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Keith Haslett  
Chief Executive Officer 
South West Water Limited 
Peninsula House 
Rydon Lane 
Exeter 
EX2 7HR 

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 South West Water: 
 

• Cost change draft determinations 2026 - Sector Overview;  
• Cost Change draft determinations 2026 – Price control deliverables appendix;  
• Cost Change draft determinations 2026 – Asset health cross cutting issues 

appendix;  
• Cost change draft determinations 2026 – Asset health PCDs;  
• Cost change draft determinations 2026 – Growth PCDs; and the 
• Cost change draft determinations 2026 suite of models  
 

In accordance with sub-paragraph 15ZA.1 of Condition B: Charges of South West Water 
Limited's appointments as a water and sewerage undertaker, Ofwat now gives notice of 
its intention to determine the questions set out in sub-paragraph 15ZA.3 of Condition B 
in relation to the following Eligible Item(s): 
 

- 1. Cyber security 
- 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 South West Water's expenditure 
allowances are funded 
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Appendix 3: Our detailed assessment of, and decision on, South West Water's 
submitted claims.  

South West 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 South West 
Water's cost change submission on our website. 

Yours sincerely,  

Helen Campbell 

Executive Director, Delivery 
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Appendix 2: Our determinations on how we fund South 
West Water's expenditure allowances 

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 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 South West Water we do not allow in-period funding of 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 
South West Water's growth claim. In-period funding is not available for growth 
related expenditure in the 2026 cost change process, although this may be possible 
for 2027.6 Funding for the growth allowances will be provided through an 
adjustment to RCV at 31 March 2030 and an adjustment to revenues over the 2030-
35 price control period. 

• We do not provide in-period funding for £1.5 million of allowed expenditure for 
South West Water's gravity sewers inspections claim. We set out in our PR24 Cost 
change guidance for gravity sewers, that any adjustments to allowances for 
increased gravity sewer inspections would be funded through an end-of-period 
adjustment.7  

• We do not provide in-period funding for £169.6 million of allowed expenditure for 
South West 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.  

 
6 We recently published a licence modification consultation which would allow in-period funding for growth 
from 2027. 
7 Ofwat, 'PR24 Cost change process: Gravity sewers investment assessment guidance' February 2026. Page 
9.   



7 
 

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. We set out our assessment of these below.  

Our draft decision is to not provide any funding in-period for South West Water. 
Whilst we considered that the company may face a financeability constraint on the 
basis of the notional capital structure over the 2025-30 period, this was on the basis 
of spending all of its totex allowances. While the company appears on track to deliver by 
2029-30, our assessment is that the company has not demonstrated that it 
is not behind delivery in relation to its water 2025-26 commitments. It has also 
underspent its year 1 water and wastewater PCD allowances. As such, we do not 
consider that in-period funding should be provided at this stage. We note that any 
reduction in financial ratios as a result of the additional expenditure allowances may be 
mitigated by the current underspend on its PCD water and wastewater allowances.  

If South West 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 determination8. 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 
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. Although we have concerns 
about the company's output forecasts, overall, 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 for water and wastewater. 

Water 

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

 
8 see cost change guidance, IN 26/01 Submission of cost change applications. 
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• The company reported meeting all of its interim milestones in 2025-26. 
• The company is forecasting to have released 74% of capital schemes to the supply 

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

delivered by the end of 2027-28. 
• The company remains confident that it will deliver all of its price control 

deliverables (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 2025-30 period: 

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

• Underperformance was driven partly by mains renewals and smart metering. On 
mains renewals the company explained that it is behind on delivery due to 
delivering mains but not commissioning them. On metering, the company explained 
that the challenge has been primarily new installations with the company 
performing better in meter replacements. 

• The company has underspent its water PCD allowances by 52% in 2025-26. This 
suggests possible slippage in its delivery plan. The company is also forecasting to 
underspend PCD allowances by the end of 2025-30 period. The company explained 
that it is targeting cost efficiencies in its programme 

Wastewater 

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

• The company showed good progress in relation to wastewater PCD outputs, 
delivering more than baseline target in 2025-26 (see section below on delivery in 
2025-26). 

