfidavoemangt aan:
driven by growth in new connectAingns pemédsf paaldl tyosf d d &2
solutions to ensure no deAmgdlimdeamsh ot o( ardstanghoets)les t e |
cosftrsom devel aopmperss etxd sa didinge ti wsiAlkeg! iiann consi ders tha
cannot be assessed using the Grifveorndiing tohe gB atmene m
address existing issues in its sewererndt wordk .ngAn si my
the i mpact of climate change, which is an .ltemsunr
t her enfootr eappropri ate to ianplroovaet eseaxwpeaerediotnudewt @r es st
to new develgopmwe nt and

Anglian considers that including these costs in bas
expenditure is inappropriate. Reducing flooding ref
customers, with Anglsiearnvipcreo vtihdaitn gi sa albeovweel tohfe i ndust

acknowl edged'st @ @R4Anpgrloipaons ed per f or mance commit ment
10,000 properties was beyond the future uppencegdart
by the relative performanc€@hapeE€nbshgseovinte. dissdose

Anglsiiannvestpmemptosal s for this, supported byutimdmee nal
de | i vnecreynt ODDBH,s hHave been dAewegllsiogoeuds twimelh s . 'sGipvoesni tA nognl
ahead of the upper quartile, Of wat shoul dt heavway eivi
whiicth has reviewed costs for | eakage.

Anglsi ainnvest ment propost@aisd floowesovens b @ odreglisidaam a
tabl e comment ariyt & e&aRhte sseu psphoorutledd be assessed Bopepar at e
on their own merits andthe &agomms tswhefodhr maealeagevi wet

523 Concl uxinormd'swacst niodgppr oach

The fl awed approach to modelling costs for growth |

of the volume of connections. To remedy this, Angl:

0] revi ewing gr owt h costs usi ndgi viemp r(odveetda i nled @ | esn g
assessments of costs); and

(ii) review sewer fdroeosdd nrge amalstilsowby deep or shall ow

Wi der consequensddsawefd @foewat model |l i ng

Of watnarrow reliance on its model so toat hseert fgraowst.h c o

531 Opex [/ <capex misallocation

Of watapproach to modelling growth costs as part of

split of opex &ndgrcoamtenx .acAnigvliitayn i s predominantly c.
the issue desC€hialpe &M Eratbh @rc ajit é@@zomd aofd e X

532 I ncorrect estimation of grants and contribution
t ot ex and-s hrhien g oisntcenti ve

A proportion of growth expenditure is recovered frol
included within the price control, under a single t

381 Ofwat's, Charging Rules for New Connection, Rule 27, dAny Requisition Charges imposed by an undertaker ... a) must not relate to work
needed or desired to modify or enhance existing network infrastructure in order to address pre-existing deficiencies or to enhance
network flexibility, in capacity or capability, unrelated to requirements associated with the requisition6(SOC375).

382 |AP Wastewater Data Tables Commentary, pages 104 to 107 (SOC106).
383 |AP Water Data Tables Commentary, pages 161 to 166 (SOC107).
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subject to the seveoonéericlapdi onfsheare wusually ter mec
'Gs&QOs. Contributions for connections and network re
basis and contspboaitiionsnéwrmainhe ar e r eurad erde g wi rtehde.

(705) Gs &Cs are one of the el ements applied to gross tote
customer s. It is net toteshwhinfh ratiuesed to calcul a

(706) The FD did not specify growt helcomdt hadd otwa ne & 5i ma te e
consequently net totex. Ofwat applied scoRasambdeflf
to company submissions, despite the flaws which ar
reduction thaot i @ws@sshaergpsimilar to its pwPreseffi
These figur exthavwHadlded el D w.

Table 15  Ofwat efficiency challenge, with and without growth scope challenge

Servic¢(Of wat efficieappl Of watope and cehfaflil cinegre
to DSRA unit rategto Ofwatew of Gs&Cs)

Wat er 15. 56% 15. 48%
Wat er 15. 94 % 16.54%
recycl

Source: Ofwat, grants and contributions model - Anglian, tab F_Inputs

(707) Of wat reduced the assumed contributi oAndblsi dRalvaenl.o pTehri

creates a financing gap in practice dss ushee ofeatlhesc
f orecast is roughly 50% (fp0GaWwat arhet Pd a@NGSD aTeicad s
overestimates Gs&CNSfdreviel s odssawcmed i Oy, artificiall

ordinary customer s.

(708) As Gs &Cs include contributions to nleitrweoark rreli antfioarrcs
vol ume of connections, Anglian wouldneowi ekpebte @9
connections. However, Anglian would expect these co:
chall enge applied by Ofwat. Anglian has estimated t|

|l evel of cdabédodtl ®@mws aind compared it 'swiPtlhant haen df itghuer €

Table 16  Ofwat's growth scope challenge and grants and contributions

Scope Angl'si al|Of wat vi e|lAngl i an VDiffere
Servi chall en Pl an Gs &Cs, ON[Gs &Cs, ON ONS | ev

( ONSt helGs &Cs of connec|fof connec e )

Pl an ( Am) ( Am) ( Am)
Water|49% 141. 7 104. 2 84 .3 19. 9
water 4o 155.9 [131.8 104.3 27.5
recyc
Source: Anglian

(709) Anglian believes Of wat has overestimated Gs&Cs for

mi | ldiuaon ng AMPT7. This cread eshar giemg € wunlc @ n o tOIf wrad ,
require talbbealhlincteorifc contri buti ons between developer
mai nt &tAnegd.i an has flexibility within the revenue ceé¢

for Of watr orng nAsgltihamges for household customer s.

384 Ofwat's Charging Rules for New Connection, paragraph 19 (SOC375).
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(710)

(711)

5.4
(712)

(713)

(714)

(715)

(716)

(717)

However /s Q@fppatoach means that net t ot exmiHd(dasme@fnwautn

assumed higher contributions from developers). This
costaring incentive than would otherwise be the case
This issue can be addressed if Gs &Cs anldi neel | wiwterd &
appropriate cost all owance for growth and realistic

I nadequaupe mealkani sms

Of watunrealistic projections would not matter if An
di fferences between forecast and outturn growth. Ho

The FD includeuwp af prargricawt t raueest echanes mDEBRA, AMPR e w
not currently exist in AMP6) oulttpudhdeoghamgmmsst mat ae
in AMP5 and preceding AMPs.

541 The DSRAcope is too narrow, so it does not prov
cotss of high growth

The wpuenechanism does notelcatpgdireosatld utowdml y t h
devel oper chargeabl e activity. -sTpheicsi f meanasctt hhaty t¢
reinforcement is capt uarteedd, wbiutth ogtrhoewt hc oasrtes 'snaost$. @ tTehd s
desire in the PR19 Final M¥&t hodol ogy to use the DSR

'encourage companies to respond to changing demand
increase, i f they samdet momekeeselfepens)s are reco
customers an'd devel opers

The only difference between network reinforcement
devel opers do not contridutestbey tacemitlaebhiidoic@csd st larNa
DSRA. This is a materi al area ofA1&xmidndiotoud @9l fyofr An

the growth investment programme.

