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Chief Executive Officer’s Foreword

We are keen to accelerate the investments that will deliver
improvements for our customers and the environment now.

We welcome Ofwat’s draft determination on our cost change submission as it recognises
the need for further investment in our region to improve the condition of our assets and
respond to emerging growth.

Our submission represented a ‘no regrets package’, with projects that deliver benefit to
customers now. We are pleased to see Ofwat substantially accept the need for
investment set out in our submission, with the main exception being the proposed
investment in cyber security.

We remain of the view that cyber security risks are increasing and that significant
investment is required to protect our assets from future attacks. However, we recognise
the points made within the Ofwat feedback that the sector is awaiting new legislation /
guidance and there may be some benefit to aligning our investment plans to these.
Therefore, we will work with Ofwat ahead of the 2027 cost change submission to explore
this further. In the meantime, we will engage with the government in responding to this
evolving challenge.

We provide further information and evidence regarding the remainder of our submission,
responding to areas where Ofwat has sought further clarification and points of detail.

Our primary concern with the draft determination is the lack of in-period funding relating
to the investment that must take place over the next three years. A key benefit of the
cost change process was the acceleration of future costs and to smooth the bill impacts.
Investing early and smoothing the bill effects helps mitigate future bill rises that are
expected for the 2030-35 period. Our customers have consistently told us that they
favour smooth bill profiles rather than sharp increases.

We are also concerned about the financeability of the investment absent any in-period
funding. Additional investment now places greater demands on our cash flow. Without
appropriate in-period funding, we may have to curtail our ambitions to accelerate
investment, deferring spend to 2030-35. The draft determination could have a material
adverse effect on our notional credit metrics if recovery is deferred to end of period, and
this would compound with the further submissions we expect in 2027.

We are keen to engage with Ofwat ahead of its final determination. We have already
started the process of developing our 2027 cost change submission to further build on
our investment plans, delivering for the people who live and visit our region, and the
places they love for generations to come.

An important factor for our response is my commitment to improve the delivery of our
plans for customers and the environment. Since | joined, we have already made
significant steps forward, including reshaping our asset delivery with responsibility under
a Chief Asset Officer. Together with cost change, we are committed to deliver both our
existing and these additional investments.

Keith Haslett
Chief Executive Officer, Pennon Group
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Chair’s Statement

The Board has provided oversight, direction and
challenge throughout the development of Pennon’'s cost
change submission and this response to Ofwat’s draft
determination.

The Board was briefed throughout the cost change process, including our consideration
of the draft determination and Pennon’s proposed response at the September 2026
Pennon Group Board Meeting. The Board has challenged the underlying investment
cases, the approach to delivery and the implications of the draft determination for
customers and the Group’s financial resilience.

| can confirm that the Board is satisfied that:
1 the response reflects Pennon’s strategic priorities and its commitment to improving
outcomes for customers and the environment;

1 the investment proposals are supported by an appropriate evidence base and are
capable of being delivered within the 2025-30 regulatory period;

1 the response appropriately addresses the areas where Ofwat has requested further
evidence or clarification; and

7 the approach to affordability and financeability is consistent with the Board's
responsibility to maintain the long-term resilience of the business.

Affordability remains a key priority for the Board. We support the use of the cost change
process to bring forward necessary investment where this delivers earlier benefits for
customers and the environment, while avoiding unnecessary volatility in customer bills.

The Board will continue to oversee the development and delivery of the investment
programme and the further evidence required for the 2027 cost change process.

David Sproul
Chair, Pennon Group




| think they absolutely
need to invest. We need
the infrastructure.

Female, ABC1, SWW

Better to ‘get on with it
now’ as the later it's
left the more work it

will be.

Male, C2DE, SWW

Executive summary

We welcome Ofwat’s cost change process.
The process enables water companies to more dynamically
respond to emerging priority areas outside of the normal five-
year cycle. We are pleased to see that Ofwat's draft
determination recognises the need for further investment in
our region to improve the condition of our assets and
respond to emerging growth.