• The company reported meeting most of its interim milestones (97%) in 2025-26. 
• The company remains confident that it will deliver 100% 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 underspent its wastewater PCD allowances by 77% in 2025-26. 
This suggests possible slippage in its programme. The company is also forecasting 
to underspend PCD allowances by the end of 2025-30 period. Underspend is in 
areas where the company is not due to deliver until later in the 2025-30 period. The 
company also explained that it is targeting cost efficiencies in its programme. 
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• The company is expecting to have released only around 30% of capital schemes to 
the supply chain by the end of 2026-27, and have 38% of capital schemes in 
construction by the end of 2027-28. This is significantly below the sector average 
and therefore, we have concerns that this could lead to further slippage later in the 
2025-30 period. 

Delivery in 2025-26 

Based on its May 2026 delivery plan update, the company has failed to demonstrate 
that it is not behind delivery in 2025-26. 

• On water, the company reported delivering 38% less PCD outputs (in value terms) in 
2025-26 compared to baseline target. 

• On wastewater, the company reported delivering 18% more PCD outputs (in value 
terms) in 2025-26 compared to baseline target. 

A2.2 Financeability assessment 

South West Water requested in-period funding within its cost change submission. In a 
joint submission with SES 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. 

South West 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 that 
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 South West 
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. 
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Adjusted interest cover and funds from operations are lower than the financial ratios 
set out in our final determinations and decline significantly over the period. In 
particular, whilst the adjusted interest cover remains just above our guidance in all 
years, the funds from operations to net debt ratio in each of the years 2028-29 and 
2029-30is below our guidance for the target credit rating of Baa1/BBB+. As such, we 
consider that South West Water may have a financeability constraint over the later 
years of the 2025-30 price control period without in-period funding. After providing for 
in-period revenue adjustments and additional equity injections, we consider that in-
the-round, financial ratios are consistent with the target credit rating over the 2025-30 
price control period.
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Implicit allowance The company's view of 'what base buys' (implicit allowance) across its 
asset proposals is lower than our view of what base buys based on historical sector 
expenditure rates. 9 In order to protect customers from paying twice, our general approach 
is to recover cost change allowances where existing base allowances turn out to be 
sufficient. If we were to amend this approach, we would look to implement a targeted 
customer protection for this allowance in light of the concern regarding 'what base buys'. 

Component 1:  

Company evidence: The company provides evidence to demonstrate its historical 
investment and the resulting performance; it shows that its investment has maintained 
recent stable performance in blockages and collapses. The company states that the sewer 
rehabilitation rate dropped significantly in the 2020-2025 period due to re-prioritisation of 
investment to rising mains. 10 There is a planned increase in sewer rehabilitation over the 
2025-2030 period to replace 0.8% of the network which includes enhancement allowance 
from its PR24 targeted asset health programme.  

The company does not provide actual observed asset condition data, but instead infers 
asset condition through performance analyses of blockages, collapses and other service 
measures such as pollution and flooding.11 It states that it used the latest UKWIR report to 
develop a set of asset health metrics (blockages, particularly those associated with 
condition defects as these are considered a sewer collapse risk) that inform its 
deterioration modelling. The company states that structural failure related blockages, 
against a background of stable blockage performance overall indicates that reactive risk is 
increasingly asset-condition driven, and a return to targeted capital investment in sewer 
rehabilitation is required.12 It also points to the higher risk of failure in the transferred 

 
9 Our assessment and further detail can be found in the Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix 
10 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, pp.5-6 
11 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, pp.7-11 
12 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, p.9 
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sewer network. The company demonstrates that deterioration modelling has been 
conducted to determine future rehabilitation rates and the model looks 25 years into the 
future to estimate long-term asset health13. 

The company states it has engaged with the Environment Agency (EA) through established 
regulatory interactions relating to pollution incidents, environmental performance and 
storm overflow spill reduction. It states that local authority engagement has also informed 
understanding of areas sensitive to flooding and disruption, particularly for coastal and 
estuarine sewer assets.  