By modelling all gr ovwBoh eekast motdelatr idheyp yeunl ,& th@ea b
sugogeeds hat al |l costs associated with growth are driv
Treat ment; sewerprfdssuwrie gc asntds [tohwat Of wat <cl as,si fi e
Of wat erden glsitapnr oposed urhcaenritsarisntfyormeger owt h at Wat er
being inappropriatarbeéfeause it is vol ume

T Anglian] proposes that we introduce a volume adj uc
capacity, to our allowed cbostatmentenhparcéemgnt to s
Enhancement to sewage treatment capacity is a |l umpy
growth. A reconciliation mechanism that is based on

This rationale sombtdettsngi appObwah which uses vol u
costs. Anot hés rpaatria sofd EOfuwnacter t ai nty mechani sms for
Water Recycling Treattneent ,denmmilgififigndr i ve short

The mechmanyi strtherefore inadvertently incestteirwmw $®wehle
cost solution, which may not be optimal for the 1| on

385 PR19 Final Methodology, page 96 (SOC314).
386 Anglian FD Cost Efficiency Additional Information Appendix, pages 23 and 24 (SOC236).
387 Anglian FD Cost Efficiency Additional Information Appendix, page 24 (SOC236).
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(718)

(719)

(720)

(721)

(722)

(723)

(724)

(725)

Anglian considers the opposite is true. By under f un
on &sseu of costs, it is the FDetrmatdediisvesnsAnglian
During the PR19 process, Anglian has sought to pr.
customers and the Company forRgpowsbhhhmbtElgeh r @ cted he
delivery incentive framewor k.
Anglian continues to believe that iits proposed Wat e
believes the mechani SReppesehoawaod ishoiut s BB instat
I n the FD, Of wati smimaagderestasdbéehng related to vol
Angl'si apnr opos al is not drivenouwtygwthesed| mener bat Armsglai
that additional treatmend icmapasti megnt creatredt tbayt Balgll
defined metric, population equivalent (PE). The pro
is needed and delivered, Angl i an,icfan ersesc ocvaepra ctihtey fiuws
delivered, fundustgomer s etThinedi ¢ osicmi |l ar to thke rat]
Internal I nterconnector Programme and Smart meterin
542 Efficiency challenge in the DSRA
To derive unit rates for the DSRA, Of warte | uagtreddw tc o mp
costs and connections to derive a uni-d4peacaitfei.c Tehfef iu
chall eng¢g heprl iaegde 15. 56% for water and 15.94% for w
These efficiency chall enges aanrde rneoats doressndgxh t ;O veaatwred
not designed to assess growth allowances (nor <calcu
and it is neast ifliltudtoreatodd eb, \s
0] i mplausi blayi asmdes ablkowasenodessmadi r e quessotmeed compani e
receiving c¢c. 150% of their stated needs);
(ii) l ack of credible driverns ftdni sgrsowtpthidex p en dirtaumreeav
(i) inelasticity to changing vol umes.
The use of the model to deri ve WSeRA ng'sSictearsrha tfelso wsr eaa
financi al resilience during AMPT.
543 Comparison of DSRA wumnrs ti mpaltieesd wintiht Ofanaets
The unit rase®SRMabpPf was are unreasonably | ow for

i mplied uniOf waBotteddx ufsr onmdel . T HWibd ei sl 7sFHoaliro &irn r ecy c | i
the DSRA unit rate is cored shtyBottldPeyu sl omwoedre It,h abnu tt htahte
consistent picture acr oss ,tme mpardatstt miyb ftoablweattea .t W
of the DSRA compared to the tothlghest s sailif 0@fewatsmn
all owance

Table 17  Ofwat model implied unit rates and DSRA unit rates for growth

Wat er
Wate_r recycl |DSRA u SR
Compan|mplleimlierate WraWate
rat e P recycl
rat e
ANH 1,128 2,502 1,005 841
HDD 1,546 2,809 1,411 438
NES 1,318 5,412 1,050 360
NWT 1,682 3,370 1,050 357
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Wa t r
Compan|lmpiie|reeyel [DsRA ulP2RA Y
A G i mplie|lrate Wrecycl
rate
SRN 1,037 2,327 1,727 1,102
SVE 1,271 2,523 1,581 467
SWB 1,191 3,828 1,243 1,311
TMS 1,598 2,187 831 265
WS H 1,561 3,788 1,989 982
WS X 1,099 3,080 750 698
YKY 1,455 3,553 487 354
AFW 1,150 1,152
BRL 1,008 1,110
PRT 941 509
SES 1,002 1,618
SEW 1,881 1,489
SSC 1,232 1,467
Averag|1300 3,216 1,204 652

Source: Implied unit rates are Anglian's analysis of Ofwat's model (following Ofwat's explanation for estimating growth costs using
its Botex Plus model), DSRA unit rates from Ofwat's FD document Ofwat's Approach to Regulating Developer Services (SOC250)

544 Conclusions on appropriately sharing risk

(726) The DSRA only appl i g hetr PR 24s,s ucrreesa toinng afsth f 1l ows an
AMP7. Aofpendodiptiseappropriate only if cost all owan
growth. However, for the reasons dedorielteud ths aotuldi etro,
materially inaccurate (indeed, they already are), S
the | arge, unsfulsotwa irniasbkl.e Tchaissh i s'si pcomar gtdnoti st ho
water compani es rcoapne rf icnaarnrcyei ntgheoupt of their statutor

(727) To appropriately share the risks of growth between
Anglsi aWat er Recycling Treat ment uncertainty mechani
appl o eAn @&l iDSS/RA unit rates be removed.

6 Al ternative approaches to modelling growth cos

(728) ' n support of t hAnsg | it eadmenti srsmiomatdi ovn vi d to expl ore
accounting for a3%Wwider set of drivers.

(729) Vi vi d f obuyn df otighlastwis y st emat i ¢ appr oac hf epiutr pios ep anndiel Is¢
water wanedr rgcywywltihngcost s. The tmoadrd!| shgt ipstoive alles st
i mportance of the spatial profileaol ygfowt waterdete
includes the relevance of the spatial preyfilwvei viid.
Economics work suggests that economies of scale as:
infrastructure.

