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Tideway

Tideway updated revised Revenue Statement 2017
Allowed Revenue for Charging Year 2018/19






RPI Updated IP Charge Notification - 2018/19

Submitted to Thames Water on 14 December 2017

IP Charge for 2018/19 (£) 49,235,940 |

November 2017 RPI
275.8
Source: RPI (All ltems) index, Consumer Price Inflation Reference Tables, Table 36, 12 December 2017, Office for National Statistics
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Unit

Year starts

Year ends

Year t-2

Year t-1

Year t

Year t+1

Year t+2

1.1 2014/15 RPI Adjustment Factor

Forecast RPI Adjustment Factor for the calendar year in which Charging Year commences %

Forecast RPI Adjustment Factor for the calendar year in which Charging Year ends %

RPI, September of Charging Year

RPI, March of Charging Year

Applicable Change in Revenue RPI

RPIt (RPI for November in Charging Year Yt-1)

Year average RPI

A.3. Return on Capital and A.4 Liquidity

Water Services Regulation Authority Stated RCV (2014/15 Prices) at 31 March 2014/15 prices, £

Allowable Project Spend (actual and forecast) - as at October 2017

Annual Actual Project Spend Outturn prices, £

Estimated Allowable Project Spend Outturn prices, £

Forecast Allowable Project Spend Outturn prices, £

Excluded Project Spend Outturn prices, £

Alliance Agreement receipts - expenditure funded by these receipts is treated as Excluded Project Spend
and therefore is excluded from the Allowable spend metrics set out above

BWACC %
A.5. Opex
Opex forecast as at October 2017 Outturn prices, £

A.6. Financing Cost Adjustment

Financing Cost Adjustment Index Yield - 12 months trailing average at 31 March %

Current prices at 31

Water Services Regulation Authority Adjusted RCV (Current Prices) at 31 March March of Charging
Year
Current prices at 31

Net Debt at 31 March March of Charging
Year

Notional Debt to RCV ratio %

A 1.4 Tax

Tax as at October 2017 Outturn prices, £

A.7. Under/Over Recovered Revenue Adjustment - as at October
2017

Allowed Revenue (including building block reconciliation) £
Amount recovered in respect of 2016/17 Allowed Revenue (to end of September 2017) Outturn prices, £
Amounts received from TWUL in Charging Year (all years of Allowed Revenue) Outturn prices, £

A.8. Reconciliation adjustment

Time since original calculation Years
Reconcile this year?

Allowed Revenue as per most recently submitted Revenue Statement (excluding building block
reconciliation)

A.11. Additional Return on Capital Building Block

Additional Allowable Project Spend

A 1.6.4. Net Present Value Adjustment
End of first charaina vear
Licence Award
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Outturn prices, £

Inputs 2017

First Charging
Year

Source/notes 2012/13 2013/14 2014/15 2015/16

01/04/2015

31/03/2016
2013/14
2014/15
2015/16
2016/17
2017/18

Source: Average independent new forecasts for RPI, Table M3, "Forecasts for the UK economy: a comparison of
independent forecasts”, HM Treasury, August 2017

Reauired bv Proiect Licence Appendix 1. 1.1 (i). (ii. (i)

Source: Average independent new forecasts for RPI, Table M3, "Forecasts for the UK economy: a comparison of
independent forecasts”, HM Treasury, August 2017

Reauired bv Proiect Licence Appendix 1. 1.1 (i). (ib. (iii)

Second
charging year

2016/17
01/04/2016
31/03/2017

2014/15
2015/16
2016/17
2017/18
2018/19

Third
Charging
Year
2017/18
01/04/2017
31/03/2018
2015/16
2016/17
2017/18
2018/19
2019/20

Fourth

Fifth
Charging

Charging Year Year

2018/19

01/04/2018
31/03/2019

2016/17
2017/18
2018/19
2019/20
2020/21

2019/20
01/04/2019
31/03/2020

2017/18
2018/19
2019/20
2020/21
2021/22

Sixth
Charging
Year
2020/21
01/04/2020
31/03/2021
2018/19
2019/20
2020/21
2021/22
2022/23

Seventh
Charging
Year
2021/22
01/04/2021
31/03/2022
2019/20
202021
2021/22
2022/23
2023/24

3.5%

3.5%

3.0%

3.0%

Source: RPI (All ltems) index, Consumer Price Inflation Reference Tables, Table 36, 17 October 2017, Office for
National Statistics. 257.6
Reauired bv Proiect Licence Appendix 1. 1.1 (iii)

259.6

264.9

275.1

Source: RPI (All ltems) index, Consumer Price Inflation Reference Tables, Table 36, 17 October 2017, Office for
National Statistics 254.8 257.1
Reauired bv Proiect Licence Appendix 1. 1.1 (iii)

261.1

269.3

Source: RPI (All Items) index, Consumer Price Inflation Reference Tables, Table 36, 12 December 2017, Office for
National Statistics.

Required by Project Licence Appendix 1, Part A 3, 4 and 6 245.6 252.1
Note: for both First and Second Charging years, stated RP! is for November 2015, as Allowed Revenue for both
these vears is beina calculated tocether

259.8

259.8

265.5

275.8

Source: Calculated from RPI (All Items) index, Consumer Price Inflation Reference Tables, Table 36, 17 October
2017 Office for National Statistics 256.7
Reauired bv Proiect Licence Appendix 1. Part A 3. 4 and 6 and Appendix 1. 1.1 (iv)

259.4

265.0

Source: Regulatory Capital Values - Bazalgette Tunnel Limited (Tideway), Ofwat, 14 July 2017
Reauired bv Proiect Licence Appendix 1. Part A 3

0 0 148,741,346

478,533,658

Source: "Allowable Project Spend Verification No 15.pdf"
Reauired bv Proiect Licence Aonendix 1. Part A 3

0 150,344,662

340,489,147

168,451,729

Source: "Regulation Reporting Sep17"
Reaired bv Proiect Licence Anpendix 1. Part A 3

0

0

44,803,438

Source: "2017 Revenue Statement - ITA Expenditure Forecast Review Addendum.pdf*

The 2017/18 figure is net of expenditure already realised (Annual Actual Project Spend and Estimated Allowable
Project Spend).

Reauired by Proiect Licence Appendix 1. Part A 3. 4

334,865,165

627,477,388

624,355,468

Source: 2015/16 and 2016/17: "Section 5 regulatory tables - calculation version - 2016-17" - table 5B to Ofwat
Source: 2017/18 year to date at September 2017: "Tables for Interim Financial Performance Report 2017-18" - ref

Output 1 64,394,743

Note: For information (not required for Allowed Revenue calculation), backward-looking only.
2015/16 figure updated to reflect prior year adjustment made in 2016/17 annual reporting.

87,615,825

36,581,373

Source: Head of Commercial, Tideway
Notes: Zero prior to Licence award. 0
Required by Project Licence Appendix 2, 1.5

Source: Project Licence, Appendix 1, 1.18 497%
Reaired bv Proiect Licence Appendix 1. Part A 3. 4. 6. 7.8

Note: In line with the Project Licence, zero as all expenditure treated as capex. l
Reauired by Project Licence Appendix 1. Part A5

Source: "FCA yield calculator xlsx"

Calculated with reference to iBoxx BBB data and spot implied inflation rates for 10 year maturity from Bank of
England.

Reauired bv Proiect Licence Appendix 1. Part A 6

1.30%

1.43%

0.35%

Source: Regulatory Capital Values - Bazalgette Tunnel Limited (Tideway), Ofwat, 14 July 2017
Required by Project Licence Appendix 1, Part A 3

0 [ 0 151,310,515

502,087,458

Source: Tideway financial statements as at 31 March 2017
Required by Project Licence Appendix 1, Part A 6

0 0 0 -130,376,913

-315,919,558

Source: Project Licence Appendix 1, 1.42

62.5%
Reauired bv Proiect Licence Appendix 1. Part A 6

In line with the Project Licence, zero as the IP is not required to pay corporation tax or any other income-based tax.
See Project Licence Appendix 1, Part A 1.4

See Project Licence, Appendix 1, Part A.7

Source: 2015 and 2016 Undated Revised Revenue Statements

Source: Revenue Sepl7.xls

Note: Captures all 2016/17 revenue received from Thames Water prior to the end of September 2017- this is based
on revenue collected bv Thames Water up to and includina Julv 2017.

Source: Revenue Sepl7.xls

Note: Cantures all 2016/17 revenue received from Thames Water prior to the end of March 2017.

See Project Licence, Appendix 1, Part A 8

[ 33603285| 28,550,132 |

26,747,386

Represents the number of years since revenue was first calculated to feed into the NPV adjustment of the
reconciliation adiustment.

Revenue for a given Charging Year is subject to building block reconciliation adjustment where estimated or
forecast expenditure or inflation inputs were used the last time that year's revenue was calculated. Defined as
follows: 1 = ves. 0= no

Source: Calculated from 2016 Updated Revised Revenue Statement excluding building block reconciliation 8,669,904

19,763,649

33,974,208

Not applicable at present. Inputs to be added if this building block becomes relevant (i.e. if Tideway makes an IAR
Overrun Application to increase Allowable Project Spend above the Threshold Outturn). See Project Licence,
Appendix 1, Part A 11

Last day of the First Charging Year 31/03/2016
Date of Licence award 24/08/2015




Year starts
Year e
Yeart2
Yeart1
Yeart
Yeartr1
Yearts2

1.1 2014/15 RPI Adiustment Factor

Forecast RPI Adustment Factor

Forecast RPI Adustment Factor for the calendar year in which Charging Year ends

RPI, September of Charging Year

RPI, March of Charging Year

Applicable Chanae in Revenue RPI

RPIL(RP! for November in Charging Year Yt-1)

Year average RPI

A.3. Return on Capital and A.4 Liquidity

March

Allowable Proiect Spend (actual and forecast) - as at October 2017
‘Annual Actual Project Spend
Estimated Alowable Project Spend

Forecast Alowable Project Spend

Excluded Project Soend

Bwace

A.5. Opex
Opex forecast as at October 2017

A.6. Financina Cost Adiustment

Yiek- 12

ater 31 March

Net Debtat 31 March

Notional Deb o RCV ratio

Al4. Tax

Taxas at October 2017

A.7. Under/Over Recovered Revenue Adjustment - as at October
2016

Alowed Revenue

Year T3]

harge April- I YearT:2]

YearT2)

ar T-1]

A.8. Reconciliation adjustment
Time since mast recent calciiation
Reconcie this vear?