Component 2:  

Company evidence: The company provides evidence to show the sewer and connections 
into it are partially submerged in sea water, and tidal infiltration occurs, leading to saline 
corrosion inside the assets. Over time the corrosion is reducing hydraulic capacity and 
compromises structural integrity. The same corrosion limits the ability to conduct CCTV 
survey to determine actual asset condition, but this is inferred through the increase in 
saline infiltration. Infiltration is currently managed through targeted interventions.  

Component 1:  

Our assessment: The company provides sufficient and convincing evidence that the 
proposed additional investment through increased renewals is required to prevent 
deterioration in asset health over the long-term. It shows that historical investment has 
been sufficient to maintain stable performance levels for blockages and collapses, but its 
data shows that structural defects are increasing. Forecast models show deteriorating 
performance without a significant increase in renewal rates. This demonstrates a change 
in asset risk in the future and that a step change in investment is required. The company 
provides some evidence of activities associated with base expenditure and the 

 
13 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, p.12 
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modelling)14. It also describes the scenarios with details and assumptions against each 
proposed intervention. Five intervention options have been shortlisted and modelled; the 
output of the modelling is provided as costs by asset management period (AMP) and 
service impact for each year to 2050 (forecast impact on service blockage, structural 
blockages and collapses). The company's preferred option is the one that achieves no 
increase in any modelled service measure e.g. flat blockages & collapses performance. 15 
The company provides additional cost and benefit information for the options and the 
preferred option,16 but this is not quantified into a comparable cost benefit ratio for each 
option.  

The preferred solution is described in terms of km and cost of rehabilitation over the next 
three years, plus a longer term 25 year profile, split by public and transferred private 
sewers.17 It shows that after the 2025-2030 period, the majority of rehabilitation will be 
focused on the transferred private sewer network. It also provides a table to show the 
service benefits of the additional investment during the next three years.18  

Component 2:  

Company evidence: The company provides evidence to show that it considered five 
options, the two most realistic are carried forward to cost benefit analysis (CBA). The 
proposed solution achieves the maximum risk reduction and achieves a high cost / benefit 
output. The company states that for customers, the most important benefit of this 
investment is the material reduction in the risk of pollution incidents and dry weather 

 
14 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, pp.11-12 
15 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, p.14 
16 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, pp.17-18 
17 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, p.14 
18 South West Water, 'Cost Change Submission 2026 - Technical Business Case - Gravity Sewers Refurbishment', May 2026, p.19 
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storm overflow spills arising from gravity sewer failure in sensitive coastal and estuarine 
environments.  

Component 1:  

Our assessment: The company provides sufficient and convincing evidence that it has 
considered a wide range of options, used deterioration modelling to determine future 
requirements and conducted cost benefit analysis for each shortlisted option. The 
company's preferred investment option maintains stable performance for the key service 
measures, which seems appropriate for achieving long-term asset health, however overall 
quantified cost benefit ratios for each option are not provided. Additionally, it is not clear if 
the company considered a longer list of unconstrained options other than the five 
shortlisted options. The case could be strengthened through the provision of quantified 
cost benefit analysis outputs and a description of other options that were considered and 
reasons why they were not taken forward.  

For future cost change process submissions, we would expect the company to provide 
quantified cost benefit analysis and descriptions of other options that were considered 
and reasons why they were not taken forward.  

Component 2:  

Our assessment: The company provides sufficient and convincing evidence that it has 
considered all credible options and that its preferred option is the most cost beneficial. It 
provides a detailed cost breakdown of the preferred option, demonstrating a detailed 
understanding of the solution required.  
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engagement and an explicit allowance for the reduced productivity associated with tidal 
working, weather sensitivity and constrained access. 

Component 1: 

Our assessment: The company provides sufficient and convincing evidence to 
demonstrate that it has a robust and evidence-based approach to cost estimation. It 
provides a clear and understandable basis for cost estimation and demonstrates the use of 
historical cost data consistent with expectations for established costing methodologies20. 
Its proposed unit costs are below comparator averages, which provides a reasonable level 
of assurance that proposed costs are broadly efficient.  