(730) As welpplrowabsding a technical basis for conducting co
evidence generated for this report provides broader
growth costs and the magnitude of their i mpact

388 See Vivid Economics Growth Report (March 2020) (SOC369); Vivid Economics Growth Report (March 2020) (SOC369A).
389 Vivid's sparsity driver is based upon Ofwat's sparsity thresholds, but weighted to postcode sectors where growth is occurring.
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(731)

(732)

Efficiency scores

(733)

7.1
(734)

These modeims wpétfdn terms of alignment with opera
acceptably for explanatory power. Using them offers
growth costs in a trnslpuaerse mtf mairen spor dee Tebrer eRdh iger ho wt ahn
0.7TH.86, are within the range of the more reasonabl
ranges of the preferred growth models tend to be na
than t he Ofiwdlie motdiellls bei ng wider than the plausi bl
The strength of these models is such that they can
setting cost allowances difrecudegd cdebspuppotirgs ng engi
Vi wi dnodel s suggest that Anglian is average or above
drivers are accounted for.
Figure 49 Efficiency scores from Ofwat's Initial Assessment of Business Plans (IAP) and DD models,
and Vivid's model
35 T r
1 1 1 1
3 . L S -
[ I 1 I
i i
2.5 L
P * i
; - L
& : : = : 1
I . I
% [ * 1 I
15 L e . o
L ]
’ i B R ¢ i
1 * |t| H * !
1 1 1 1
F3 1%, . i 1 # 1
0.5 » - I g1 - ! 1
o - 1 1 1 1
[ I 1 I
1 1 1 1
0 [ (R
1AP W F O WA Prefered AP WS F D WAdse Prefered
model (water) model
(wastewater)
#AFVW = BRL # MES + MWT » PRT - SES @ SEW @ SRN - S50 = SWT & SWE = TMS ® WEH « WEX @ Y1 + ANH
Source: Vivid Economics
Examples of customer and environment al harm fr
The harm the FD causes can bes sgrawtwh ema sree v tewd ine
consequences of not mat¥Twg ohotbhes av abbselnshoommsssf rail sl esd
growt h o t3ldiminigljieccopaAdgEseasbn | ity totg@liscdre meibselsieng
servtoesew and exiandngnvwiursd mmemrtsa l har m
Bi ggl eswade
Biggleswade is a town ofCamatgrhd oyt i2d0s O0BéEa ti nehdadbvii e lponpt ns
the east of Biggleswade was started in 2010 with a
2019, Central Bedfordshire Unitary Authority gave o
adidt i onal new homeéss Reeaascth odfe vtehleo pkmenngt , wi th 500 conn
This is an exampl e of 'si netxensste nggr owatthe ro ns yAsntgelm.a n

3% AECOM Growth Case Studies (SOC333).
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(735)

(736)

7.2
(737)

(738)

Figure 50 Network at risk of loss of supply

Source: AECOM Growth Case Studies (SOC333)

Wi t hoavitnsm rei nforcement these new devel opments woul c
mai ns t hat run from Toplers Hill water reservoir toc
supply to existing ansd mcedve Icliasntghredhr gwh eArhg Igihd i ght ed

|l ose their water supply (roughly 14,000 customers a

Wat er network reinforcement is required to support
milli&8hortfalls i n3XJBiolwitimonf uedFD &) af edmpdar dssabiAhipt y
to deliver these types of sclibeniné §(3 BAof etdbhetiesn i mat i
woul d seriously ¢&ommpridnmitye thngluipgpmort this devael opme
existing ktusmiognletr sforce Anglian to size the reinforc
requiring future investment and increasing overal/l

Peterborough Flag Fen

Peterborough i s onef gt eoetshiengc ocuintivepse aohfd New Towns
Devel opment ssThe tdhiet M 9&md surroundi n@rexrpeear iwa ntchiinng trf
intense growth, with a 9% increase in population ex

where 10 or mor ex ppercapeedr ttioesbearteuiel t by 2034,n pgrhevi
cat chmeMmltmost 11, 000 of these ar e plrnevdeiscttneedn tt oi sh arveeq

0] thewat er recy WRQig cad mmteraedy( bi ol ogically stressed

(i) there is aneumacceptsablin the risk of compliance
river quality and ;i ncrdkeased pollution risk

(iii) there is a | ack of hydraatl wettewoprakec ittoy awictehpitn ntehwe
which wil! resaimbisneavdei rn corveearstefdo Wl 6 C&0O®H ri sk of s

AnglsiPhmn therefore proposes to upgrade the <capacit
catchment sdeghiifnicsitii,dlee € st ment dicmpaottgase the wat
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nebwk. Anglian is considering a sustainable urban ¢

capacity.

(7399 The i mpact of growth on wastewater networks wunder d
outcome of this analysigh aehdthmpachvest Pebherbotr ogo
t hFei gurbeelb5olw. The | arger red circles indicating ncr
Figure 51 Increasing incidence of sewer flooding and CSO spills in Peterborough by 2031 due
to growth and climate change
2023 2027 2031
Wy 87
'."0‘:,"“ & Te
v e ;S
® @
Source: AECOM Growth Case Studies (SOC333)
8 Request to the CMA
(740) Overall, Of wat has derived wunreal i st igcalwtyh I|foow eccoasstt
is demonstrably too | ow panne cthhaenn sdre stihgarnte dd oae st rnwe ¢
unrealistic assumptions. The combinedgrn oanptalc t ¢ 0 rep & roi

significantly undetéudidetdorfort igeiowtihnaest'sneapprchacilc

al so resul ts i n mi sall ocati on of cost s bet ween

pressures during AMP7.

ca

(741) Of watapproach to growth abmpridmi $esysedliaesegsht at aty

and is inconsi'sstpernitmawiyt hd uQfiwast t o secure that water
carrying out of their stetrmtorsif umctisoengsgprddsselcantgieo n
growatnhd €urthe consumer objective; and its secondar )
sustainable development, 'sasSEB¥Whi |l asmahg Gegieomsent
affected by shortfalls in growth f uagldd,g, giAngd iians
requirements. This underfunding is likely to |l ead t

391 Defra's SPS, paras 8 and 27 (SOC257). These emphasise that gpopulation growthdis goutting increasing pressure on the water sector in
England. The sector needs to innovate and adapt to make sure that it can continue to meet the needs of people, businesses and the
environment; and the regulatory framework needs to adapt tood As a priority, @®fwat should challenge the water sector to plan, invest
and operate to meet the needs of current and future customers, in a way which offers best value for money over the long termd &
resilient water sector must meet the needs of a growing population. The Government is undertaking radical, lasting reform that will get
more homes built right now and for many years to come.6 The SPS expects dhat companies will contribute by achieving timely
connections of new developments é so t h&a®fwatneddsto ghake sure thattcompaayl d
planning, and delivery keeps pace with housebuilding and supports development across the country, taking account of its duty to
contribute to the achievement of sustainable development.6
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(742)

(743)

0] poorer customer service for devel oper customers

for connections, in turn frustrating house build
(ii) the frustratilhgcalf Gewnenrmhemindambi andns for home
(i) increased business risk as investments to enabl
|l ead to | ower standards of performance by Angl:
incidentsi,shmarmjad tdo the environment, | ow water
Anglian considers that these issues can be readily
Anglian and its customers by:
0] setting cost allowances uwthAgnaglsire@l ont iac fporoepoa
t he c¢ompvamiych wi || properl's b-appomr & mbhred ggGioorre nn me
(ii) reising the proposed approach to,basaksspgngcgoaw
Anglsimomdel | i ngan@gpgiomaebbarsiend assessment Anaflcigamnowt h
ma kietmo del s, C55 tool and staff avamd add eds i ndpes

fl oodi ngpraensds uroew separ3@aedy to growt h;