A.11. Additional Return on Capital Buildina Block

‘Addiional Alowabe Project Spend

A 1.6.4. Net Present Value Adjustment

Fretof frst charaine vers
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Unit

2014115 prices, £

Outurn prices, £

Outurn prices, £

outn €

BBRA Inputs 2016

Source/notes

RECONCILIATION
the UK ecanomy: a comparison of independent forecass", HM Treasury, August 2017
Reciired by Proiect Licence Aonendix 1. 1.1 . (i, (i

RECO!

NCILIATION P, Table M3, "Forecasts for

ihe UK econamy:  comparison of independent forecesis',Hi Teasury August 2017
Reauired bv Proiect Licence Aopendix 1. 1.1 fl. .

UPDATED FOR RECONCLIATION Source: RP A Ilems) index, Consumer Price Inflaion Reference Tables,

Table 36, 17 October 2017, Office for National St
Reuired bv Proiect icence Aonendix 1. 1.1 (i
UPDATED
Table 36, 17 October 2017, Office for National Statstcs
Reauired bv Proiect Licence Aopendix 1. 1.1 (i)

‘Source: RPI (All llems) index, Consumer Price Infation Reference Tables, Table 36, 13 December 2016, Office for

National Staistcs.
Required by Project Licence Appendix 1, PartA3, 4 and 6

RPI, Table M3, "Forecasts for

FOR RECONCILIATION Source: RP (Al iems) index, Consumer Price Infation Reference Tables,

Third
Charging
Year
2017/18

Second
charging year

2012/13 2013/14 2014/15 2016/17

Fourth
Charging
Y

Sixth
Charging
Y

30%

2576 2506 2649 2751

2548 2571 2611 2693

2456 2521 2508 2598 2655

Note: for both First and
thesa vears is beina calculated toaether

UPDATED FOR RECONCILIATION Source: Calculated from RPI (Al liems) index, Consumer Price Inflation

Reference Tables, Table 36, 17 October 2017 Offce for National Statstcs
Reuiired by Proiect Licence Aonendix 1. Part A 3. 4 and 6 and Anoendix 1. 1.1 (i)

X Zero prior
Recuirad by Proiect | icence Annendix 1. Part A 3

UPDATED FOR RECONCILIATION Souece “Alowabe Prect Spend Verlcaton N 15t
L Part

Required b Proiect Licence Aopend
UPOATED FOR RECONCILIATION Souice 'Revu\a\m Reporiing Sep1 "
Required b Proiect Licence Appendix 1

Part
UPDATED FOR REGONGIIATION Sotrces 2017 Revenu Sttt - A Expendiure Forecast Review

‘Addendum pdf”

2015, as Allowed

2567 2504 2650

148,741,346

o 150,344,662 340,489,147 168451729

o o o 44803438

Wlowabl o

outn €

Project Spend)
Reciired by Proiect | icence Annendix 1. Part A3, 4

Daia d

Outurn prices, £

Outurn prices, £

Current pices at 31
March of Charging
Year

Current prices at 31
March of Charging
Year

%

Outurn prices, £

Years

Data removed as not reuired for reconciiation purposes. See "Inputs 2017

‘Source: Project Licence, Appendix 1, 1.18
Required b Proiect Licence Aopendix 1. Part A3, 4.6.7.8

Note: "
Recuiired by Proiect | icence Annendix 1. Part A5

UPDATED FOR REVISED BANK OF ENGLAND DATA Source: "FCA yield calculator xsx”
for

England.
Required by Proiect Licence Aonendix 1. Part A&

X Zero prior
Required by Project Licence Appendix 1, Part A 3
‘Source: Tideway regulatory accounts, zero prior o Licence award
Required by Project Licence Appendix 1, Part A6

‘Source: Project Licence Appendix 1, 1.42
Reauired bv Proiect Licence Aopendix 1. Part A6

In ine with the Project Licence, zero as the IP i not equired o pay corporalion tax or any other income-based tax.

‘See Project Licence Appendix 1, Part A14

‘See Project Licence, Appendix 1, Part A7

Data removed as notrecuired for reconcliation burnoses.

ol 2015 and 2016 Revenue

accounts.

and 2016 R

Infuture years,
accountina records.

and 2016 R

accounts.

ol 2015 and 2016 Revenue

accauntin records.

‘See Project Licence, Appendix 1, Part A8
Data remaved as not reaired for reconciiation nuroses.

ata removed as ot reauired for reconciliation Durboses.
Dot remved 24 ot recuied o reconciialon srboses

334,865,165

627,477,388

Bank of

151310515

130,376,913

6259%,

r 7.2, and

ar
I future years, source wilbe IP regulatory

ar T-2, and

eoues il oe 1o

Year T-2, and
I future years, source wilbe IP regulatory

Year T-2,and

n future years, source willbe IP inernal

Inputs

o
Anoendix 1. Part A 11

Data remaved as not reaired for reconciiation nurnoses.
Data removed as notrecuied for reconcliation buroses.

it
See Project Licence,




Building Block

1.1 2014/15 RPI Adjustment Factor

(@ for the purposes of alculating Forecast Allowable Project Spend for Charging Year Yt+1,estimated Allowable Project Spend for the said Chammg e shaH e delated from aprice basein Charging Year Y1110 the Base RPY ndex year (2014115, using an adjustment facor derved from multplying the actors set o

Forecast ctor for the calendar year in which Charging Year Y1+1 commences
Forecast Rm Adustment Factor for the calendar year in which Charging Year Yt+1 ends

ctor for the calendar year in which Charging Year Yt commences.
ForecatRP1 Adustment Facor for h cledar yor I wichChargng Yo viends

period
Aprilto September in the calendar year in which Charging Year Yt-1 commenced

period

yer

Forecast RPI Adustment Factor for the calendar year in which Charging Year Y1-1 commenced
Forecast RPI Adustment Factor for the calendar year in which Charging Year -1 ends

RPI
Charging Year Y1-2,or where this is on of before Base RP1 Index year, 2014115
Charging Year ¥t.1

11y
110

RPI Adjustment Factor Charging Year T+1

RPI Adjustment Factor Charging Year T

RPI Adjustment Facior Charging Year T-1
RPI Adjustment Facior Charging Year T-2
Applicable Change in Revenue RPI

RPI
RPlbase (Base RP Index)

A.L Allowed Revenue

A3.Return on Capital

Ofviat Stated RCV for ¥t.2.

OPRCV i1
2014/15 RPI Adjustment Factor Yt-1
Annual Actual Project Spend Yi-1
Estimated Alovable Project Spend Yt-1
Forecast Alovable Project Spend Yt-1

oPRCY Yt
2014115 RPI Adustment Factor Yt

Forecast Alovable Project Spend Yt
cPROV YL

YARCY Yt

. Liquidity

OPRCV Yir1
2014/15 RPI Adjustment Factor Yt+1
Forecast Alowable Project Spend for year t+1
CPRCV Yi+1

FYARCY Yis1
A5. Opex

A6. Financing Cost Adjustment building block

Financing Cost Adjustment Yt

Financing Cost Adustment Index Yield
Base Reference Point (BRP)
‘Annual Reference Point (ARP)

BRP-ABP
Market Cost of Debt Adustment Factor (absolut)
Market Cost of Debx Adustment Factor (corrected sign)

Net Debt in Charging Year Yt-2

Year vi2

Notonal Debt 0 RCV Ratio
Notional Net Deb n Charging Year Yt2

Net Debtin Charging Year V-3

ater Year Vi3
Notonal Debi 0 RCV Ratio
Notional Net Deb n Charging Year Yt:3

Appicatie Change in Revenue RPI for Charging Year Yt
‘Appicabie Change in Revenue RPI for Charging Year Yt-2

A14. Tax

A.7. Under/Over Recovered Revenue Adjustment

A.8. Reconciliation adjustment

Reconcie tis year?

ime since most recent calculation

Alowed Revenue (as at October 2016)

Alowed Revenue (as at October 2015)

RP (year
Appicable Change in Revenue RPI (current year)
Reconciiation amounts (unadjusted)
Reconciiation amounis (NPV-adjsted)

A11. Additional Return on Capital Building Block

A11. Additional Liquidity Building Block
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Unit