High level reconciliation of costs is provided, but transparency is reduced by the absence 
of a detailed breakdown of the underlying cost build‑up within the £490 per metre rate, 
including limited visibility of the split between direct costs, indirect costs and other cost 
components. While this limits comparability and independent triangulation at a granular 
level, it does not materially undermine confidence in overall efficiency given the 
comparative benchmark. Therefore, the submitted evidence provides sufficient 
confidence that costs are broadly efficient. 

Component 2:  

Our Assessment: This component, rehabilitating 1 kilometre for £11.7 million, has a unit 
rate of £11,700 per metre. This is 1,800% higher than the median (£604 per metre), and 
higher than the median for all three intervention types (relining, trenchless replacement, 
and replacement by excavation).21 

 
20 South West Water, 'Cost Change Submission 2026 – Cost Methodology and Efficiency', May 2026 pp.8-15 
21 Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix 
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we would look to implement a targeted customer protection for this allowance in light of the 
concern regarding 'what base buys'. 

Company evidence-The company provides asset-specific evidence that the biological 
treatment process at Helston WwTW has materially deteriorated. Three circular filters are 
described as structurally failing, with two already isolated from service118. The remaining 
rectangular filter is reported to be in poor condition, with collapsed underdrains, wall 
movement and repeated derailment and cable failures associated with the travelling 
distributor119. The company includes photographs, site inspections, reactive work records 
and commentary showing that treatment performance is no longer resilient and that the 
site is reliant on three temporary submerged aerated filter units, installed around 2007, to 
maintain permit compliance 120. 

The company also provides historical maintenance expenditure and maintenance frequency 
summaries showing increasing intervention over time. It states that the circular filters date 
from around the 1930s, that routine maintenance can no longer ensure reliability and that 
the current operating arrangement is creating environmental, health and safety and 
operational risks 121. In addition, the company explains that future pressures are likely to 
increase, citing around 30% forecast population growth in the wider catchment by 2050 and 
future Total Nitrogen requirements.122 

 
118 South West Water, 'L3 - Cost Change Submission 2026 - Technical Business Case - Helston Sewage Treatment Works', May 2026, pp.6-7 
119 South West Water, 'L3 - Cost Change Submission 2026 - Technical Business Case - Helston Sewage Treatment Works', May 2026, p.8 
120 South West Water, 'L3 - Cost Change Submission 2026 - Technical Business Case - Helston Sewage Treatment Works', May 2026, p.24, p.27 
121 South West Water, 'L3 - Cost Change Submission 2026 - Technical Business Case - Helston Sewage Treatment Works', May 2026, pp.8-9 
122 South West Water, 'L3 - Cost Change Submission 2026 - Technical Business Case - Helston Sewage Treatment Works', May 2026, p.8, p.19 
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are efficient across the programme, and further evidence is required to demonstrate that 
costs are consistent with efficient delivery assumptions. 

Company evidence -The submission applies a methodology developed by a third party using 
historical delivery data, cost models and on-cost models informed by previously delivered 
interventions. Direct costs are derived using historical unit cost models, while indirect 
costs, overheads, and optimism bias are applied through separate on-cost methodologies. 
The submission states that the methodology is consistent with that used to develop PR24 
business plan costs and has been subject to review by third-party consultants. 

The submission includes scheme-level cost breakdowns and supporting engineering 
descriptions for the scheme, Helston (£6.5 million). The submission does not include any 
internal or external benchmarking and states that efficiency is demonstrated through the 
robustness of the methodology, the use of historical delivery data, and consistency with the 
methodology applied at PR24. 

Our assessment - The company provides sufficient and convincing evidence to demonstrate 
that the costing methodology is robust. The methodology is informed by historical delivery 
data, established cost models and explicit optimism bias, which is consistent with our 
expectation that cost estimates should be informed by historical delivery experience and 
developed using a transparent methodology. The submission also demonstrates that direct 
costs, indirect costs, overheads and risk allowances have been incorporated within the cost 
estimates. For Helston, the cost breakdown and supporting descriptions provide sufficient 
visibility of the proposed activities and associated costs. 