(i) i mpl ementing a mppg emedlH&ecitpm@et ectuecust omers and
growth vary .from forecast

These remedies would ensure that Anglian can apprc
sustainable housing and economic growth in its regi

392 Anglian's investment optimisation tool, C55, is described in Chapter B.3: Anglian's Plan and how it was built.
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1

2

(744)

Overview

C

hapt EEEBhancement

(i)

(ii)

(i)

(iv)

v)

(vi)

(Vi)

Of wat Fi nal
invest ment

i nconsi stend pviimarOf whteres r resilioagce, cu
princi ptge noefr aitntoenral equity) and the enwi3S8R

Of watjustifications for thisedbhoapphtédsid

Enhancement proposal s: (i) model | esd eefiffii cci
chall enge; (i1i) chall erega ctiominesitame mte n$ ¢
WI NEP frontier §hedns eagdujensctense nwei.l | i nclud

cust omer s,

Thegeductarendg | awed and met holdheelyo giigmdrle i
dr i v éErnsh amfc eenxepretr ki, t vt t ri bute model error t

efficiency

i nappr aplj iustenent se need for and. sTakpen otfo
presenna@aamept abl e | evel of chall enge and
t .

environmen

AMP7 sees |l arge increas'sesstiat uther ys crog@ceu iorfe
Wl NEP, greater demand on services throueg
environment from climate change, and cust
|l evel s and environment al enhancement . Thi
Angl'si apnr oposed Enhancement investment, cam
eight times bigger, and a WI NEP progr amme
Anglsi aonver al | Enhancement plan was discuss
supported the proposal to deliver raeddiltiiem

f ace of cl i

customer s.

Of watapproach to Enhancemenpr amadealms nes @&n

remain res

of the climate emergency. Necedsamy biemsye
environmentally sustainable solutions, t I
customers, will bemedefiengetdthefesmnseds ar e
and future customers, as Anglian is forced
l'ife cost.

Request tA the CM

Anglian requests thats &he o€BMAOCE o amarteyns O wg
to Enhancement, including its challenges o
Anglsi arfnej ected Cost Adjustment Claim for s

Determinati on del i vers a Si gn
(A161 millsomp) anreédat End anoe mien

hi ghermrie&bsl tentengnd eacmhsitgher

chald eongéngnbantbmwakdresul ti ng
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to uncertainty mechanisms, Sectilsomduf i @sseanas Stelce i 6

Anglsi aanequest to the CMA.

2.1 BackgrolEntdahoement

(745) Enhanceemxepetndi ture comprises the costs of providing
|l egislative reglEnhameamsent Tgppeadi yure is driven by
quality standards, environment ali vetraerdd atrod sc u sit nopnreor vse
customers through devsetlroepnegrtefsddriiiveennc eg roorwt églleanaaa t h
bal ance. Ongoing operation®dbt andcomat it efhapeecost 8r

Angl'sRimmn and how & nt@ hwaapsk ebBid t )e X

(746) | n conBotasx, ttohEn hsacracl eemeonfit expendi ture i s exptehcet ed t

scope G@fmptasBp hancement programme will change dependi
customer prefgemavhhes Famd ejsanPdlaen, iAncgluidaens t he i nst a
million smartdeméetvers i ts whteatewmtsornt yh eWRMRVRSES no smart r
programme (except for tshePRIY¥4HPIsam)l.l owed in Angl i an
(747) Of waestabétdhe principl e boeft wHiafafee réaanidtainateimeq t expendi
privatisation and the dichotomy has served the ind
hi storically Of Bnahta nicnecnheundte dt hwei tchoi snt se mtfs ,s esrwd tc ea se nrhe
the risk of sewer flooding or addressing | ow pressu

such service enhancements shou¥®dhke emeeptiom base¢he
| eakkBngheancement eA pseenpcairtauuree Chapter solely dediscated

leak atnhancement plans and how these sarRRpbhegsaei
Chaptereatkkage

22 Angl'sastatutory duties

vefer

(748) As outiI€@hmaepd exrAnB.l'3 aRlaamad how i taw@bapwued OfGvadut i es i

PR1,9 Anglsi amquired to

0] deliver t he enhancement s under t he WI NEP ( Wa
Progr asthinp) ease refer ClhapsteerAng.hd &RRawnf and how i
bulilt

(ii) progress t he programme of wor ks described i n
Management Plan) (plea€bapté&AnBi'® aBetani and5hadwof
bulilt

(i) facilitate sustainable and economic growth in tfF

(iv) i mprovesithieemce of its treatment and distributio

(V) deliver the enhancements agreed (WOWIlh atnlde Dr i nkir

(vi) deliver the service |l evels requested by its cu

engagement ) .

398 Anglian conducted two trials for smart metering in AMP6: 6,000 smart meters in Newmarket and 10,000 in and around Norwich. See
September 2018 Plan, Section 5.1.3 (SOCO001).

3% See Chapter E.1: Botex.

3% WINEP sets out what companies need to do to meet statutory requirements. It is developed by the EA working with Natural England
and water companies. It includes actions to manage abstractions and improve water quality to meet river basin management objectives,
reduce pollution, and manage protected areas. It identifies investments that need to be included in companies' plans and promotes the
use of catchment-based approaches.
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3 Of waFEDapproach

3.1 Overview 'sfapPpwatach

(749) As part JfOf was HKBs appleidadt molABdggEniheamce ment pl an, i
scopel/andgeuds t, meprmrtosducti vity challenges as well as dif

(750) The scal e eodfu ctihseosngs | uFsit g wartbee i5@Zwd s ummar i sed i n this s

Figure 52 Ofwat reductions to Anglian's Enhancement plans

Future productivity
challenge (£20m)

Modelled efficiency
challenge (E56m)
Challenge to
investment scope
(£21m)

Challenge to
investment need
(E29m)

Company specific
efficiency challenge
(E3Tm)

Source: Anglian. This figure excludes an additional approximately £2 million allowance made to Anglian in the FD for DPC and
third-party adjustments, which brings the net enhancement expenditure gap to £161 million

(751) Taken togeE&hhencemddduccremase an unprercrdainit etdiomanld y
all owance for Anglian to meet iitBablnceletaweheesodlti gat
substantial 'sfafanicemmgl| iaam omahkieonof A161

Table 18 AW Enhancement gaps per area of challenge

Area of challerfGap for wgGap for wiTot al
( Am) recycling|(Am)
Scope 21 0 21
Need 22 7 29
Future productilO 20 20
Model | ed efficill5 41 56
Compasnpyeci fic e|34 3 37
Tot al 92 71 16%%

Source: Anglian

3% Securing Cost Efficiency Technical Appendix, Section 4 on Enhancement costs, pages 48 to 114 (SOC243).