BBRA Calculation 2016

Notes/description 2013/14  2014/15

Year
2015/16

Afactor caleulated for Year ina
201415 orcs hase. Son Prtect ience. Anoenein

Forecast RPI - see input sheet for
ForcastRP - o shee! vov descrmnon oY source

First Charging Second
Charging Year

2016/17
01042016

Third Charging Year

2017/18
01042017

o So%
% Forecast RPI - asw
% FoecastRPI soe ot shee o descrotonofsoree 3%
NOT USED FOR RECONCILIATION Calculted wth reference to the index values for
% March and September t capture Apri o September infation (seo 1%
calilaton 20171
USED FOR RECONCILIATION Calculted with reference to te index values for
March and September t capture Apri 1o September inftion (see “Statement of 22%
calulaton 20171
% NOT USED FOR RECONCILIATION Forecast RPI - see nput et for description of source oo%
% NOT USED FOR RECONCILIATION Forecast RPI - see nput shee for descriotion of source 0%
Vear averaas RPfor 2014115, used as base vear RPI
Vear averaae RPfor Charaina vear -2 (o 2014/15 where this s fater
NEW ROW ADDED FOR RECONCILIATION Year average RPIor Charaina Year t1
Factor used t adiust prices flom Charaina Year T+1 to Charaina Year T
CALCULATION ALTERED FOR RECONCILIATION Factor usedtt0 adiustprices from Charaina Year T to Charina Year T-1
CALCULATION ALTERED FOR RECONCILIATION Factor usect 0 aiust rices fom Charaing Year -1t Charaina Year T-2
Factor used o adius ries flom Charaina Year T-2 0 Charaina Year 13
Combines factors (). @), 111
Charging Year T+1.t0 2014135 price base.
Combines factors (i, i) and (i) above o calculate factor used to adjust prices from .
Charging Year T 0 201415 price base:
a factor used
Charaina Year T-1 10 2014/15 nrice hase —
Equal o factr () above - used fo adjust pices from Charging Year T-2 10 2014115 price ™
RP1in November ofprevious Charging Year relaive 0 2014115 base year X3 o8 o o1 T % |
Pl in November of Charaina Year T-1 2055 7521 798 708 755
Averaae RPIfor 2014115 267 267 267 267 267
' a
£ it Projec L ppendin 1, 1.4 ot triner 3286539
et
T R o Cepa bukding ok alovs h 1 ea artmencapa i o
£ the forecast average RCV n the Charging Year in question. See Project Lice 18959027
Aonerdic 1. Part AR
. o0unspces ROV e Chargng vear T2 as pubished by Oty 1 September leing he L
£.201415prices  Onenina RV for Charain Year T-1 148741346
Scalar Crar var T Py
3 bvihe T Year 11 —7 T
£ by e A Year T-1 )
£ vearT-1 —
opening aing Year T the sum aingyear T and
£,2014715 prices all Allowahle Proiect :nenn in that vear
Scalar Charana Year T o7
B by the TA) Vear T 5707620
A bvthe TA) YearT s res478
£ vearT Siz150167
Clo aing Year T - the sum aing Year T and al
£ 2014
-+ 2014115 prices \awah\e Proiect Snend in that vear At 2|
£.201415pices  Year average RCV for Charaing Year T TEAGIOTE
capital) in
B relason tohe ncremental average RCV i he year oung o Crrang Yoar 13906368
auestion, See Protect Lience. Aooendix 1. Par
£.201415 pices  Onenin RCV for Charan Year T+1 ECEIA
Scalar o adiust forecastcost for Charcina Year T+1to 2014715 rie base.
B sesamsit
E.20145prices  Closina RCV for Chiaraina Year T+ Toseaiaza
£,201415 pices  Averaae RCV for Charana Year T+1 TG
icence, ] accounted N
for as cantal exoendiure. Ses Profect Licence. Auoend 1. Pat A
isintended
inthe mrket cost ofcebi, by comparing a measure of fnancing coss at an annual N
March 2015. See Project Be—
paiAs
[ ol ol ol
% See Proict Licence Aopendix 1, Part A 6.3 130% 3%
" e 12 vaingavrag o h Firaning st Acsmenndox el 3 oo o ]
at1 March 201
The it 12 months"ailng average ofhe Fnancing Gost Adjustmnt ndox Yl a3
% at 31 March of Chavmnn Yeav Yt-2 1.30%) 1.30% &
% Diference botves a ARP o o 01
% See et Leance Aopon A PartA 67 0% 00w 0%
% NEW ROW FOR 2016 See Projec Licence Appendic 1 Part AG.7 00 00 0.0
voing Vear " f 13037691
urent rices (ar Charging Ve o 141 3 0 30376013
. curentprices (AN Of - Ry 1o ond of Chavging Year -2 n the curent prces 0 0 151310815
) A defied in Projec Licence Aopendix 1. 142 o2 a25% 25%
et prices (arc o rato. Sea ProjectL. 1PatAG 3 o 04569072
vaing vear ot 1
arentpices (Varc Charging Year Projct 141 3 3 3
£ current prices (March of - gy 4t he end of Charging Year T-3 in then current pri
urtentprices (MAIchof - Cy gt ne end of Charging Year T3 i hen curent prices 3 0 0
) A defied in Project Licence Aopendix 1. 142 a25% a25% 25%
urrent prices (are o ratio. Sea Project. 1PatAG o o o
101 101 108
056 os8 01
a5 the 1P ot requied 0 pay corporation tax r any
c othe income-based tax o
Soe Proect Licence Annendi 1. Part A 1.4
is o reconcie for under Alowed
Revenue in Years Notappicabl for
£ 2,300
yar e Moves Revenue Caltaion was made. 26 Profes Liosnce, Appendi 1, Pt
REMOVED FROM THIS RECONCILIATION SHEET AS RECONCILED SEPARATELY
. I\ SERACALCULATION 251 Reconctten ot eperture and iaon dea
H ppendic 1, Part
an
Revenue fo a given Charging Year s subject o buiding block reconciaton adjustment
a
Vear's revenue was calulated. Defined as folous: 1 - ves.
years the NPV adiustment of the reconciliation adiustment.
Aioves using Excudes
£
iy
inz015 ~ Exludes
£ e nderon i
Hocks, s hese lingocke e ot suject reconcliaion.
. o
calulaton. orior o NPV adiustment
. Adusment
caluiaton Revenue kP!
Notappicable
£ Tidenay makes a AR Overun Apicaon o erease Alowab RO s wove
th Threshold Outum. See Prosec Licence. Auoendi 1. Par
Notappicable
£

Tdeway makes an A Ovartun A9plcaion o ncreass Alowable Progc Spand ahove
the Threshold Outturn). See Proiect Licence. Aonendix 1. Part A 1



Unit

Year starts

Year ends

Year t-2

Year t-1

Year t

Year t+1

Year t+2

1.1 2014/15 RPI Adiustment Factor

Forecast RPI Adjustment Factor for the calendar year in which Charging Year commences
Forecast RPI Adjustment Factor for the calendar year in which Charging Year ends
RPI, September of Charging Year

RPI, March of Charging Year

Applicable Chanae in Revenue RPI

RPIt (RPI for November in Charging Year Yt-1)

Year average RPI

A.3. Return on Capital and A.4 Liquidity

Water Services Regulation Authority Stated RCV (2014/15 Prices) at 31 March 2014/15 prices, £

Allowable Project Spend (actual and forecast) - as at October 2017

Annual Actual Project Spend Outturn prices, £

Estimated Allowable Project Spend Outturn prices, £

Forecast Allowable Project Spend Outturn prices, £

Excluded Project Spend Outturn prices, £
Alliance Agreement receipts - expenditure funded by these receipts s treated as Excluded Project Spend

. ices, £
and therefore is excluded from the Allowable spend metrics set out above Outturn prices,

BWACC %

A.5. Opex

Opex forecast as at October 2017 Outturn prices, £

A.6. Financing Cost Adjustment

Financing Cost Adjustment Index Yield - 12 months trailing average at 31 March

Current prices at 31
March of Charging
Year

Current prices at 31
March of Charging
Year

‘Water Services Regulation Authority Adjusted RCV (Current Prices) at 31 March

Net Debt at 31 March

Notional Debt to RCV ratio %

A l.4 Tax
Tax as at October 2017 Outturn prices, £

A.7.Under/Over Recovered Revenue Adjustment - as at October
2015

Allowed Revenue £
Amount recovered in respect of IP Charge as at end of [Charging Year T-3] £
Amount recovered in respect of IP Charge April - September accounting periods [Charging Year T-2] £
Amount recovered in respect of IP Charge as at end of [Charging Year T-2] £
Amount recovered in respect of IP Charge April - September accounting periods [Charging Year T-1] £
A.8. Reconciliation adjustment

Time since first calculation Years

Reconcile this year?

A.11. Additional Return on Capital Buildina Block

Additional Allowable Project Spend

A 1.6.4. Net Present Value Adiustment
End of first charaina vear
Licence Award
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BBRA Inputs 2015

Source/notes 2012/13 2013/14

UPDATED FOR RECONCILIATION Source: Average independent new forecasts for RPI, Table M3, "Forecasts for
the UK economy: a comparison of independent forecasts", HM Treasury, August 2017

Reauired bv Proiect Licence Appendix 1. 1.1 (i. (ii). (iii)

UPDATED FOR RECONCILIATION Source: Average independent new forecasts for RPI, Table M3, "Forecasts for
the UK economy: a comparison of independent forecasts", HM Treasury, August 2017

Reauired bv Proiect Licence Appendix 1. 1.1 (i), (ii). (iii)

2014/15

First Charging
Year

2015/16
01/04/2015
31/03/2016

2013/14
2014/15
2015/16
2016/17
2017/18

Second

charging year

2016/17
01/04/2016
31/03/2017

2014/15
2015/16
2016/17
2017/18
2018/19

Third
Charging
Year
2017/18
01/04/2017
31/03/2018
2015/16
2016/17
2017/18

2018/19
2019/20

Fourth
Charging
Year
2018/19
01/04/2018
31/03/2019
2016/17
2017/18
2018/19

2019/20
2020/21

Fifth
Charging
Year
2019/20
01/04/2019
31/03/2020
2017/18
2018/19
2019/20
2020/21
2021/22

UPDATED FOR RECONCILIATION Source: RPI (All Items) index, Consumer Price Inflation Reference Tables,
Table 36, 17 October 2017, Office for National Statistics.
Reauired bv Proiect Licence Appendix 1. 1.1 (iii

257.6

259.6

264.9

275.1

UPDATED FOR RECONCILIATION Source: RPI (All ltems) index, Consumer Price Inflation Reference Tables,
Table 36, 13 June 2017, Office for National Statistics
Reauired bv Proiect Licence Appendix 1. 1.1 (iii)

254.8

257.1

261.1

269.3

Source: RPI (All Items) index, Consumer Price Inflation Reference Tables, Table 36, November 2015, Office for
National Statistics.

Required by Project Licence Appendix 1, Part A 3, 4 and 6

Note: for both First and Second Charging years, stated RP! is for November 2015, as Allowed Revenue for both
these vears is beina calculated toaether

245.6

252.1

259.8

259.8

UPDATED FOR RECONCILIATION Source: Calculated from RPI (All Items) index, Consumer Price Inflation
Reference Tables, Table 36, 17 October 2017 Office for National Statistics
Reauired bv Proiect Licence Aopendix 1. Part A 3. 4 and 6 and Aopendix 1. 1.1 (iv)

256.7

259.4

265.0

Source: Ofwat published figure, zero prior to licence award
Reauired bv Project Licence Appendix 1. Part A 3

UPDATED FOR RECONCILIATION Source: "Allowable Project Spend Verification No 15.pdf*
Reauired bv Proiect Licence Appendix 1. Part A 3

150,344,662

340,489,147

168,451,729

UPDATED FOR RECONCILIATION Source: "Regulation Reporting Sep17"
Reauired bv Proiect Licence Appendix 1. Part A 3

0

0

44,803,438

UPDATED FOR RECONCILIATION Source: "2017 Revenue Statement - ITA Expenditure Forecast Review
Addendum.pdf*

The 2017/18 figure is net of expenditure already realised (Annual Actual Project Spend and Estimated Allowable
Project Spend).

Reauired bv Project Licence Appendix 1. Part A 3. 4

334,865,165

Data removed as not required for reconciliation purposes. See "Inputs 2017

Data removed as not required for reconciliation purposes. See "Inputs 2017".

Source: Project Licence, Appendix 1, 1.18
Required by Proiect Licence Appendix 1. Part A 3,4, 6.7.8

Note: In line with the Project Licence, zero as all expenditure treated as capex.
Reauired bv Project Licence Appendix 1. Part A 5

UPDATED FOR REVISED BANK OF ENGLAND DATA Source: "FCA yield calculator.xlsx"

Calculated with reference to iBoxx BBB data and spot implied inflation rates for 10 year maturity from Bank of
England.