The submission states that efficiency is demonstrated through the use of a robust 
methodology and the application of the same approach used to develop PR24 business plan 
costs. However, no external benchmarking evidence has been provided for the scheme, and 
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funding for Littleton Water Treatment Works water storage tank sits separate to any 
previously funded investment. 

The estimate for 'what base buys' is low for this work. 125 In order to protect customers 
from paying twice, our general approach is to recover cost change allowances where 
existing base allowances turn out to be sufficient. If we were to amend this approach, we 
would look to implement a targeted customer protection for this allowance in light of the 
concern regarding 'what base buys'. 
 
Company evidence -The company states that investment in water storage assets is 
needed where ageing tanks, reservoirs or contact structures are materially deteriorating 
and can no longer be relied on to maintain water quality, operational resilience and 
continuity of supply through routine maintenance alone. The company state that 95% of 
the random sample data is in Condition Grade 1–3 (18 of 19), with the remaining 5% in 
condition grade 4 and none in condition grade 5. Furthermore, the company has included 
historical data which shows that expenditure on water network storage assets has 
remained consistent across 2015-2025126. 
 
The company has outlined its contact and storage tank strategy, stating that the 
approach is focused on having a programme of investment that reduce risk and deliver 
high-quality drinking water127. The company states that the current conditions of the 
proposed assets for intervention are condition grade 3 or 4128. This is evidenced to be the 
case at assets selected for intervention under the asset health reopener, with site specific 
evidence detailing, storage assets with reported cracking, leakage, surface corrosion and 

(Remaining 
£21.4m is 
Pass)  

 
125 Our assessment and further detail can be found in 'Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix' 
126 Pennon, 'Cost Change Submission – Asset Health', May 2026, pp.15-16 
127 Pennon, 'Cost Change Submission – Asset Health', May 2026, p.15   
128 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Barrow CCT', May 2026, p.12 
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potential ingress risk for Barrow chlorine contact tank,129 Littleton storage tank130 and 
Stowey storage tank.131 
 
The company provides photographic evidence of the current asset condition132, as well as 
information around potential risks. A risk assessment has also been included which shows 
there is a very high risk of water quality contamination, and a high risk of loss of supply, 
operational failure, and emergency event escalation133. 
 
Our assessment  
Our current analysis indicates that there is a sector-wide health issue for network storage 
assets.134 For £21.4 million of the proposed investment, the company provides sufficient 
and convincing evidence to demonstrate that there is a need for a step change in 
investment to address asset health issues. 135 
 
The company provide site-level evidence showing ageing assets, rising deterioration and 
material water quality, resilience and safety risks, with maintenance alone insufficient. 
Portfolio-level quantified evidence linking historic and future spend to condition, risk and 
timing of investment is limited, specific need at a site level is well evidenced.  
 
For £5.3 million of the proposed investment, the company, in a query response, has 
provided information relating to Littleton WTW site136, however, greater clarity is needed 
on how the proposed investment is separate from previously funded activity at Littleton 

 
129 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Barrow CCT', May 2026, p.13 
130 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Littleton WTW', May 2026, p.10 
131 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Stowey WTW', May 2026, p.18 
132 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Barrow CCT', May 2026, p.13 
133 Pennon, 'Cost Change Submission – Asset Health – Technical Annex – Barrow CCT', May 2026, p.15 
134 Further detail can be found in the 'Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix' 
135 Further detail can be found in the 'Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix' 
136 Pennon, Query response 'OFW-SBB-CCP-014', June 2026 
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methodology. However, the submission does not provide sufficient and convincing 
evidence that cost efficiency has been demonstrated across the full programme. Further 
evidence is required for the proportion of costs not supported by benchmarking evidence. 
A conditional pass is applied with a 10% cost challenge on un-benchmarked costs. 
 