397 This figure excludes an additional approximately £2 million allowance Anglian benefits from in the FD for DPC and third-party
adjustments, which brings the net Enhancement expenditure gap to £161 million.
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Note: The gap for each area of challenge is taken from Ofwat's explanation in the FD of the challenge applied in

each Enhancement feeder model®*®® and compared against Anglian's DD Representation.3%°

(752) Thi
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(753) I n
t he
red
Cha

(754) Fi g
Ang

S gap puts Anglian in an unttoaldbkéi p&msh &OFf awamenrhti ¢
posal as set out in the FD at an unreal

addftwaappsiti onBoatnebn gr wtwathe ol i kel y t o
verEahlancement. Thkeortrfealtlment of gr owt h
uction in opex allowances in the FD,
pt eiGr B w®h

ure SHhobwsl ahe overlay of cost chall enges

i st

cal ly

fumphet afg

expenditur

reduces t he

from Of

l'ian apPllar,d itroclitudi ng thr migh ado Atsselsasimeean geod &
(Il AR nBrfat Det erDilDarad i tolmr dugh its own “Productivity ch

Figure 53 Enhancement - Anglian's Plan and Ofwat's FD allowance
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Anglian cost challenges O”’fh) &
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s demonst'sRltaens aAlnrgelaidayn refl ect ed Sietgmi derciane

Arii6lllgiaopn bet wesen aOf wawance 'sarPd ahngleifanect s

enditure reduction which confl ates eff

l'icati on aorfd AQfgwodstdim ct o onese statutory

3% Ofwat, Final Determination Models, Section 7 on Enhancement feeder models, available at: https://www.ofwat.gov.uk/final-
determinations-models. To calculate the gap for each challenge, Anglian analysed each of the models listed in Section 7 of the modelling

page to determine the basis on which costs were allowed/disallowed for each area of Enhancement expenditure.

3% DD Data Tabl

400 For example, the FD means that investment in sustainable drainage systems (8UDsJ is being reconsidered. The most likely effect of
this insufficient allowance is the delivery of an alternative investment (which could be sewer upsizing, pumping station improvements,

es, WS2 and WWS2 tables (SOC176).

or an underground tank), but Anglian is also considering a far reduced investment (c.60% reduction) or no investment at all.

401 please note that the Plan submitted in September 2018 and Anglian's total figures exclude growth Enhancement to allow comparison

with Ofwat's Enhancement reduction which excludes growth.

ci
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phe |
a poo

ency af
ealistically | arge ef®2fiile)nicegpemnd ysc depe FOhalTlheng
ating to WINEP imsl awjhpredx ii mateegluy vAR1l &8Pt anop il 8%r of o
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(756)

(757)

(758)

(759)

311 ScopeductAahl )i on
Of watscope chall engeiing ebzomcleameaWrRMR onnect ors allo

deliver seculrynbyi ny§ wapeptyfrom areas of surplus in
defiocitheF&8outédrtain i nhes clmglsicainot esclbenector capa
t havhh &Off wat deems necessary to meet the i mmédiratgd onup
Of wa't onl ywvreducwedd.cTahpiscxsiug especially important f o
par taird ywl acute water scarcity issues in its region.
Fi gur e 5i4l lbuesltorwat e sr etdluecatsi agmacesykt FOf a©Of &6 rAmggd loinan
Anglsi aMil / d capacity for each relevant intescroahecdadr
prpoosed capacity is shown in blue (e.g. Bure. Hwherlk

Anglian has proposed a capacity of 20MI/ d, but Of wa
a cost arlduwowainccrem fl )AH.n16

Figure 54 WRMP interconnector scope reduction and strategy
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Source: Anglian

Table 19| baelsowat €ss shooweé@fcivasonbeen appl's eidntter cAmnrgn @ G

schemes in both MI/ ds (Pcloamp)araesd weol lAnagsl isamowi ng t he
i n teEmsancement expenditure.

Further details of trhed ucrphaccAs'gol fi athhee sceo nsnceacg asee tpr o g r
out in 3S&etdioovn and in the interconnector case study.
taken in thdédangesdt wi tAimegtainadn management programme,
stuldyt er in .this chapter
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Table 19  Ofwat's scope challenge as applied to Anglian's WRMP

Scheme chall engWRMP1|Angl i Of wat Scope| Scope€
schen Pl an Scope| chall e chall e
refer| scop (Ml / dlappl i e ( Am)

Ml / of bus
( pl an c

North Ruthamfo SFN4 40 35 10% 5.01

transfer

Emneth H8Nhglé e NFN4 20 15 10% 1. 37

Bury Haverhill ESUS 20 10 20% 5.16

East Suffolk tdq SEXA4 15 14 5 % 1,22

Norwich to Happg HPB1 1.5 1.3 10% 0. 73

Potable hub: C| NTM1 3.5 2.1 20% 2.62

Nottinghamshire

Littl eHiMgh t@ak NNRS8 5 3.4 20 % 0. 79

East R¥ston N/ 4R 5 2 - 4,16

Tot al 110 82.8 21.0

Source: Anglian, based on Ofwat's FD Enhancement feeder models**

312 Need chall mnlglei ¢ A29
(760) Of wlaas challenged the need fcomsi dAge gltsindimtyvse swhreerng s s

not be <c | Bnshsainfcieende nats ( e. g.; wWatiesi Arnegalditlaimessmtaso)t requi r
there are other alter;natihigieheéd. or berpesdutaoaes) was
met ernondg®nglian has not adequately evaluated the a

optioneering).
(761) Table 201l baebbwat éss nheoewd Cfhwaatl enge has 'sPéam applied t

Table 20 Ofwat's need challenge as applied to Anglian's Enhancement plans

Need chall enge
Enhancement areAm Of wat position in the FD
Water resiliendg-8.9 I nvest ment for r i snke cohfa nfi i

down panels and ri svMatckashhb
worWTWconsidered to be bas

402 For East Ruston, rather than applying the scope challenge as a % of the costs in Anglian's Plan, Ofwat selected the smallest capacity
option considered by Anglian. The 2Ml/d capacity option which had been rejected by Anglian was used by Ofwat to calculate a £3.23
million allowance, whereas the 5MI/d option proposed in Anglian's Plan costs £7.395 million. The 2Ml/d option delivers the capacity to
address the likely deficit associated with the immediate loss of Deployable Output from East Ruston WTW but does not address further
licence reductions and additional industrial demand, from other impacted abstractors. The 5MI/d option proposed by Anglian has been
designed to accommodate these future changes and avoid the risk of stranded assets; the 2MI/d option would curtail opportunities to
re-use or add capacity at a later date. The 5MI/d option represents a 9% reduction in overall costs, in comparison to addressing the
needs via two separate smaller capacity solutions.

403 Scheme added after DD following additional EA sustainability reduction
404 Ofwat FD SDB Enhancement Feeder Model (SOC376).
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Need chall enge

Enhancement arq Am Of wat position in the FD

Met eri ng 7. 4 Il ncreased met er i nstall at
connections reactive and
considered.