Our cost change submission covered three areas:

Asset health - We were pleased to see that Ofwat accepted the vast majority of our
asset health proposals. There were a few areas where Ofwat provided challenge and
highlighted areas where we should provide further evidence. We set out in our
response further evidence on investment needs, and the efficiency of our costs - for
example, we commissioned Cumming Group to undertake an independent
benchmarking assessment of proposed costs to provide further confidence that our
cost estimates are appropriate.

Growth - We were pleased to see that Ofwat accepted our growth proposal in its
entirety. We note that Ofwat highlighted the need for us to provide further evidence
that the full proposed investment is attributable to higher than expected demand
growth. We provide further evidence in our response to support this.

Cyber - We were disappointed to see Ofwat not support the need for investment into
cyber security at this time. We remain of the view that cyber security risks are
increasing and that significant investment is required to protect our assets from future
attacks. However, we recognise the points made within the Ofwat feedback that the
sector is awaiting new legislation / guidance and there may be some benefit to aligning
our investment plans to these. Therefore, we will consider our cyber business case for
next year, and in the meantime engage with the government in responding to this
evolving challenge. We provide evidence of the need as part of this response to
support that process.

Our primary concern with the draft determination is the lack of in-period
funding. A key benefit of the cost change approach is that, by bringing forward
investment, customer bills can be smoothed over time. Deferring cost recovery to AMP9
will lead to a material increase in bills in 2030. Our customers have consistently told us
that they value smooth bill profiles.

We are concerned about the financeability of the cost change investment
absent in-period funding. In its draft determination Ofwat recognised that we may face a
financeability constraint, but argued that totex underspend would mitigate this risk. While
there was some underspend in year one of our enhancement programme, this was
materially offset by overspend on base. Our cost change submission is substantially base
expenditure for asset health. We are not forecasting to underspend on base expenditure
over the control period, and certainly not to the extent that would offset the need for in-
period revenue allowances.

Cost Change Draft Determination Response - Pennon



We are making good progress on the delivery of our investment programme. As highlighted in our delivery plan,
there are zero programmes with high risks and insufficient mitigation plans. In some areas we have accelerated our plans
and are forecasting to deliver early for eight PCDs. Where we saw some specific areas of underspend, this is due to increased
design and planning. For areas such as metering and mains replacement highlighted by Ofwat, this was a timing difference
and we have already committed to Ofwat to deliver additional smart meters during AMP8. Rather than investing in old
technology, we are accelerating smart metering which will efficiently deliver more for customers for the long term.

We have continued to engage with our regulators and customers. We have met with the Environment Agency,
who on 23 September provided a letter which confirmed its support for both the Newquay growth and Fowey foreshore
sewer schemes. We acknowledge that additional engagement is required on both schemes, and we will continue to liaise
with the Environment Agency ahead of the Final Determination. Equally, we have engaged with the Drinking Water
Inspectorate, and on 14 September we received a letter stating that the ‘Inspectorate commended these schemes for
support’. We also held two engagement sessions with our WaterShare+ panel on 11 September and 18 September, which
involves representatives from the Environment Agency and CCW, where we reiterated our original submission, provided an
update on the outcome of Ofwat’s draft determination, and our proposed representation approach. A letter from the
WaterShare+ panel accompanies our response under Appendix 1.

The below table summarises our updated proposals.

Table 1: Cost change submission

2022/23 prices Cost change Revenue RCV Avag. bill Avag. bill
investment £m | (AMPS8) adjustment increase p.a. impact in 2030
(¢Lox{0)] 2027-2030

SWW - Water 492 89 46.8 £7 £4

SWW - Wastewater 996 15.6 917 £10 £6

SES Water 10.3 11 99 £3 £2

Bristol Water 311 35 29.4 £3 £2

Total 190.2 29.1 177.8

As signalled in our cost change submission, we intend to make a further submission in 2027 on other emerging areas, and
will share with Ofwat in due course once we have further developed the supporting evidence base. This submission
summarises a series of needs statements for discussion with Ofwat.

We are keen to continue engaging with Ofwat (and other key stakeholders) through the cost change process to further
unlock investment that benefits our customers and the environment.