Company evidence - The submission applies a costing methodology based on historical 
delivery data, supported by cost models and on-cost models developed by a third party. 
Direct costs are developed using historical unit cost models and combined with indirect 
costs, overheads and optimism bias through separate on-cost methodologies. The 
submission includes benchmarking undertaken by a third party and supplemented by 
WRc TR61 comparator data. Additional evidence provided sets out the proportion of each 
scheme that has been benchmarked and identifies the cost elements excluded from 
benchmarking, which include, development and assurance, temporary works, demolition, 
pump stations, pipework and allied works. Across the three Bristol Water schemes, two 
schemes have been benchmarked across 100% of the network storage costs, while the 
remaining scheme has 34% of costs benchmarked bringing the aggregate to 55%. The 
submission includes benchmarking results from all schemes and provides explanations 
for benchmark variances where relevant.    
 
Our assessment - The company  provides sufficient and convincing evidence to 
demonstrate that its costing methodology is robust. The use of historical delivery data 
established cost models and explicit optimism bias is consistent with Ofwat's expectation 
that costs are informed by historical delivery experience and developed using a 
transparent methodology. The submission also demonstrates that direct costs, indirect 
costs, overheads and risk have been incorporated within the cost estimates. 
 
However, the company  does not provide sufficient and convincing evidence that cost 
efficiency has been demonstrated across the full programme. While benchmarking has 
been undertaken using both internal and external comparator sources and is supported 
by third-party review, benchmarking has only been applied to approximately 55% of the 

proportion of 
costs where 
efficiency has 
not been 
demonstrated 
(45%) 
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total network storage claim. Although two of the three schemes have been benchmarked 
across their full cost base, these schemes account for a relatively small proportion of total 
programme costs. The largest scheme, a contact tank scheme, has only 34% of costs 
benchmarked and accounts for the majority of excluded costs. 
The submission identifies the cost elements excluded from benchmarking and states that 
these relate primarily to non-comparable items. However, it does not provide sufficient 
and convincing evidence to demonstrate that the excluded costs are efficient. 
Benchmarking results do indicate that the 34% cost base of the contact tank scheme is 
within benchmark range, which provides some assurance on cost efficiency. We also note 
that the additional information provided by the company demonstrates that un-
benchmarked costs have been developed using the same historical cost methodology that 
informed PR24 base cost estimates. This provides confidence in the robustness of the 
costing methodology, but this evidence is not sufficient and convincing to demonstrate 
cost efficiency of the whole programme.  
 
The two fully benchmarked schemes are above benchmark ranges. The submission 
attributes these variances to demolition and other non-comparable costs that are not 
reflected within benchmark datasets. While this explanation is reasonable in principle, 
the submission does not quantify the contribution of these excluded items. 
Taken together, the company provides sufficient and convincing evidence that 
benchmarked costs are broadly efficient. However, it does not provide sufficient and 
convincing evidence that efficiency has been demonstrated for the remaining un-
benchmarked proportion of costs. 
 
To achieve a pass at final determination, the company should provide sufficient and 
convincing evidence to: 

• Demonstrate that the costs excluded from the benchmarking exercise (including 
demolition, pump stations, pipework and allied works) are consistent with efficient 
delivery assumptions; and 
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The estimate for 'what base buys' is low for this work. 149 In order to protect customers from 
paying twice, our general approach is to recover cost change allowances where existing base 
allowances turn out to be sufficient. If we were to amend this approach, we would look to 
implement a targeted customer protection for this allowance in light of the concern regarding 
'what base buys'. 

 
Company evidence -The company show historic investment in service reservoirs of £3.45 
million in each investment period over the last 10 years (2015-20 and 2020-25).150 The 
requested investment of this asset health reopener at the water treatment works selected for 
intervention by South West Water, is more than ten times this estimate. 