Bi oresources -6. 8 Of wat considers that-par tcy I
best opdustnhomerrs and one w
the bioresotPrces market

SEMD /-S BM® -3. 3 Any f ®Bretchuern ty and Emergendcd
(SENMPoOosts should be Comep ast
base totex allowance.

Ot her s 2.7 Il ncludes 10 % cohpatlil oennegeer i &g

WRMP sch%mes

Tot al -29. 1

Source: Anglian, based on Ofwat's FD Enhancement feeder models*®

313 Future producti vimiyl Icihoanl | enge (A20

(762) As expl &@haptdernE. 4: ,6ff wn#&s eapmlhiuddir e psoedmptfi dn tlyo
to t he -Ifooorkwanrgd cos't benchmar KEn i @a n c enmoednet! |eevdesnt\Vsit NNEODRI ¢
companies had already applied their olwnokirmg uvacfawdvis t
dimdoappl tehassumpti on t o nkondhealnlceednmeVdtN ERASt and DD ikkut i
in t heenhRaRbhcement f @%Tdheirs mosd ed aen sniodreer @eatpatielrFr®.n4 i er
shivihipageaasgh 8t9¢ 79 2) nbeenitdivioe doubl e capptidaeiPa tbD

314 Modell ed ef f incgiee nroAy 6pihcan | e

(763) Benc hmar ki nsg pirse fGefrwaetd approach when preparing its 1
uses benchmarking toEabarcsesmearbtoud x O iotfur e f or wat
recyd?PBemchmarking takesmomieer formr ofuniet cost mod el
appropriateness and availability of data, ©OMmaiamnl yuse:
forecast data from company business plans. Of wat ap

405 However, current regulations do not allow non-WASCs to manage or store sewage sludge via their current environmental permits. Non-
WASCs cannot recycle sewage sludge-based products under this regulatory regime as sewage sludge products are recycled under the
Sludge Use in Agriculture Regulations. Therefore, it is only other WASCs that can be contracted to procure additional digestion capacity
to Anglian. However, other WASCs are also capacity constrained due to growth and impacts of WINEP. More details on bioresources
are available below.

406 The Security and Emergency Measures (Water and Sewerage Undertakers) Direction 1998 directs undertakers to maintain plans to
provide a supply of water at all times. The Security and Emergency Measures (Water Undertakers) Direction 2006 places a qualified
duty on undertakers to provide a water supply to a licensed water supplier where (i) there is an access agreement in place and (ii) the
licensed water supplier requests the water undertaker to provide it with a supply of water in the event that the licensed water supplier is
unable to provide a supply to its customers due to an emergency or security event. Please refer to Defra's website for more details,
available at https://consult.defra.gov.uk/water-and-flood-risk-management/directions-new-water-supply-sewerage-regime/.

407 The relevant schemes impacted are BHV Intra RZ Bury Haverhill Transfers (£1.52 million); SD Resilience Diddington WTW (£220,000);
RTS Intra RZ i Woburn PZ (£360,000); and RTS Intra RZ i Meppershall PZ (£320,000).

408 Ofwat FD Resilience Enhancement Feeder Model (SOC377); Ofwat FD Metering Enhancement Feeder Model (SOC378); Ofwat FD
Sludge Enhancement Feeder Model (SOC379); Ofwat FD Security Enhancement Feeder Model (SOC380); and Ofwat FD SDB
Enhancement Feeder Model (SOC376).

409 Ofwat FD Capex Enhancement Aggregator Feeder Model, WINEP-in-the-round tab (SOC381).
410 Securing Cost Efficiency Technical Appendix, Section 4 on Enhancement costs (SOC243).
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(764)

(765)

(766)

of whi ch, according to Of wat, depends on theogual it
projections around their benchmarks.

Tabl ee2iblwl ustrat &s moadve | Ofewlatef fi ci ency chal I'sflha@ae has

Table 21  Ofwat's modelled efficiency challenge as applied to Anglian's Enhancement plans

Model | ed efficiency challenge

Enhancement/Am Of wat position in the FD

WI NEP (wat -3 ®. AA59mi | I'WIOMEP i n tthaesedoumm 1

recydting) forwlacadki ng upper quartile
From the modelled costs fo

Enhancement under the FD, A
all owanc.emiolflcidotmd ar ed t o t hg
DD Representation resulting
approxi mastmell yi A®9.

Lead -:11. 5 Model l ed costs do not appr
pipes replaced antd tghemnefo
proactiemecusupply piipse croenps
t o 'ibreef ficiency

Met eri ng 3.1 Chall enge based omnstAsngl 0@
installations being greater
costs to deliver forecast n
First time |-1.6 Chall enge bas&sd comst An dleiiarg
model |l ed due t d2dowoi ncaotn pnagn i
in the model causing instahb
Tot al 56

Source: Anglian, based on Ofwat's FD Enhancement feeder models*®

315 Compaspecific ehaiceegqey()ABN

Oof wa't agpplo®wsefficiency cha'sBethgx dsasdkdp hwenats@f waetf er
Chapt exrBoE .€frurt her dethailll ®)n.geThiss aut oawmaetai sc awh eyr ea pQfl

conduct'sbala oWwa sdsievses ment . It al so includes ef fici
interconnectwhri cshc haermeest ypi cally | ower than 10% (e. g
reservoirs, pumping s4%tions and water mains).

Tabl ebed2Wl ustrates tompgdwiati c efficiency chall eng
Angl'siPd mn

411 For WINEP models, Ofwat also applies an additional 6.94% challenge to the modelled costs, as a 'catch-up' to industry upper quartile.
There is an additional forward-looking efficiency of 2.64% (covered in future productivity challenge Section of this Chapter).

412 Anglian and Severn Trent.

413 Ofwat FD Capex Enhancement Aggregator Feeder Model (SOC381); Ofwat FD Lead standards Enhancement Feeder Model (SOC382);
Ofwat FD Metering Enhancement Feeder Model (SOC378); and Ofwat FD First Time Sewerage Enhancement Feeder Model (SOC383).

414 Security Cost Efficiency Technical Appendix, Section 4 on Enhancement costs, pages 51 and 52 (SOC243).

415 Ofwat applies a 2.5% challenge to water reservoir, pumping station and water main costs. It also applies a 10% challenge to electrical
distribution and project location factors. Depending on the ratio of these costs, each scheme gets an efficiency challenge of between 4
and 7.5%.
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Table 22 Ofwat's company-specific efficiency challenge as applied to Anglian's key Enhancement

plans*t6
Compaspgeci fic efficiency challenge
Enhancement |Am Of wat position in the FD

Supply deman-18. 3 10% company <challenge and

for reservoirs, pumping st a
Wat er WINEP |-6. 1 10% effichahlcgnge applied
management , Wat er Fr a ti\d-viDo

me as u*’eese | s regul ations -nahi
speci es.