Reauired bv Proiect Licence Appendix 1. Part A 6

1.30%

Source: Ofwat published figure, zero prior to Licence award
Required by Project Licence Appendix 1, Part A 6

Source: IP regulatory accounts, zero prior to Licence award
Required by Project Licence Appendix 1, Part A 6

Source: Project Licence Appendix 1, 1.42
Reauired bv Proiect Licence Appendix 1. Part A 6

62.5%

In line with the Project Licence, zero as the IP is not required to pay b

See Proiect Licence Appendix 1, Part A 1.4

d tax.

tax or any other

See Project Licence, Appendix 1, Part A.7

Not applicable for 2015 and 2016 Revenue Statements as adjustment applies in respect of Charging Year T-2, and
2015 is the first year the Allowed Revenue calculation has been made. In future years, source will be previous
Revenue Statements.

Not applicable for 2015 and 2016 Revenue Statements as adjustment applies in respect of Charging Year T-2, and
2015 is the first year the Allowed Revenue calculation has been made. In future years, source will be IP regulatory
accounts.

Not applicable for 2015 and 2016 Revenue Statements as adjustment applies in respect of Charging Year T-2, and
2015 is the first year the Allowed Revenue calculation has been made. In future years, source will be IP internal
accountina records.

Not applicable for 2015 and 2016 Revenue Statements as adjustment applies in respect of Charging Year T-2, and
2015 is the first year the Allowed Revenue calculation has been made.  In future years, source will be IP regulatory
accounts.

Not applicable for 2015 and 2016 Revenue Statements as adjustment applies in respect of Charging Year T-2, and
2015 is the first year the Allowed Revenue calculation has been made. In future years, source will be IP internal
accountina records.

See Project Licence, Appendix 1, Part A 8

Not applicable for 2015 Revenue Statement as reconciliation adjustment applies in respect of Charging Year T-1
and 2015 is the first year the Allowed Revenue calculation has been made. This input will represent the number of
years since revenue was first calculated to feed into the NPV ofthe

Not applicable for 2015 Revenue Statement as reconciliation adjustment applies in respect of Charging Year T-1
and 2015 is the first year the Allowed Revenue calculation has been made. In future, this input will be defined as
follows: 1= ves. 0=no

Not applicable at present. Inputs to be added if this building block becomes relevant (i.e. if Tideway makes an IAR
Overrun Application to increase Allowable Project Spend above the Threshold Outturn). See Project Licence,
Appendix 1, Part A 11

Last dav of the First Charaina Year
Date of Licence award

31/03/2016
24/08/2015




Building Block

Year starts
Year ends
Year t-2
Year t-1
Yeart
Year t+1
Year t+2

1.1 2014/15 RPI Adjustment Factor

Unit

BBRA Calculation 2015

Notes/description

A factor calculated for each Charging Year to express costs associated with that year
in a 2014/15 price base. See Project Licence, Appendix 1, 1.1

2013/14  2014/15 First Charging Second

Year Charging Year
2015/16 2016/17
01/04/2015 01/04/2016
31/03/2016 31/03/2017
2013/14 2014/15
2014/15 2015/16
2015/16 2016/17
2016/17 2017/18
2017/18 2018/19

(a) for the purposes of calculating Forecast Allowable Project Spend for Charging Year Yt+1, estimated Allowable Project Spend for the said Charging Year shall be deflated from a price base in Charging Year Yt+1 to the Base RPI Index year ([2014/15]), using an adjustmer

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt+1 commences

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt+1 ends

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt commences

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt ends

Percentage movement in the RPI (All Items) index as published by Office for National Statistics for the

period April to September in the calendar year in which Charging Year Yt-1 commenced

Percentage movement in the RPI (All Items) index as published by Office for National Statistics for the

period April to September in the calendar year in which Charging Year Yt commenced

Percentage movement in the RPI (All Items) index as published by Office for National Statistics for the

period April to September in the calendar year in which Charging Year Yt+1 commenced

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt-1 commenced

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt-1 ends

Base RPI

Charging Year Yt-2, or where this is on or before Base RPI Index year, 2014/15
Charging Year Yt-1

Charging Year Yt

1.1 ()
1.1 (i)
1.1 (iii)
1.1 (iv)

RPI Adjustment Factor Charging Year T+1

RPI Adjustment Factor Charging Year T

RPI Adjustment Factor Charging Year T-1

RPI Adjustment Factor Charging Year T-2

Applicable Change in Revenue RPI
RPIt
RPIbase (Base RPI Index)

A.1. Allowed Revenue

A.3. Return on Capital

Ofwat Stated RCV for Yt-2

OPRCV Yt-1

2014/15 RPI Adjustment Factor Yt-1
Annual Actual Project Spend Yt-1
Estimated Allowable Project Spend Yt-1
Forecast Allowable Project Spend Yt-1

OPRCV Yt

2014/15 RPI Adjustment Factor Yt
Annual Actual Project Spend Yt
Estimated Allowable Project Spend Yt
Forecast Allowable Project Spend Yt

CPRCV Yt

YARCV Yt

A.4. Liquidity

OPRCV Yt+1

2014/15 RPI Adjustment Factor Yt+1

Annual Actual Project Spend for year t+1
Estimated Allowable Project Spend for year t+1
Forecast Allowable Project Spend for year t+1
CPRCV Yt+1

FYARCV Yt+1

A.5. Opex

A.6. Financing Cost Adjustment building block

Financing Cost Adjustment Yt

Financing Cost Adjustment Index Yield

Base Reference Point (BRP)

Annual Reference Point (ARP)

BRP-ABP
Market Cost of Debt Adjustment Factor

Net Debt in Charging Year Yt-2

Water Services Regulation Authority Adjusted RCV (Current Prices) in Charging Year Yt-2

Notional Debt to RCV Ratio
Notional Net Debt in Charging Year Yt-2

Net Debt in Charging Year Yt-3

Water Services Regulation Authority Adjusted RCV (Current Prices) in Charging Year Yt-3

Notional Debt to RCV Ratio
Notional Net Debt in Charging Year Yt-3

Applicable Change in Revenue RPI for Charging Year Yt
Applicable Change in Revenue RPI for Charging Year Yt-2

A.1.4. Tax

A.7. Under/Over Recovered Revenue Adjustment

A.8. Reconciliation adjustment
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%
%
%
%

%

%
%

£, 2014/15 prices

£, 2014/15 prices

£, 2014/15 prices
£, 2014/15 prices
£, 2014/15 prices

£, 2014/15 prices

£, 2014/15 prices
£, 2014/15 prices
£, 2014/15 prices

£, 2014/15 prices

£, 2014/15 prices

£, 2014/15 prices

£, 2014/15 prices
£, 2014/15 prices
£, 2014/15 prices
£, 2014/15 prices

£, 2014/15 prices

%

%

%

%
%

£, current prices (March of
Charaina Year T-2)
£, current prices (March of
Charaing Year T-2)
%

£, current prices (March of
Charaing Year T-2)

£, current prices (March of
Charaing Year T-3)
£, current prices (March of
Charaina Year T-3)
%
£, current prices (March of
Charaina Year T-3)