The Pennon Group report states that service reservoir deterioration and performance 
modelling for the PR24 submission, showed that deterioration and service risks over a 40 year 
horizon could be managed within typical base allowances during the asset investment period 
(2025-30), but that "this would involve sub-optimal maintenance decisions of isolated 
repairs/remedials compared to investment options selected when maximum net benefit is 
considered over the long-term".151 

The company has outlined its contact and storage tank strategy, stating that the approach is 
focused on having a programme of investment that reduce risk and deliver high quality 
drinking water152. The current condition of the assets is included within the individual asset 
health technical annex which states there is continued structural deterioration, on an asset 

out of 
scope 

 

(Remaining 
£35.9m is 
Pass) 

 
149 Our assessment and further detail can be found in the 'Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix'  
150 Pennon, 'Cost Change Submission - asset health', May 2026, Table 5 
151 Pennon, 'Cost Change Submission - asset health', May 2026, p.18 
152 Pennon, 'Cost Change Submission - asset health', May 2026, p.15   
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constructed in the early 1900s153. Photographic evidence of the current asset condition is 
shown154, as well as a detailed description of potential risks. A risk assessment has been 
included which shows there is a very high risk of water quality contamination, and a high risk 
of loss of supply, operational failure, and emergency event escalation155. 
 
The company state the proposed funding covers the reconstruction of an existing reservoir, to 
address deteriorating condition and water quality risk156 and replace another reservoir to 
reduce water quality risk and improve security of supply resilience for customers157. 
 
In its proposals, the company provides a breakdown of costs and activities, which allow for the 
assessment of works in scope of the asset health reopener158.  
 
Our assessment - We exclude £11.2 million of the proposed investment relating to one asset 
(Houndall Service Reservoir (SR)) which has been out of service prior to October 2023159. 
Further information about the general rationale behind exclusions can be found in 'Cost 
Change Draft Determinations 2026 – Asset health cross cutting issues appendix', section 4.  
 
Our current analysis indicates that there is a sector-wide health issue for network storage 
assets. 160 Additionally, in the context of this assessment, for the remaining £35.9 million, the 

 
153 Pennon, 'Cost Change Submission – asset health – technical annex – Alderney service reservoir', May 2026, p.7; Pennon, 'Cost Change Submission - asset health', 
May 2026, p.21 
154 Pennon, 'Cost Change Submission – asset health – technical annex – Alderney service reservoir', May 2026, p.8 
155 Pennon, 'Cost Change Submission – asset health – technical annex – Alderney service reservoir', May 2026, p.9 
156 Pennon, 'Cost Change Submission - asset health', May 2026, p.21. 
157 Pennon, 'Cost Change Submission - asset health', May 2026, p.21, table 7. 
158 Pennon, 'Cost Change Submission - asset health', May 2026, Table 7; and; Query Response ref, 'OFW-SBB-CCP-012 – response', June 2026 
159 Pennon, Query response 'OFW-SBB-CCP-012'. See 'Cost Change Draft Determinations 2026 – Asset health cross cutting issues appendix', section 4 for further detail 
of the general rationale that applies to out-of-scope elements. 
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Company evidence - The company describe the optioneering processes, highlighting that a 
wide range of options have been considered under each asset case166.  
 
The company references use of the Green Book guidance for evaluating the options. The 
company has provided a list of proposed solutions including the benefit to customers for the 
options described167. The company state that the reconstruction intervention will strengthen 
drinking water quality assurance by reducing contamination pathways associated with 
structural deterioration and ingress risk and strengthen resilience of treated water storage 
supporting supply security. It will also provide improved whole-life value by moving away from 
frequent remedial repairs that are no longer sustainable, reducing the likelihood of unplanned 
outages and future cost volatility. 
 
The company give an overview of customer engagement to support the proposed investment 
in storage assets and provide recent customer engagement168 from April 2026 showing 
support for its cost change plan and the asset health investment169. However, it is not clear 
whether customers have expressed support for this specific investment proposal. 
 
Our assessment - The company provides sufficient and convincing evidence to demonstrate 
that optioneering has been undertaken and provides explanation of the preferred option. The 
company demonstrates qualitative site-level optioneering and identifies potential benefits of 
the proposed interventions. The options cost and benefit cost ratio information has been 
qualitatively explained supporting the rationale for the preferred option. Furthermore, the 
company in its query response170 gives a clearer explanation of the site selection approach, 
and consistent multi-option cost comparison and benefits. 
 