Leakage 5.3 10% efficiency chal lenhaer cap

Ot her s 7.7 Nitrates, | ead,anrde swaltieern cree
odour .

Tot al 37. 4

Source: Anglian, based on Ofwat's FD Enhancement feeder models*®

3.2 | mpact o MDD whdci si on

(767) Taken individually, theathBDI|I eEemwedapptdi mdt hpdOf wgt |
and | ead to higher costs and ri,skdetsgpides tsdngenrisf i &rad

chall enge by Anglian at both | AP and DD.

(768) Col I ecti welcyh,alOfewmagtes prevent delivery of the invest
statobodbigati ons and deliver bestr exil luieestol tuae i tome ft 1
of growth and climate cHha%Fqd,egaxs Détr ecuti oinn SArag leimem

321 Scope challenge

(769) As set Tabltei 9 O®Obwae has challengegdreposgsals 0Eél Anigl
intercomasectocwmmesbiedeaaspacity for the relevantedchem
to close the deficits isn d¢threr pe?® i WRERMP.0 2045 in Angl

(770) Of waapproach in the FD fails to recognise that Angl
relevant interconnector schemes, appbgtdemandnunctsr

resilience needs and future strategic scheme uti
supply demand uncertainty, it was not possible to

timing mdsawatees planning methodol ogArcaglli amanhlyerse ad!

a stress testing approach to quantify the most

416 This table only includes Ofwat's company-specific efficiency challenge as applied to Anglian's three largest areas impacted by this
challenge.

417 Directive 2000/60/EC of the European Parliament and of the Council establishing a framework for the Community action in the field of
water policy. Ofwat, Final Determination Models, Section 7 on Enhancement feeder models available at: https://www.ofwat.gov.uk/final-
determinations-models.

418 Ofwat FD SDB Enhancement Feeder Model (SOC376); Ofwat FD Drinking Water Protection Enhancement Feeder Model (SOC384);
Ofwat FD WFD Enhancement Feeder Model (SOC385); Ofwat FD Eels Regulation Enhancement Feeder Model (SOC386); Ofwat FD
Invasive Species Enhancement Feeder Model (SOC387); Ofwat FD Raw Water Deterioration Enhancement Feeder Model (SOC388);
Ofwat FD Lead standards Enhancement Feeder Model (SOC382); Ofwat FD WW Resilience Enhancement Feeder Model (SOC389);
Ofwat FD Resilience Enhancement Feeder Model (SOC377); and Ofwat FD WW Odour Enhancement Feeder Model (SOC390).

419 Anglian's FD, page 44 (SOC231).
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demonstr ag el &rh aft’s Ama@gb u aatn.

ssioned NERA Elcoawntmi Wo rCotn skié d

(771) When preparing its Plan, Anglian caonsédewkbdr potento
del i verdesmampuldye si | i ence (dual siotusr.c eT hoifs saupppprloya)c hb esnee
the most benef it for customers through the deliver
providing resilience to communities currently only

(772) Providing for thirs tchaspna cd e lya yniampgs i seuabhsgeegiune nftut ur e A MF
bettetermngal ue for customers. As set'so®tabel dw] i w
Oof wat WRMP proposal u ntdoe rhitghhee rF Dc olsetasd s( bot h iins etder ms
costs and whole | ife costs) as wel/l as higher <carbc
principlerofoffaguli é¢s interconnector capacity inves
strong |l evéd of support

(773) As Angliahyrepepbteded througftoOftwatthevaBR I u |l dryo cceosnss,u |
the WRMP process where Angl i afnoirtkeaprrloyposed ount ert
i nvestemti.tRepD&®sentation, Anglian also exppeai méd,t h
proposed investrment was justified.

I nterconnectors case study

Anglian requesth EiborlM3i43. 8i nterconnector progr
500km of2@fawsntsFD aABOwe @ lirenul ting in a fnuhdt
Of wa't has assessed interconnectors with scofy
argues thatprAogdsad i nterconnector capacitieg
tabl es Amgl itdmtdi d not sufficiensigdei opeésbingaq
I n addition to the known supply demand bparl cawi(
throughout PR19 tpseovp cdseéndcrec € mert e x pteenrdciotnunreec tf(
best valwue for custteame rbsy cavdedrr etshse nlgong ) sing
future supply demand uncertainty.

Single source s:&€&sritaenceommekities are curre
sarce. Anpropaonssdbusiceglresilience risk invest

420 This approach took into account a broad set of criteria including costs, adaptability, deliverability, customer preferences and
environmental and social impacts. After stress-testing the Plan for different scenarios (e.g. extreme drought and higher climate change
impact). Anglian prepared a best value plan that balanced known pressures with the need for an element of future-proofing to avoid

future re-work.

421 WRMP Least Worst Regret Analysis (SOC220). The Least Worst Regret analysis is a practical tool for decision-making in the context of
uncertainty and especially where it is difficult or inappropriate to attach probabilities to possible futures states of the world (Stan Zachary,
Least worst regret (LWR) analysis for decision-making under uncertainty, with applications to future energy scenarios (3 August 2016),
p.1). The rationale for using LWR analysis to appraise Anglian's investment options is that there are multiple sources of uncertainties
regarding the future water demand-supply balance due to the uncertain effects of climate change, changing planning standards, costs,

and performance of new supply and demand schemes.

422 Revised draft WRMP Customer and Stakeholder Engagement, page 9 (SOC205). Page 9 specifically talks about the options presented
to customers, with 71% of customers supporting future-proofing.

423 |AP Response, pages 64 to 65 (SOC104) and IAP Water Data Tables Commentary, pages 40 to 41(SOC107); and DD Representation,

pages 195 to 198 (SOC168).

424 1n the Resilient Water Supplies chapter of September 2018 Plan (SOC001) and in the Revised draft WRMP, pages 60 to 75 (SOC204).

425 DD Representation, pages 195 to 198 (SOC168).
426 DD Representation, page 66 (SOC168).

427 These figures relate to the whole interconnector programme and not on a specific interconnector. The £343.8 million request excludes
the £52 million early investment in resilience made available by shareholders in AMP6 (i.e. the AMP7 figure that Ofwat used to calculate
the £/MId unit rate used the AMP7 figure not including this early investment). If the early investment had been reflected in Ofwat's
calculation, it would have resulted in a higher unit cost allowance.
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i solated communities to a second sourwiet hoft hwe
supplie i nterconné®Wiotrh opurto gtirhaemnceapracp d sye di,p gAm
be atbdel i ver the benefits associated with the

Whil st all owance haadsdi b énehmaanimaedne nf ot o pr ovi de
interconnectors to s malolutpeo poufl a thieo,n sOffceansoeh @do
t hkrecessap&city iunpgtrhaedkessmpptybal ance model t o

Whi |l st the resilience programme makes an al
additionalur seipptllye smapacity requirement in th
not all owed.

