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Dear Panel, 

RE: Water PR24 references – Base Cost Modelling Working Paper  
I am writing on behalf of Pennon Group, the FTSE 250-listed environmental infrastructure 
group focused on the UK water sector, to provide a third-party response to the Competition 
and Markets Authority’s (CMA) Base Cost Modelling Working Paper.   
Pennon Group serves around 4.3 million people across the South West of England and the 
South East through South West Water, Bristol Water, Bournemouth Water and SES Water, 
supported by our c.4,000 colleagues. We are also active in the Water Business market 
through Pennon Water Services, SES Business Services, and a minority shareholding in the 
retailer Water 2 Business.  
We welcome the opportunity to provide observations on the CMA’s updated approach to 
determining base costs. We recognise that the CMA are reviewing base models for the 
specific purpose of redeterminations, rather than seeking to recalibrate base allowances for 
the water sector as a whole.  
In the Base Cost Modelling Working Paper, the CMA has updated its econometric approach 
to determining base cost allowances, designed to identify the economic and engineering 
cost drivers that most accurately predict routine year-on-year costs incurred in the normal 
running of the business. If applied across the sector, this approach would generally imply a 
reduction of around 7% in base allowances relative to Ofwat’s PR24 Final Determination, 
and around 2% reduction to the CMA’s October Provisional Redetermination.  
We agree that the CMA should consider company specific adjustments to the defined set of 
base models, and the consultation sets out a clear and logical framework for doing so. In 
our view, such adjustments should be limited to genuinely unique circumstances, or to cases 
where excluding a variable that applies widely, materially improves the performance of the 
model as a whole.  
The treatment of coastal population in section 5.12 of the consultation provides a good 
illustration. Depending on the final model specification, we would expect this factor to have 
an impact on wastewater allowances for South West Water. We agreed with Ofwat’s 
approach to this issue at PR24, including the treatment of coastal claims and the associated 
cost adjustment decisions. 