Forecast RPI - see input sheet for description of source 3.5%
Forecast RPI - see input sheet for description of source 3.5%
NOT USED FOR RECONCILIATION Forecast RPI - see input sheet for description of source 0.0%
NOT USED FOR RECONCILIATION Forecast RPI - see input sheet for description of source 0.0%
NOT USED FOR RECONCILIATION Calculated with reference to the index values for
March and September to capture April to September inflation (see "Statement of 1.0%
calculation 2017")
NOT USED FOR RECONCILIATION Calculated with reference to the index values for
March and September to capture April to September inflation (see "Statement of 1.5%
calculation 2017")
NEW ROW ADDED FOR RECONCILIATION Calculated with reference to the index
values for March and September to capture April to September inflation (see 2.2%
"Statement of calculation 2017")
NOT USED FOR RECONCILIATION Forecast RPI - see input sheet for description of source 0.0%
NOT USED FOR RECONCILIATION Forecast RPI - see input sheet for description of source 0.0%
Year average RPI for 2014/15, used as base year RPI 256.7
Year average RPI for Charging year T-2 (or 2014/15 where this is later) 256.7
NEW ROW ADDED FOR RECONCILIATION Year average RPI for Charging year T-1 259.4
NEW ROW ADDED FOR RECONCILIATION Year average RPI for Charging year T 265.0
CALCULATION ALTERED FOR RECONCILIATION Factor used to adjust prices from Charging Year T+1 to Charging Year T 1.04
CALCULATION ALTERED FOR RECONCILIATION Factor used to adjust prices from Charging Year T to Charging Year T-1 1.02
CALCULATED ALTERED FOR RECONCILIATION Factor used to adjust prices from Charging Year T-1 to Charging Year T-2 1.01
Factor used to adjust prices from Charging Year T-2 to Charging Year T-3 1.00
Combines factors (i), (ii), (iii) and (iv) above to calculate factor used to adjust prices
from Charging Year T+1 to 2014/15 price base. For First Charging Year, use 1.03 1.07
calculations from Second Charging Year in relation to Charging Year T
Combines factors (ii), (iii) and (iv) above to calculate factor used to adjust prices from
Charging Year T to 2014/15 price base. For First Charging Year, use calculations from 1.01 1.03
Second Charging Year in relation to Charging Year T-1
Combines factors (iii) and (iv) above to calculate factor used to adjust prices from
Charging Year T-1 to 2014/15 price base. For First Charging Year, use calculations 1.00 1.01
from Second Charaina Year in relation to Charaing Year T-2
Equal to factor (iv) above - used to adjust prices from Charging Year T-2 to 2014/15 1.00
price base. Set equal to 1 for Second Charging Year as Year T-2 is equal to base year :
RPIin November of previous Charging Year relative to 2014/15 base year 0.96 0.98 1.01 1.01
RPI in November of Charging Year T-1 245.6 252.1 259.8 259.8
Average RPI for 2014/15 256.7 256.7 256.7 256.7
Total Allowed Revenue calculated as the total of the building blocks below, in
accordance with Project Licence, Appendix 1, 1.4. See Statement of calculation 2017
for further detail. Second Charging Year Allowed Revenue incorporates Allowed RIS AHETHED
Revenue for First Charaing Year.
The Return on Capital building block allows the IP to earn a return on capital in relation
to the forecast average RCV in the Charging Year in question. See Project Licence, 1,879,706 7,927,134
Appendix 1, Part A 3
RCV at the end of Charging Year T-2 as published by Ofwat by 1 September following o 0
the end of the Charaing Year
Opening RCV for Charging Year T-1. Zero for both the First and Second Charging 0 0
Years
Scalar to adjust forecast costs for Charging Year T-1 to 2014/15 price base 1.00 1.01
Allowable Project Spend (verified by the ITA) incurred in Charging Year T-1 0 148,741,346
Allowable Project Spend (not verified by the ITA) incurred in Charging Year T-1 0 0
Allowable Project Spend forecast to be incurred in Charging Year T-1 0 0
Opening RCV for Charging Year T - the sum of opening RCV for Charging year T-1 and
. : 0 148,741,346
all Allowable Project Spend in that year
Scalar to adjust forecast costs for Charging Year T to 2014/15 price base .01 d
Allowable Project Spend (verified by the ITA) incurred in Charging Year T 148,741,346 329,792,312
Allowable Project Spend (not verified by the ITA) incurred in Charging Year T 0 0
Allowable Project Spend forecast to be incurred in Charging Year T 0 0
Closing RCV for Charglng Ygar T - the sum of opening RCV for Charging Year T and 148,741,346 478,533,658
all Allowable Project Spend in that year
Year average RCV for Charging Year T 74,370,673[ 313,637,502|
The Liquidity building block allows the IP a liquidity allowance (return on capital) in
relation to the incremental average RCV in the year following the Charging Year in 6,047,428 10,624,863
question. See Project Licence, Appendix 1, Part A 4
Opening RCV for Charging Year T+1 148,741,346] 478,533,658
Scalar to adjust forecast costs for Charging Year T+1 to 2014/15 price base 1.03 1.07
Allowable Project Spend (verified by the ITA) incurred in Charging Year T+1 329,792,312 157,029,620
Allowable Project Spend (not verified by the ITA) incurred in Charging Year T+1 0 41,765,478
Allowable Project Spend forecast to be incurred in Charging Year T+1 0 312,159,157
Closing RCV for Charging Year T+1 478,533,658 989,487,912
Average RCV for Charging Year T+1 313,637,502 734,010,785]
In line with the Project Licence, the Opex building block is zero as all costs are 0 0
accounted for as capital expenditure. See Project Licence, Appendix 1, Part A 5
The Financing Cost Adjustment building block is intended to protect against
movements in the market cost of debt, by comparing a measure of financing costs at an o o
annual reference point to a base reference point of March 2015. See Project Licence,
Appendix 1, Part A 6
0 0
See Project Licence Appendix 1, Part A 6.3 1.30%
The historic 12 months’ trailing average of the Financing Cost Adjustment Index Yield
1.30% 1.30%
as at 31 March 2015
The historic 12 months’ trailing average of the Financing Cost Adjustment Index Yield 1.30% 1.30%
as at 31 March of Charging Year Yt-2 § .
Difference between BRP and ARP 0.0% 0.0%
See Project Licence Appendix 1 Part A 6.7 0.0% 0.0%
Net Debt at the end of Charging Year T-2 as defined in Project Licence Appendix 1, 0 0
141
RCV at the end of Charging Year T-2 in then current prices 0 0
As defined in Project Licence Appendix 1, 1.42 62.5% 62.5%
RCV multiplied by Notional Debt to RCV ratio. See Project Licence Appendix 1 Part A OI 0
6.9
Net Debt at the end of Charging Year T-3 as defined in Project Licence Appendix 1, o o
1.41
RCYV at the end of Charging Year T-3 in then current prices 0 0
As defined in Project Licence Appendix 1, 1.42 62.5% 62.5%
RCV multiplied by Notional Debt to RCV ratio. See Project Licence Appendix 1 Part A 0 0
6.9
1.01 1.01
0.96 0.98
In line with the Project Licence, zero as the IP is not required to pay corporation tax or
any other income-based tax 0 0
See Project Licence Appendix 1, Part A 1.4
The revenue adjustment building block is to reconcile for under/over recovered Allowed
Revenue in previous Charging Years. Not applicable for 2015 and 2016 Revenue
Statements as adjustment applies in respect of Charging Year T-2, and 2015 is the first 0 0
year the Allowed Revenue calculation has been made. See Project Licence, Appendix
1, Part A7
Not applicable for 2015 Revenue Statement as reconciliation adjustment applies in
respect of Charging Year T-1 and 2015 is the first year the Allowed Revenue 0 0
calculation has been made. See Project Licence, Appendix 1, Part A 8




Not applicable. To be added to calculation if building block becomes relevant (i.e. if
A.11. Additional Return on Capital Building Block £ Tideway makes an IAR Overrun Application to increase Allowable Project Spend
above the Threshold Outturn). See Project Licence, Appendix 1, Part A 11

Not applicable. To be added to calculation if building block becomes relevant (i.e. if
A.11. Additional Liquidity Building Block £ Tideway makes an IAR Overrun Application to increase Allowable Project Spend
above the Threshold Outturn). See Project Licence, Appendix 1, Part A 11

. Value adjustment using the BWACC to take account of the fact that Allowed Revenue
A.1.6.4. Net Present Value Adjustment £ for the First Charging Year (2015/16) was calculated and billed one year late. S0SSLS

Calculation of the proportion of a year between Licence award and the end of the First

PD h
Charging Year

31/03/2016

End of first charging year
24/08/2015

Licence Award
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Building Block

Year starts
Year ends
Year t-2
Yeart-1
Yeart
Year t+1
Year t+2

1.1 2014/15 RPI Adjustment Factor

Unit

Calculation 2017

Notes/description

A factor calculated for each Charging Year to express costs associated with that year
in @ 2014/15 price base. See Project Licence, Appendix 1, 1.1

2013/14

First Charging

2014/15 vear

2015/16
01/04/2015
31/03/2016

2013/14
2014/15
2015/16
2016/17
2017/18

Second
Charging Year

2016/17
01/04/2016
31/03/2017

2014/15
2015/16
2016/17
2017/18
2018/19

Third Charging
Year

2017/18
01/04/2017
31/03/2018

2015/16
2016/17
2017/18
2018/19
2019/20

Fourth
Charging Year

2018/19
01/04/2018
31/03/2019

2016/17
2017/18
2018/19
2019/20
2020/21

(a) for the purposes of calculating Forecast Allowable Project Spend for Charging Year Yt+1, estimated Allowable Project Spend for the said Charging Year shall be deflated from a price base in Charging Year Yt+1 to the Base RPI Index year ([2014/15]), using an adjustment factor derived from multiplying the factors set ou
3.0%
3.0%
3.5%
3.0%

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt+1 commences

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt+1 ends

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt commences

Forecast RPI Adjustment Factor for the calendar vear in which Charging Year Yt ends

Percentage movement in the RPI (All items) index as published by Office for National Statistics for the

period April to September in the calendar year in which Charging Year Yt-1 commenced

Forecast RPI Adjustment Factor for the calendar year in which Charging Year Yt-1 commenced

Forecast RPI Adjustment Factor for the calendar vear in which Charging Year Yt-1 ends

Base RPI
Charging Year Yt-2, or where this is on or before Base RPI Index vear, 2014/15

1.13)

1.1 (i)
1.1 (i)
1.1(v)

RPI Adjustment Factor Charging Year T+1

RPI Adjustment Factor Charging Year T

RPI Adjustment Factor Charging Year T-1

RPI Adjustment Factor Charging Year T-2

Applicable Change in Revenue RPI
RPIt
RPIbase (Base RPI Index)

A.1. Allowed Revenue

A.3. Return on Capital

Ofwat Stated RCV for Yt-2

OPRCV Yt-1

2014/15 RPI Adjustment Factor Yt-1
Annual Actual Project Spend Yt-1
Estimated Allowable Project Spend Yt-1
Forecast Allowable Project Spend Yt-1

OPRCV Yt

2014/15 RPI Adjustment Factor Yt
Annual Actual Project Spend Yt
Estimated Allowable Project Spend Yt
Forecast Allowable Project Spend Yt

CPRCV Yt

YARCV Yt

A.4. Liquidity

OPRCV Yt+1

2014/15 RPI Adjustment Factor Yt+1
Forecast Allowable Project Spend for vear t+1
CPRCV Yt+1

FYARCV Yt+1

A.5. Opex

A.6. Financing Cost Adjustment building block

Financing Cost Adiustment Yt

Financina Cost Adjustment Index Yield

Base Reference Point (BRP)

Annual Reference Point (ARP)

BRP-ABP
Market Cost of Debt Adjustment Factor (absolute)
Market Cost of Debt Adjustment Factor (corrected sign)

Net Debt in Charging Year Yt-2

Water Services Regulation Authority Adjusted RCV (Current Prices) in Charging Year Yt-2
Notional Debt to RCV Ratio
Notional Net Debt in Charging Year Yt-2

Net Debt in Charging Year Yt-3

Water Services Regulation Authority Adjusted RCV (Current Prices) in Charging Year Yt-3
Notional Debt to RCV Ratio
Notional Net Debt in Charging Year Yt-3

Applicable Change in Revenue RPI for Charging Year Yt
Applicable Change in Revenue RPI for Charging Year Yt-2

A.l4 Tax

A.7. Under/Over Recovered Revenue Adjustment

Allowed Revenue
Amount recovered in respect of 2016/17 Allowed Revenue (to end of September 2017)

Applicable Change in Revenue RPI (vear in which original calculation was made)
Applicable Change in Revenue RPI (current year)

Reconciliation amounts (unadjusted)

amounts (NPV-adjusted)

A.8. Reconciliation adjustment
Reconcile this year?

Time since original calculation

Allowed Revenue (as at October 2017)

Allowed Revenue (as at October 2016)

Applicable Change in Revenue RPI (vear in which original calculation was made)
Applicable Change in Revenue RPI (current year)

Reconciliation amounts (unadjusted)
Reconciliation amounts (NPV-adjusted)

A.11. Additional Return on Capital Building Block

A.11. Additional Liquidity Building Block
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£, 2014/15 prices

£,2014/15 prices

£,2014/15 prices
£, 2014/15 prices
£,2014/15 prices

£, 2014/15 prices

£, 2014/15 prices
£,2014/15 prices
£, 2014/15 prices

£, 2014/15 prices

£,2014/15 prices

£,2014/15 prices

£,2014/15 prices
£, 2014/15 prices

£, 2014/15 prices

%

%

%
%
%

£, current prices (March of
Charging Year T-2)
£, current prices (March of
Charaing Year T-2)
%
£, current prices (March of
Charaing Year T-2)

£, current prices (March of
Charaing Year T-3)
£, current prices (March of
Charging Year T-3)
%

£, current prices (March of
Charging Year T-3)

n/a

years

Forecast RPI - see input sheet for description of source
Forecast RPI - see input sheet for description of source
Forecast RPI - see input sheet for description of source
Forecast RPI - see input sheet for description of source

Calculated with reference to the index values for March and September to capture April
to September inflation (see detailed modelling assumptions in "Statement of calculation
2017")

Forecast RPI - see input sheet for description of source
Forecast RPI - see input sheet for description of source

Year average RPI for 2014/15, used as base year RPI|
Year average RPI for Charging year T-2 (or 2014/15 where this is later)

Factor used to adjust prices from Charging Year T+1 to Charging Year T
Factor used to adjust prices from Charging Year T to Charging Year T-1
Factor used to adjust prices from Charging Year T-1 to Charging Year T-2
Factor used to adjust prices from Charging Year T-2 to Base RPI Index year

Combines factors (i), (ii), (iii) and (iv) above to calculate factor used to adjust prices
from Charging Year T+1 to 2014/15 price base.