 
166 Pennon, 'Cost Change Submission – Asset Health', May 2026, p.19 
167 Pennon, 'Cost Change Submission – Asset Health', May 2026, p.20 
168 Pennon, 'Cost Change Submission – Customer Research', May 2026 
169 Pennon, 'Cost Change Submission – Customer Research', May 2026 
170 Pennon, Query response 'OFW-SBB-CCP-015', June 2026 
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some raised concerns about whether the costs should fall on the wider customer base 
rather than through developer or tourism-related contributions. 
 
Our assessment: The company states that Newquay WWTW is under treatment capacity 
pressure, with reduced headroom and increasing operational resilience risks. We 
consider that this supports the need for some additional investment. However, the 
evidence indicates that the claim is driven by a combination of catchment growth, 
established seasonal and event-driven peak loads, and operational resilience pressures. 
Boardmasters forms the basis of the modelling used in the submission and is identified 
as a material driver of peak loading at the site. While the company states that attendance 
increased significantly from around 20,000 in 2014 to 58,000 in 2025, external evidence 
indicates that attendance was already substantial in 2017 and has only increased 
gradually in recent years. This suggests that part of the claim relates to managing an 
established recurring peak demand pressure, alongside the company’s stated growth 
rationale. This creates uncertainty as to whether the full proposed 55,594 PE increase 
qualifies for the cost change process and should be funded by the wider customer base, 
particularly where part of the need appears to relate to established seasonal and event-
driven pressures rather than future population growth alone. The company’s customer 
research reinforces this uncertainty, as customers supported expanding treatment 
capacity at Newquay but raised concerns about whether costs associated with 
development, tourism or major events should be funded by the wider customer base.  
 
While the company has demonstrated a need for additional investment at Newquay 
WWTW, it has not provided sufficient and convincing evidence that the full proposed 
investment is attributable to higher than expected demand growth. In particular, there 
remains uncertainty around the element of the claim associated with Boardmasters-
related demand and established seasonal peak pressures. We want the water sector to 
support economic growth by ensuring wastewater treatment and network capacity keep 
pace with new housing and business demand. We therefore apply a conditional pass with 
a 20% challenge, reflecting the need for additional treatment capacity at Newquay 
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growth and the growth claim.180 However, it was considered that the evidence would have 
been stronger if supported by quantitative analysis. 

Our assessment: We assess the company costs against the indicative PR24 Growth at 
STW modelled benchmark and find the proposed cost to be efficient against the 
benchmark. The company provides evidence of a preferred solution and explains why it 
considers this to be the most appropriate intervention. The submission demonstrates 
that customers were engaged on the broader issue of growth investment, including areas 
where views may be less supportive. Although the company has addressed the 
optioneering criteria, the independent assurer raised a broader finding on the company's 
approach to optioneering, noting that the options were considered at site level, and that 
narrowing a long list of possible investments through senior stakeholder review could 
make it harder to demonstrate that the full range of options had been considered. The 
assurer also reviewed the cost-benefit analysis outputs but did not assess the 
appropriateness of the underlying benefit rates or assumptions or confirm the supporting 
narrative.  

We consider that the submission clearly explains the preferred scheme and the factors 
informing its selection, but some uncertainty remains as to whether the preferred 
solution is the best option for customers. While the company has provided optioneering 
evidence, the assurance does not fully resolve whether the option assessment was 
sufficiently broad and robust to demonstrate best value for customers. As the scheme is 
efficient against the indicative benchmark, we consider that there is sufficient and 
convincing evidence that the selected option is the best option for customers and pass it 
as the best option for customers. We note that any future submissions should include 
evidence of the comparative costs, benefits and key assumptions for the options 

 
180 South West Water, 'Growth Assessment Summary Memo', May 2026, pp. 4, 7 
 


