Tabl be2®dwt | i nes the number of i mpacted cust on
connected to a single source of supply, as a

Table 23  Impact of Ofwat's FD on Anglian's planned WTWSs

WTW Failed WRMP19 Household [Population on[Reason for lack of benefit
IScheme population [Single Water
Reference [at risk Supply

Alton WTW ESU8 70,054 1.60% WTWs where the reduction in

interconnector capacity directly
limits the ability to deliver
additional resilience benefits in

AMP7
High Oak WTW  [NNR8 26,266 0.60%
Little Melton WTW 27,989 0.64%
WTWs where the reduction in
Gainsborough NTM1 10,814 0.25% interconnector capacity will limit]
WTW the opportunity to  deliver
additional resilience benefit in
Everton WTW 18,626 0.42% future
Ordsall Road 33,955 0.77%
WTW
Total (potential) 187,704 4.28%

Source: Anglian

Future supply demanAln'gunigacopg @as emd yi nt er cohmasctb
designed to accomnmodautree ssounpep |l oyf ditelmeand uncert

on its supply demand bal ance that will occur
but which were not quantifiablienoMiudcd nt HAER MPele
tooaén -year drought event (as set out i n th
Framet®wW9rland a move to using new UKCP18 <clim
expected additi &#%Tehle efMaitoneal gPbabhhing Fr amewor
for further sustainability reductions beyond
the full utilisation of a new str at'segdtcr ateesee
sol upi ogr aAmel.i an has sought to help address
AMP7 where doing so results in a | ower whol e

428 For example, connection to multiple sources reduces the risk of interruptions to supply leading to better customer outcomes.
429 EA's National Framework (SOC281).

430 The UK Climate Projects (KCPJ is a climate analysis tool that forms part of the Met Office Hadley Centre Climate Programme which
is supported by the Department of Business, Energy and Industrial Strategy (BEIS) and the Department of Environment Food and Rural
Affairs (Defra). UKCP provides the most up-to-date assessment of how the climate of the UK may change over the 21% century.

Chapter E.3: Enhancement

184



(774) Table 241 beashhavvat@$ wpdosition in the FD wildl l ead to
solutions which give rise to overall higher costs f«
They show the WHO eated ttalhpdc & 1l s ¢c @(ribno nt oenmmi esss ioof N'TCO2 e
CO2)Y®or Asgbohoti o WRBRMPOpwaposal in the FD.

Table 24 WRMP long-term Anglian solutions vs. short-term Ofwat solutions WLC and capital carbon
emissions

WR MP 162. 1 75, 81 180. 2 90, 97 18. 15,15
intercon

Source: Anglian
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Note: All prices are 2017-2018 Prices Base and discounted over 40 years. Anglian has followed the Treasury Green
Book Approach when preparing these figures.

(775) Of wastol uti ons in the FD wiBImit & mo latd dwhi o bognmlkicekseunhet oi entigy
in hifghemsehan!| wohled wi se be the caselasltwé&ilnlesaofarnrcO
emi ssion's. pObwasals therefore not only defer expen
i mpl ement inefficient phasing of soluti“dns and grea

(776) Angl i an WRMPB®Y egy i ntvrodowk sampprtovdanh, with a focus on
devel opment 0-§ i hee wc spup il tyy . It is critical that b o
delivered as part of WRMPelrOm iwa soerudrecre st déi8amdedue nld @rs go |
supply is also EeAskEgvimebonmenialt Per hodmaincabAEBs £ g s me
WRMP19 ambitions would have a significant i mpact on

(777) Of watksReks t o ofedtuhcee ianlviest ment areas that collecti v

combined i mpact of these reductions is to increase
security of wadeproesdumgesesilientfeuppMPesdaimegress:
FD priorittersmscoedqitorrteducttieams ionveerr etshtes lodng he envir
in the region. It wi || result in a disproportionat e
overallmités whesoabil ity to fully utilise a new strat
t hrougHhs (Hftwaatt egi ¢ Regi onal Solutions programme and
proc%¥ss.

(778) I n order to illustrahecekskda sdcembberbedwi mpacpresented
parts of The friergstondescri bes an wurban centre, the s
one of 'sAnkgdy ainnt erconnectors in that urban asdeBR and
on an environmentally sensitive rural area.

431 Ofwat's solutions in the FD will result in approximately an additional 28 KT of carbon dioxide emissions. For context, Anglian's annual
net operational carbon emissions were 314KT in 2018/19. Further information on operational carbon is available via Anglian's
performance dashboard available at http://ourperformance.anglianwater.co.uk/smaller-footprint.html?tab=tab_b.

432 The WRMP19 is a statutory plan that has been approved by the Secretary of State. The plan outlines how Anglian will maintain security
of supplies in its region, addressing the combined challenges of population growth, climate change, increased likelihood of future
droughts and the needs of the environment in the east of England.

433 As set out in the newly published Water Resources National Framework by the EA's National Framework (SOC281).

434 The Regulators' Alliance for Progressing Infrastructure Development (RAPIDQ brings together Ofwat, Environment Agency and the
Drinking Water Inspectorate to improve regulation and aid the water sector in responding to long-term water resources challenges. 17
national strategic water resources schemes have been proposed to address current and forecast supply deficits through RAPID. The
progression of these schemes and access to the next tranche of funding will be evaluated in a gated process.
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WRMP Case Study 1: | pswich and the East

The EastWRBi(fWadlek Resounclkudesne)he town of | p
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the north'sofefgnghi am secure Dwphmlti essc emrad é rot shf
intervention to reduce capacity between Wi sb|
presents a very. sThei fedanti onskesults in an
water acr ¢sssr eAgnilgolrs,mavwilter capacities uwWstream

The capacity interventions Of wat makes dyiemirt r
period) drought events, which is set out as
Enviradannmnegmmadcy on al Pl anning Framewor k.

Of watapproach al sso dbinmiittsy Atnaggl a chaapt & odii wit uo @
and popul ati on @he wabhi Ipirteys stuor eust.i | i se new r es
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ongoing climate change pressures and growt h,
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435 gpecifically (i) between Peterborough and Wisbech, Ofwat seeks to reduce the capacity from 40 MI/d to 35 MI/d and (i) between Wisbech
and Stoke Ferry, Ofwat seeks to reduce the capacity from 20 Ml/d to 15 Ml/d.

4% Ofwat has assessed the capacities on an individual basis, rather than taking into account the system view by which WRMP19 has been
developed.

437 The Elsham transfer initially failed the discreteness test for DPC due to the dependency of other parts of the grid on this connection to
the new treatment works and to other surpluses in North Lincolnshire.
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(780) As setTalulte im0 aboveeveral Enhancement aseasye®§f mant
on the meagdexpdfai ned in Section 3.1.2 above). It al s
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438 Defra's 25 Year Plan (SOC284) and the EA's National Framework, page 9 (SOC281) which sets a target of 110 litres per person per

day by 2050 nationally.
4 Defra's 25 Year Plan (SOC284).

440 Revised Draft WRMP Options Appraisal, Chapter 3, pages 38 to 63 (SOC206).
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