Combines factors (i), (iii) and (iv) above to calculate factor used to adjust prices from
Charging Year T to 2014/15 price base.

Combines factors (jii) and (iv) above to calculate factor used to adjust prices from
Charaina Year T-1 to 2014/15 price base.

Equal to factor (iv) above - used to adjust prices from Charging Year T-2 to 2014/15
price base.

RPIin November of previous Charging Year relative to 2014/15 base year
RPIin November of Charging Year T-1
Average RPI for 2014/15

Total Allowed Revenue calculated as the total of the building blocks below, in
accordance with Project Licence, Appendix 1, 1.4. See Statement of calculation 2017
for further detail.

The Return on Capital building block allows the IP to earn a return on capital in relation
to the forecast average RCV in the Charging Year in question. See Project Licence,
Appendix 1, Part A 3

RCV at the end of Charging Year T-2 as published by Ofwat by 1 September following
the end of the Charaina Year

Openina RCV for Charaina Year T-1.

Scalar to adjust forecast costs for Charging Year T-1 to 2014/15 price base
Allowable Project Spend (verified by the ITA) incurred in Charging Year T-1
Allowable Project Spend (not verified by the ITA) incurred in Charging Year T-1
Allowable Project Spend forecast to be incurred in Charging Year T-1

Opening RCV for Charging Year T - the sum of opening RCV for Charging year T-1
and all Allowable Proiect Spend in that vear

Scalar to adjust forecast costs for Charging Year T to 2014/15 price base
Allowable Project Spend (verified by the ITA) incurred in Charging Year T
Allowable Project Spend (not verified by the ITA) incurred in Charging Year T
Allowable Project Spend forecast to be incurred in Charging Year T

Closing RCV for Charging Year T - the sum of opening RCV for Charging Year T and
all Allowable Proiect Spend in that vear

Year average RCV for Charging Year T

The Liquidity building block allows the IP a liquidity allowance (return on capital) in
relation to the incremental average RCV in the year following the Charging Year in
auestion. See Proiect Licence. Appendix 1. Part A 4

Opening RCV for Charging Year T+1

Scalar to adjust forecast costs for Charging Year T+1 to 2014/15 price base
Allowable Project Spend forecast to be incurred in Charging Year T+1
Closing RCV for Charging Year T+1

Average RCV for Charging Year T+1

In line with the Project Licence, the Opex building block is zero as all costs are
accounted for as capital expenditure. See Proiect Licence. Appendix 1. Part A5

The Financing Cost Adjustment building block is intended to protect against
movements in the market cost of debt, by comparing a measure of financing costs at an
annual reference point to a base reference point of March 2015. See Project Licence,
Appendix 1, Part A 6

See Project Licence Appendix 1, Part A 6.3

The historic 12 months’ trailing average of the Financing Cost Adjustment Index Yield
as at 31 March 2015

The historic 12 months’ trailing average of the Financing Cost Adjustment Index Yield
as at 31 March of Charaina Year Yt-2

Difference between BRP and ARP

See Project Licence Appendix 1 Part A 6.7

See Project Licence Appendix 1 Part A 6.7

Net Debt at the end of Charging Year T-2 as defined in Project Licence Appendix 1,
141

RCYV at the end of Charging Year T-2 in then current prices

As defined in Project Licence Appendix 1, 1.42
RCV multiplied by Notional Debt to RCV ratio. See Project Licence Appendix 1 Part A
6.9

Net Debt at the end of Charging Year T-3 as defined in Project Licence Appendix 1,

RCV at the end of Charging Year T-3 in then current prices

As defined in Project Licence Appendix 1, 1.42
RCV multiplied by Notional Debt to RCV ratio. See Project Licence Appendix 1 Part A
6.9

In line with the Project Licence, zero as the IP is not required to pay corporation tax or
any other income-based tax
See Project Licence Appendix 1, Part A 1.4

The revenue adjustment building block is to reconcile for under/over recovered Allowed
Revenue in previous Charging Years. See Project Licence, Appendix 1, Part A.7

Allowed Revenue as submitted in 2015 updated revised Revenue Statement
Amount collected by Thames Water and received by Tideway in respect of 2016/17
Allowed Revenue, prior to the end of September 2017.

Difference between Allowed Revenue for a Charging Year and the amount collected by
Thames Water and received by Tidewav in respect of that Allowed Revenue.
Reconciliation amount as calculated above, NPV-adjusted for the delay between the
original Charging Year and the year of reconciliation using the BWACC and Applicable
Chanae in Revenue RPI.

Reconciliation for updated expenditure and inflation data to reflect realised actuals and
updated forecasts. See Project Licence, Appendix 1, Part A 8

Revenue for a given Charging Year is subject to building block reconciliation
adjustment where estimated or forecast expenditure or inflation inputs were used the
last time that vear's revenue was calculated. Defined as follows: 1 = ves, 0= no
Represents the number of years since revenue was first calculated to feed into the
NPV adi of ther
Allowed Revenue recalculated using updated expenditure and inflation data. Excludes
the und d revenue 1t and the reconciliation adjustment
building blocks, as these building blocks are not subject to reconciliation. See BBRA
Calculation 2015 and BBRA Calculation 2016

nciliation it

Allowed Revenue as submitted in 2016 updated revised Revenue Statement.
Excludes the under/over recovered revenue adjustment and the reconciliation
adjustment building blocks, as these building blocks are not subject to reconciliation.

Adjustment calculated as difference between updated calculation and previous year's
calculation, prior to NPV adiustment.

Adjustment calculated as difference between updated calculation and previous year's
calculation, post NPV-adjustment using BWACC and Applicable Change in Revenue
RPI.

Not i To be added to 1 if building block becomes relevant (i.e. if
Tideway makes an IAR Overrun Application to increase Allowable Project Spend above
the Threshold Outturn). See Proiect Licence, Appendix 1, Part A 11

Not i To be added to 1 if building block becomes relevant (i.e. if
Tideway makes an IAR Overrun Application to increase Allowable Project Spend above
the Threshold Outturn). See Project Licence, Appendix 1, Part A 11
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Updated revised Revenue Statement - 2018/19
Submitted to Ofwat on 14 December 2017

Year preceding

Prior Charging Prior Charging Current Charging Forthcoming

Year Year Year Charging Year

£, nominal 2015/16 2016/17 2017/18 2018/19

Allowed Revenue | 33,603,285 | | 28,559,132 | | 49,235,940 |
Amounts received from TWUL o | 26,747,386 |
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Statement of calculation
Introduction

The following section sets out how Tideway's Allowed Revenue calculation has been made for the charging year 2018/19. It builds on Tideway's 2015 and 2016 Revenue Statements.

The Licence has been written to provide the basis of a revenue submission in a typical year. A number of detailed modelling assumptions have been made in interpreting Appendix 1 of the Project Licence.

The 2015 submission was atypical as it covered two years. As such, a number of assumptions were required to ensure the calculation was in line with the spirit and intent of the Licence, some of which continued to apply in the 2016 submission.

For the 2017 Revenue Statement, a small number of additional clarifying assumptions have been made, for example in relation to the reconciliation of prior years' revenue for updated expenditure and inflation information and for under recovery of revenue (e.q. where the licence does not specify formulae.).
These assumptions, as set out in the table below, have been agreed with Ofwat prior to submission (email received from Martyn Andrews dated 31/10/17).

Sheet Issue Resolution

Revenue Both First and Second Year Allowed Revenue are added and shown as a single figure for the “Prior Charging Year” on the Revenue Statement. Both years of Allowed
Statement How to present First and Second Charging Year Allowed Revenue on the Revenue Statement. Revenue were billed by Thames Water in 2016/17, and need to be treated as a single year of Allowed Revenue for the purposes of revenue reconciliation in 2018/19 and
2017 overpayment provisions in the licence and Revenue Agreement.

BBRA Inputs Applying the definition of Applicable Change in Revenue RPI for the First Charging Year seems to suggest referring to November 2014 RPI. However, this revenue was billed in 2016/17. Consistent with the financial model used as part of the P procurement process and the 2015 Revenue Statement, apply November 2015 RP! for the Applicable Change
2015 in Revenue RPI for the First Charging Year.

BBRA Inputs

2015, BBRA  The 2014/15 RPI Adjustment Factor refers to "the percentage movement in the RPI (All Items) index as published by ONS for the period April to September in the calendar year..." However, if the index values for April Interpret the movement for the period April to September as the movement between the March and September index values, which ensures April inflation is also picked
Inputs 2016,  and September are taken, this only picks up 5 months of inflation. Together with the other elements of the formula, this results in an underestimate of inflation for the Charging Year. up.

Inputs 2017

BBRA

Calculation

2015, BBRA  Annual Actual Project Spend for the current Charging Year (Yt-1) feeds into the calculation of RCV, which is required for the calculation of the Return on Capital and Liquidity building blocks. The licence specifies that
Calculation Annual Actual Project Spend should be deflated by the Applicable Change in Cost RPI for a Charging Year, rather than the 2014/15 RPI Adjustment Factor. However, the Applicable Change in Cost RPI can only be
2016, calculated following the publication of RPI for each month of the relevant Charging Year. This information is not available for the current Charging Year at the time the Revenue Statement is prepared.

Calculation
2017

BBRA
Calculation
2015, BBRA
Calculation

Use the 2014/15 RPI Adjustment Factor to deflate the Annual Actual Project Spend in the current Charging Year. This will be trued up in next year's Revenue Statement
as part of the building block reconciliation adjustment.

In order to reconcile Allowed Revenue calculated in prior years for updated inflation, it is not appropriate to use the 2014/15 RPI Adjustment Factor defined in Tideway's licence as more up to date information is Use approach consistent with definition of 2014/15 RPI Adjustment Factor but with actual inflation used up to September of Yt. This is equivalent to applying the 2014/15
available (i.e. a further year of actual inflation data which can be used to replace the forecast). RPI Adjustment Factor values as calculated for the Fourth Charging Year Allowed Revenue calculation, and ensures the latest actual RPI data is taken into account.

