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Keith Haslett 
Chief Executive Officer 
Sutton and East Surrey Water plc 
London Road 
Redhill 
Surrey 
RH1 1LJ 

Dear Keith 

Cost change draft determination 2026 

13 August 2026 

I enclose in Appendix 1, the cost change draft determination by the Water Services 
Regulation Authority (Ofwat).  

This draft determination is published on our website. We also publish the following 
documents, which support our cost change draft determination for SES Water: 

• Cost change draft determinations 2026 - Sector Overview;
• Cost change draft determinations 2026 – Asset health cross cutting issues

appendix;
• Cost change draft determinations 2026 – Price control deliverables (PCD)

appendix;
• Cost change draft determinations 2026 – Asset health PCDs; and the
• Cost change draft determinations 2026 model and asset health model

In accordance with sub-paragraph 14ZA.1 of Condition B: Charges of Sutton and East 
Surrey Water plc’s appointment as a water undertaker, Ofwat now gives notice of its 
intention to determine the questions set out in sub-paragraph 14ZA.3 of Condition B in 
relation to the following Eligible Item(s): 

- 3. Asset health

I enclose the following additional information relevant to our decisions within the 
appendices of this document: 

Appendix 2: Our draft determination on how SES Water's expenditure allowances are 
funded 

Appendix 3: Our detailed assessment of, and decision on, SES Water's submitted 
claims.  
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SES Water should ensure that it reads all the information referred to above before 
responding to this consultation. The closing date for responding to this draft 
determination consultation is 24 September 2026. We have published SES Water's cost 
change submission on our website. 

Yours sincerely,  

Helen Campbell 

Executive Director, Delivery 
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Appendix 2: Our draft determination on how SES Water's 
expenditure allowances are funded 

We must determine whether expenditure allowed in the cost change process requires a 
change to company price controls to allow in-period funding. The cost change 
guidance notes set out our approach to assessing whether to provide in-period or end 
of period funding for allowed expenditure. The factors we consider are set summarised 
in section 5 of PR24 Cost change draft determinations 2026 – Sector overview 
document. Where we provide in-period revenue adjustments, this consists of:  

• any pay as you go expenditure reflecting operating expenditure (opex) allowances;  
• allowed return on any committed additions to RCV, based on the allowed return in 

companies' PR24 determination;  
• run-off on any committed additions to RCV based on the final determination RCV 

run-off rates for the relevant wholesale controls; and 
• where applicable, we will also provide issuance costs for additional required equity 

identified within the financial model at the same rate as for the final determinations 
of 2.5% of new equity. 

For SES Water we do not allow in-period funding for the allowed expenditure. Our 
decision reflects our consideration of the relevant factors in the round. 

• We do not provide in-period funding for £10.3 million of allowed expenditure for SES 
Water's asset health claim. Funding for this asset health expenditure will be 
provided as an adjustment to RCV at 31 March 2030 and an adjustment to revenues 
over the 2030-35 price control period.  

In our assessment we carefully considered the financial impact of the additional 
expenditure we allow and how a company is progressing against delivery of its existing 
investment programme. Our assessment shows that the company would remain 
financeable on the basis of the notional capital structure over the 2025-30 period. Any 
reduction in financial ratios as a result of the additional expenditure allowances would 
also be mitigated by the current underspend on its year 1 total expenditure (totex) 
allowances. 

If SES Water wishes to make the case for in-period funding in its response to our draft 
determination, it should include consideration of the impact of both the cost change 
and ODI payment processes in its response to the draft determination7. This should 
take account of our draft determination (and the company's view of this) and any other 
factors or changes since it submitted its claims during the March to May 2026 

 
7 See cost change guidance, IN 26/01 Submission of cost change applications. 
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submission window. This should take account of the latest view on progress on 
delivering existing investment programmes. 

If the company requests in-period funding as part of a future cost change process, we 
will reassess all of the factors relevant to in-period funding set out in the cost change 
draft determinations sector overview. 

A2.1 Delivery assessment 
 
2025-30 delivery 

We reviewed the company's May 2026 delivery plan update. On balance, although we 
have concerns about the company's output forecasts, we consider that the company 
provides sufficient and convincing evidence to demonstrate that it remains on track to 
deliver its PR24 commitments by the end of 2025-30 period. We provide a summary of 
our assessment below. 

In its May 2026 delivery plan update the company showed the following positive 
indicators in relation to 2025-30 delivery progress: 

• The company reported meeting all its interim milestones in 2025-26. 
• The company is forecasting to have released 85% of its capital schemes to the 

supply chain by the end of 2026-27.  
• The company is forecasting to have 85% of its capital schemes in construction or 

delivered by the end of 2027-28. This should provide the company with 
headroom to respond to unforeseen events and manage any delivery risks. 

• The company remains confident that it will deliver all of its PCD outputs by the 
end of 2025-30 period. 

However, there are still some indicators that raise concerns in relation to the 
company's delivery forecasts for the 2025-30 period: 

• The company has shown slow progress in relation to water PCD outputs, 
delivering below baseline target in 2025-26 (see section below on delivery in 
2025-26).  

• The company spent 25% less than PCD related allowances in 2025-26 for water 
and is forecasting to slightly underspend PCD allowances by the end of 2025-30. 
The company has explained that it is targeting cost efficiencies in its 
programme. 

Delivery in 2025-26 
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In its May 2026 delivery plan update, the company reported delivering 35% less PCD 
outputs (in value terms) in 2025-26 compared to baseline target. The company has 
therefore failed to demonstrate that it is not behind on delivery in 2025-26. 

A2.2 Financeability assessment 

SES Water requested in-period funding within its cost change submission. In a joint 
submission with South West Water, the company argued that even the relatively 
modest investment case it proposed could have a material adverse effect on its notional 
credit metrics if recovery was deferred to the end of the period. It also argued that this 
would be compounded with further submissions in 2027. 

SES Water also set out that in-period funding would be in the long-term interests of 
customers, as it would minimise the whole life costs to the customer and maintain the 
smoothest bill profile for customers between price control periods. It also sets out that 
this would most closely replicate the natural profile for customers had the totex been 
allowed at PR24. The company supported this with customer research which found that 
78% of participants preferred bill increases to begin earlier and argued that 
stakeholder engagement has consistently found that customers value a smooth bill 
profile that avoids step-changes in revenue between regulatory periods. We have 
responded to these points in the Cost Change Draft Determinations 2026 – Sector 
overview. 

We have set out our approach to assessing financeability in annex A2.2 of the PR24 cost 
claim draft determinations 2026 sector overview report. We have assessed SES Water's 
financeability on the basis of the notional capital structure within a copy of the final 
determinations financial model by adding in the additional cost allowances in our draft 
determinations. We have maintained other assumptions, including the allowed return 
on capital, in line with the final determinations. Our financeability assessment assumes 
the company spends its totex allowances according to the profile set out in the final 
determinations and has no under- or out-performance. 

Adjusted interest cover and funds from operations to net debt are lower than the 
financial ratios set out in our final determinations, particularly in 2029-30. However, 
the ratios for all years are above our guidance for the target credit rating of Baa1/BBB+ 
and the average across 2025-30 provides material headroom to that guidance. As such, 
we assess that SES Water remains financeable over the 2025-30 price control period 
without in-period funding.
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