Apply a net present value adjustment in nominal terms by using (1+BWACC) as the real discount factor and adjusting for inflation using RPI, taking into account the
number of years since the Allowed Revenue for a given year was first calculated. This involves multiplying the reconciliation amount by (1+BWACC) raised to the power
of the number of years since the Allowed Revenue for the relevant year was first calculated, and the ratio between the Applicable Change in Revenue RPI of the two
Charging Years. The reconciliation amount is calculated relative to the value calculated in the prior year. The formulae used to perform this reconciliation are as set out
in this statement of calculation.

Calculation Appendix 1, Part A 8 of Tideway's licence requires a reconciliation adjustment of a number of building blocks for updated values. The licence requires that the adjustment is calculated on a net present value neutral
basis using the BWACC, but it does not specify the adjustment formulaically or specify the means of adjusting for inflation.

Appendix 1, Part A 7 of Tideway's licence requires an under/over recovered revenue adjustment to be made to Allowed Revenue in the Third Charging Year and each Charging Year thereafter. However, as Tideway's In line with the spirit and intent of the licence, and as agreed with Ofwat for the 2016 Revenue Statement, an under/over recovered revenue adjustment to Allowed

(ziglcula(ion Allowed Revenue for the First Charging Year was not billed until the Second Charging Year (due to the timing of licence award), this would have meant making a material reconciliation for revenue in the Third Charging Revenue was not calculated for the Third Charging Year. The under/over recovered revenue adjustment will be calculated for the first time for the Fourth Charging Year
17 Year that had been received during the course of the Second Charging Year. and will cover Allowed Revenue from both the First and Second Charging Years, both billed in 2016/17 (see below).
Calculation The under/over recovered revenue is with to Allowed Revenue for Charging Year t-2, as set out in Appendix 1, Part A 7 of Tideway's licence. If Allowed Revenue for Charging Year t-2 is  As per the first assumption in this table, treat Allowed Revenue for the First and Second Charging Years as a single year of Allowed Revenue for the purposes of
2017 interpreted as only 2016/17 Allowed Revenue, 2015/16 Allowed Revenue would be excluded from the reconciliation. revenue reconciliation and overpayment provisions in the licence and Revenue Agreement.
Calculation One of the terms in the formula for the under/over recovered revenue adjustment (as set out in Appendix 1, Part A 7 of Tideway's licence) is “the amount in respect of the IP Charge recovered by the Infrastructure Interpret “the amount in respect of the IP Charge recovered by the Infrastructure Provider in respect of Charging Year t-2" as the amount that has been paid by Thames
Provider in respect of Charging Year t-2". However, the licence does not specify the time period to which this element of the calculation should relate. Water and Tideway has received prior to the end of September of Charging Year t-1.
Apply a net present value adjustment in nominal terms by using (1+BWACC) as the real discount factor and adjusting for inflation using RPI. For 2018/19 Allowed
Calculation Appendix 1, Part A 7 of Tideway's licence requires that the under/over recovered revenue adjustment is calculated on a net present value neutral basis using the BWACC, but it does not specify the adjustment Revenue, this involves multiplying the unadjusted ili 1 amount by (1+BWACC)"2 and the ratio between the Applicable Change in Revenue RPI of the two
2017 formulaically or specify the means of adjusting for inflation. Charging years (to account for the two year delay in revenue receipts). For 2018/19, the reconciliation amount is calculated as the difference between 2016/17 Allowed
Revenue and the amount recovered in respect of 2016/17 Allowed Revenue.
ggﬁulallon Additional Return on Capital and Additional Liquidity Building Blocks may never become relevant (i.e. these building blocks may only become relevant if Tideway applies for an Increase in Allowed Revenue (IAR). Exclude calculations for Additional Return on Capital and Additional Liquidity until there is a non-negligible probability that these will be required.
BBRA
Calculation
2015, BBRA  Reconciliation Adjustment (A 8) states that Financing Cost Adjustment should be subject to reconciliation, but none of the elements of this calculation are forecast. Leave a placeholder for reconciliation of the Financing Cost Adjustment should this, for any reason, become relevant in future, but exclude from calculation at present.
Calculation
2016

Key to Charging Years

Charging
Year Year Full description
2015/16 Y1 First Charging Year
2016/17 Y2 Second Charging Year
2017/18 Y3 Third Charging Year
2018/19 Y4 Fourth Charging Year
2019/20 Y5 Fifth Charging Year
Summary

The inputs to this calculation, and the sources of these inputs, are set out on the "Inputs 2017", "BBRA Inputs 2016" and "BBRA Inputs 2015" sheets of this workbook. The "BBRA Inputs 2015" sheet isolates the inputs required to reconcile the Allowed Revenue first calculated in 2015 (i.e. for the First and Second Charging Years), with the "BBRA Inputs 2016" sheet isolating the inputs required to reconcile the Allowed Revenue first calculated in 2016 (for the Third Charging Year).
Both reconciliations are for updated cost and inflation data and the inputs are consistent with those set out on "Inputs 2017".

‘Tideway Allowed Revenue (t) = Return on capital + Liquidity + Operating expenditure + Financing cost adjustment + Tax +/- Revenue adjustment +/- Building block for reconciliation adjustment  + Additional return on capital ~ + Additional liquidity
Tideway Allowed Revenue (Fourth Charging Year) = 34.1 + 149 + 0 + 05 + [ + 29 -3.2 +0 +0
= 49.2 (Em)

The calculation of each of these elements is described below.

Inputs
The inputs for the Allowed Revenue calculation are set out in “Inputs 2017", "BBRA Inputs 2016" and "BBRA Inputs 2015", along with source information and accompanying notes.

In line with Appendix 1 A8 of Tideway's licence, the Expenditure Forecast is that most recently verified by the Independent Technical Assessor (verified 29/10/17).
It represents the company's latest forecast of cash expenditure over 2017/18, 2018/19 and 2019/20.

Return on Capital
The Return on Capital building block allows Tideway to earn a return on capital in relation to the forecast average RCV in the Charging Year in question.
Average RCV is calculated using annual actual, estimated and forecast allowable project spend, as shown in the table below.

£m, 2014/15 prices Y1 Y2 Y3 Y4 Y5
Opening RCV 0.0 148.7 478.5 989.5 1,555.3
Allowable Project Spend 148.7 329.8 511.0 565.8 546.6
Closing RCV 148.7 478.5 989.5 1,555.3 2,101.9
Average RCV 74.4 313.6 734.0 1,272.4 1,828.6

For the Fourth Charging Year, this building block is calculated as follows:

Return on Capital = Average RCV in Y4 * Bid WACC * Applicable Change in Revenue RPI for the Fourth Charging Year
= 1,272.4 * 2.497% * 275.8
256.7
= 34.1 (Em)
Liquidity

The Liquidity building block allows Tideway a liquidity allowance (return on capital) in relation to the incremental average RCV in the vear following the Charging Year in question.
For the Fourth Charging Year, this building block is calculated as follows:
Liquidity = (Forecast average RCV in year 5 - Average RCV in vear 4) * Bid WACC * Applicable Change in Revenue RPI for the Fourth Charging Year

= 556.2 * 2.497% * 275.8
256.7

= 14.9 (Em)
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Operating Expenditure (opex)
In line with Tideway's licence, the Opex building block is currently zero as all costs are accounted for as capital expenditure.

Financing Cost Adjustment
The Financing Cost Adjustment building block is intended to protect against movements in the market cost of debt, recognising that Tideway's Bid WACC will apply for a much longer period than the standard five year control period for a WaSC or WoC.

The Financing Cost Adjustment for a given year is calculated as follows:

Financing Cost Adjustment (t) = (Net Debt (t-2) - Net Debt (t-3)) * Market Cost of Debt Adjustment Factor (t) * (1 + BWACC)"2 * Applicable Change in Revenue RPI ({)
Applicable Change in Revenue RPI (t-2)

where Market Cost of Debt Adjustment Factor (t) = i) if the difference between the BRP and the ARP on any ARP Calculation Date is +/- 50 bps, the market cost of debt adjustment will be 0

ii) if the difference between the BRP and the ARP is between (+/-) 51 bps and 100 bps, the market cost of debt adjustment factor will be equal to 50% of the amount by which such difference exceeds 50bps
iii) if the difference between the BRP and the ARP is greater than +/- 100 bps, the market cost of debt adjustment factor will be equal to the amount by which such difference exceeds 75 bps

BRP = the 12 months' trailing average of the Financing Cost Adjustment Index Yield as at 31 March 2015
ARP = the 12 months' trailing average of the Financing Cost Adjustment Index Yield as at 31 March of Charging Year t-2

where the Financing Cost Adjustment Index Yield = (1+ iBoxx BBB UK non-financials with 10+ year maturity) -1
(1 + spot implied inflation rates for 10 year maturity published by the Bank of England)

Note that where the ratio between Net Debt and Ofwat-stated RCV (current prices) is higher than the notional debt to RCV ratio, Net Debt will be deemed to equal the notional debt to RCV ratio multiplied by the Ofwat-stated RCV in current prices.
The Financing Cost Adjustment Building Block for each Charging Year is the sum of the Financing Cost Adjustment for that Charging Year and all previous Charging Years, to reflect the build-up of the market cost of debt protection over time.

There was no Financing Cost Adjustment in respect of the Allowed Revenue for the First or Second Charging Years, as in both cases, Tideway did not exist in Charging Year t-2 and t-3, and so did not hold any Net Debt at this time.
The Financing Cost Adjustment building block was zero in the Third Charging Year as the difference between the BRP and ARP was less than 50 bps, and therefore the Market Cost of Debt Adjustment Factor was zero.

In October 2017, the Bank of England published revised UK real vield estimates for 2015 and 2016, which affect the spot implied inflation rates for 10 year maturity used to calculate the Financing Cost Adjustment Index Yield. The revisions reflect a change in methodology related to the types of inflation-linked government bonds used to produce the data.
These revisions affect the base reference point (BRP) and annual reference point (ARP) for 2016/17, which have been updated in the Revenue Statement and are set out below for completeness. As described above, there was no Financing Cost Adjustment in the First, Second or Third Charging Years, and so no adjustment to prior years' Allowed Revenue is required.

Charging Year 2015/16 2016/17
Original Revised Original Revised

Base reference point 1.299% 1.298% - -

Annual reference point - - 1.464% 1.430%

For the Fourth Charging Year, this building block is calculated as follows:
Financing Cost Adjustment (vear 4) = (Net Debt (year 2) - Net Debt (year 1)) * Market Cost of Debt Adjustment Factor (year 4) * (1 + BWACC)"2 * Applicable Change in Revenue RPI (year 4)
Applicable Change in Revenue RPI (vear 2)
= ( -315.9 - -1304 ) * -0.22% * (1+0.02497) "2 * 1.07

1.01

= 05 (Em)

Where the Market Cost of Debt Adjustment Factor (year 4) results from the difference between the BRP and the ARP:
BRP - ARP= 1.30% - 0.35%
= 0.95%, a difference of 95 basis points, which falls in the greater than 50bps but less than 100 bps band.

This leads to a Market Cost of Debt Adjustment Factor (vear 4) of 50% of the amount by which this difference exceeds 50bps, or (50% * (0.95% - 0.50%)) = -0.22%
(The Market Cost of Debt Adjustment Factor shall be expressed as a positive figure where the ARP exceeds the BRP, and as a negative figure where the BRP exceeds the ARP)

Financing Cost Adjustment building block = Financing Cost Adjustment (year 1) + Financing Cost Adjustment (vear 2) + Financing Cost Adjustment (vear 3) + Financing Cost Adjustment (year 4)
= 0 + 0 + 0+ 05
= 0.5 (Em)

Tax
In line with Tideway's licence, the tax building block is zero as Tideway is not currently required to pay corporation tax or any other income-based tax.

Revenue Adjustment

The revenue adjustment building block is to reconcile for under/over recovered Allowed Revenue in previous Charging Years.

In line with the assumptions set out above, there was no revenue adjustment for the Allowed Revenue in the Third Charging Year, as Thames Water only started billing Tideway's revenue in the Second Charging Year (2016/17).
Therefore, this building block applies for the first time in the Fourth Charging Year (2018/19).

The Revenue Adjustment for the Fourth Charging Year will be based on under recovery of revenue for the Second Charging Year. The table below sets out the amount in respect of the IP Charge recovered by Tideway in respect of the Second Charging Year at the time this Revenue Statement is being prepared. This is split between 2016/17 (as reported in our 2016/17 Annual Report) and the period April to September 2017 (consistent with the assumptions set out in the table at the beginning of this statement).

Payment received from

£m Thames Water in period
Charging 2016/17 2017/18
Year Allowed revenue Full year Apr-Sep
2015/16 11.2 26.7 43
2016/17 224

For the Fourth Charging Year, this building block is calculated as follows:

Revenue Adjustment (Fourth Charging Year) = Allowed Revenue for the Second Charging Year - [the amount in respect of the IP Charge recovered by the Infrastructure Provider in respect of the Second Charaing Year + the amount in respect of the IP Charge recovered by the Infrastructure Provider in respect of any Charging Year falling prior to Second Charging Year that has not been included in any previous Revenue Adjustment calculation]
(before NPV adjustment)

= 33.6 -1 31.0 + 01

= 2.6 (Em)

The Revenue Adjustment is subiject to a net present value adjustment as specified in Tideway's licence and calculated in line with the assumptions set out above.

Revenue Adjustment (Fourth Charging Year) = = Revenue Adjustment (Fourth Charging Year) before NPV adjustment * (1+Bid WACC)"2) * Applicable Change in Revenue RPI (vear 4)
(after NPV adjustment) Applicable Change in Revenue RPI (vear 2)
= 2.6 *(1+0.02497)"2) * 1.07
1.01
= 2.9 (Em)

Building Block Reconciliation Adjustment (BBRA)

A reconciliation adjustment applies for the Return on Capital, Liquidity, Opex, Financing Cost Adjustment, Tax, Additional Return on Capital and Additional Liquidity building blocks.

The reconciliation is calculated on a net present value neutral basis, using the Bid WACC as the discount factor. It reconciles for actual values realised since the previous calculation of the Allowed Revenue for a particular year, and updated forecasts. In practice, this means reconciling for updated expenditure and inflation.

This building block was applied for the first time in the calculation of 2017/18 Allowed Revenue, and it reconciled the 2015/16 and 2016/17 Allowed Revenue, both of which were calculated in the 2015 Revenue Statement.

In the 2017 Revenue Statement, the building block includes a further reconciliation of 2015/16 and 2016/17 Allowed Revenue, and reconciles 2017/18 Allowed Revenue for the first time. The 2015/16 Allowed Revenue is being reconciled for the final time in this 2017 Revenue Statement. This is because actual values have now been realised for all inputs to this calculation, with no forecasts that would require further reconciliation.

The Building Block Reconciliation Adjustment uses the company's latest forecast of expenditure as described in the "Inputs" section above. The differences between 2016/17 actual expenditure and the inputs used for the 2016 Revenue Statement are due to delayed construction expenditure and the contingency provision not being incurred. Similar information will be provided for 2017/18 in the 2018 Revenue Statement, once the full year of actual expenditure has been realised.

Allowed Revenue

2015/16 2016/17 2017/18
Allowed Revenue - as calculated in 2015 Revenue Statement 1.2 224
Allowed Revenue - as calculated/recalculated in 2016 Revenue Statement 8.7 19.8 34.0
Allowed Revenue - as recalculated for 2017 Revenue Statement 8.1 18.6 32.9

The table above shows the Allowed Revenue for 2015/16, 2016/17 and 2017/18 as calculated in the 2015 and 2016 Revenue Statements, and recalculated for this 2017 Revenue Statement.
The Allowed Revenue figures set out above exclude the building block reconciliation adjustment (BBRA) and revenue adjustment (RA) building blocks, which are not subject to reconciliation (and which were zero for 2015/16 and 2016/17 Allowed Revenue).
The building block reconciliation is made on a net present value neutral basis using the Bid WACC as a discount factor and adjusting for inflation using RPI, which takes into account the number of years since the Allowed Revenue for a given year was first calculated. This gives the following calculation:

Building block reconciliation adjustment = (2015/16 Allowed Revenue [2017 calculation] - 2015/16 Allowed Revenue [2016 calculation]) * ((1 + Bid WACC)"2) * Applicable Change in Revenue RPI (year 4) + (2016/17 Allowed Revenue [2017 calculation] - 2016/17 Allowed Revenue [2016 calculation]) * ((1 + Bid WACC)"2) * Applicable Change in Revenue RPI (year + (2017/18 Allowed Revenue [2017 calculation] - 2017/18 Allowed Revenue [2016 calculation])*((1 + Bid WACC)"1) * Applicable Change in Revenue RPI (vea
(Fourth Charging Year) Applicable Change in Revenue RPI (vear 1) Applicable Change in Revenue RPI (year 2) Applicable Change in Revenue RPI (year 3)
= (81 - 8.7) “((1+0.02497 )"2) 1.07 + (18.6 - 19.8) *((1+0.02497 )"2) * 1.07 + ( 329 - 34 ) *(1+0.02497)"1) * 1.07
1.01 1.01 1.03
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= -0.7

= -3.2 (Em)

The sections below set out the recalculation of the 2015/16, 2016/17 and 2017/18 Allowed Revenue.

Return on Capital
First Charging Year

Return on Capital = Average RCV in First Charging Year * Bid WACC * Applicable Change in Revenue RPI for the First Charging Year

= 74.4 * 2.497%

= 19 (Em)

Liquidity
First Charging Year

* 259.8
256.7

Liquidity = (Forecast average RCV in year 2- Average RCV in year 1) * Bid WACC * Applicable Change in Revenue RPI for the First Charging Year

= 239.3 *

= 6.0 (Em)

Opex

In line with Tideway's licence, the Opex building block is zero as all costs are accounted for as capital

Financing Cost Adjustment

2.497%

* 259.8
256.7

. Therefore, no 1is required.

The Financing Cost Adjustment does not rely on any forecast inputs and therefore a reconciliation for actuals and updated forecasts is not required.

Tax

In line with Tideway's licence, the tax building block is zero as Tideway is not required to pay corporation tax or any other income-based tax.

Additional Return on Capital and Additional Liquidity

These building blocks will only apply if spend exceeds the Threshold Outturn and Tideway has made an IAR Overrun Application.

Therefore this building block is zero for the purposes of this calculation.
Recalculated Allowed Revenue

Tideway Allowed Revenue (t) =

(excludes the building block reconciliation adjustment and revenue adjustment building blocks, which are not subiject to reconciliation)

The calculation of these building blocks is as described above. This results in the following recalculated Allowed Revenue for 2015/16, 2016/17 and 2017/18:

Tideway Allowed Revenue (First Charging Year) =

Tideway Allowed Revenue (Second Charging Year) =

‘Tideway Allowed Revenue (Third Charging Year) =

The Allowed Revenue for the First Charging Year is subject to an NPV adjustment as follows:

19

7.9

7.9

18.6

19.0

329

+6 + 0+ 0+
(Em)
+106 + 0+ 0+
(Em)
+139 + 0+ 0+
(Em)

Adiusted Allowed Revenue (First Charging Year) = Allowed Revenue (First Charging Year) * (1 + BWACC)*0.5 + PD/2)
where PD is the proportion of the First Charging Year between Licence Award and the end of the First Year

7.9

8.1

* (1+0.02497)(0.5+(221/366)/2)

(Em)

Second Charging Year
Return on Capital =

Second Charging Year
Liquidity =

0+

Average RCV in Second Charging Year * Bid WACC * Applicable Change in Revenue RPI for the Second Charging Year

313.6

7.9 (Em)

* 2.497%

* 259.8

256.7

(Forecast average RCV in year 3 - Average RCV in year 2) * Bid WACC * Applicable Change in Revenue RPI for the Second Charging Year

420.4

10.6 (Em)

Return on capital + Liquidity + Operating expenditure + Financing cost adjustment + Tax + Additional return on capital + Additional liquidity

0+

* 2.497%

* 259.8

256.7

Third Charging Year
Return on Capital =

Third Charging Year

Liquidity = (Forecast average RCV in year 4 - Average RCV in year 3) * Bid WACC * Applicable Change in Revenue RPI for the Third Charging Year

Average RCV in Third Charging Year * Bid WACC * Applicable Change in Revenue RPI for the Third Charging Year

734.0

19.0 (Em)

538.4

13.9 (Em)

2.497%

2.497%

265.5

256.7

265.5

256.7

Additional Return on Capital

The Additional Return on Capital building block will only apply if spend exceeds the Threshold Outturn and Tideway has made an IAR Overrun Application.

Therefore this building block is zero for the purposes of this calculation.

Additional Liquidity

The Additional Return on Capital building block will only apply if spend exceeds the Threshold Outturn and Tideway has made an IAR Overrun Application.

Therefore this building block is zero for the purposes of this calculation.
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