Cost Change Draft Determination Response - Pennon



Summary of how we respond to Ofwat requests

Ofwat request by area/scheme

Summary of our response

Section in
document

In-period funding
Demonstrate that we are “not behind” on 2025/26
delivery and had underspent on year 1PCD allowances
- and that any reduction in financial ratios as a result
of additional expenditure may be mitigated by this
underspend.

Schemes that could impact protected
environmental sites
Confirm which proposed schemes could impact
protect environmental sites.

Needs - RGFs (Northcombe, Bratton Fleming,
Littleton and Stowey); Water network storage
(Littleton /Alderney)
Formal evidence of support from DWI for the schemes,
which was referenced in the submission but not
supplied.

Needs - Carnon Downs WWTW (Settlement
tanks and Trickle Filters)
Justification and evidence that full relocation and
rebuild of the works is the best value option for
customers.

Needs - BRL - Water network storage Littleton
(£5.3m conditional)
To achieve a Pass at final determination, the company
should provide sufficient and convincing evidence that
funding for Littleton Water Treatment Works water
storage tank sits separate to any previously funded
investment.

Need - SWW - Growth Newquay WwTW
Investment need has been agreed with the EA.
Investment need driven by higher demand growth.

Investment Delivery Plan - SWW - Water
network storage — Alderney
Evidence of quantified delivery risks at a scheme level
to be provided in the company's response.

Investment Delivery Plan - SWW - Gravity
Sewers - programme and Fowey
Evidence that specific risks associated with the
delivery of the proposed schemes (both the gravity
sewer and Fowey schemes) have been identified and
mitigations put in place.
Evidence of engagement with the relevant bodies (the
Environment Agency and local authorities) for the
Fowey scheme in particular.

Investment Delivery Plan - SES - Water network
storage - Kenley
Evidence of quantified delivery risks at a scheme level.

Cost Change Draft Determination Response - Pennon

Although enhancement expenditure in 2025/26 was
below the allowance, this was largely offset by an
overspend on base costs; as most of cost change is
base expenditure for asset health, the total
expenditure position in 2025/26 (rather than just PCDs
or enhancement expenditure).

Four sites sit adjacent to or within protected sites.
Three of these will be completed within our existing
site boundary, and the fourth will be completed with
relevant mitigations in place to limit impact.

The DWI commended the water storage element for all
of these schemes for support.

We acknowledge Ofwat's position regarding the
treatment of wider site replacement costs as outside
the scope of the 2026 process.

We have provided additional evidence that the new
Treated Water Tank (under Cost Change) is
completely independent of the existing treatment
processes which are being upgraded under PR24
funding and the planned AMP8 base spend.

Details on our previous and ongoing engagement
with the Environment Agency have been provided.
We provide further evidence that forecast residential,
commercial, and peak tourist demand growth will
exceed the design capacity of the WwTW. These
demand pressures could not reasonably have been
anticipated at the time the schemes were originally
constructed or subsequently upgraded.

The principal delivery challenge is to replace or
reconstruct large civil assets without compromising
the operation of the associated treatment works, the
integrity of the disinfection process, treated-water
quality or continuity of supply.

Material uncertainties, interfaces and constraints
have been identified, reflected in the selected
solutions, cost estimates and delivery programmes.
These risks will be actively managed through design
development, procurement, construction,
commissioning and operational handover.

Detail available in our Delivery risks section on Kenley.

The need for in-
period funding

Further evidence
on our cases —
Asset Health

Engagement with
the Drinking Water
Inspectorate (DWI)

Cases where we
are not providing
further evidence at
this time

Further evidence
on our cases —
Asset Health

Growth - Need for
investment at
Newquay WwTW

Delivery risks

Delivery risks

Delivery risks



Ofwat request by area/scheme Summary of our response Section in

document
Cost efficiency — Carnon Downs WwTW and Cumming Group undertook an independent  Further evidence
Helston WwTW benchmarking assessment of the total costs of our | onour cases -
Evidence demonstrating that proposed costs are schemes and found them to be within the benchmark | Asset health
efficient, e.g. through independent benchmarking. range.
More information on cost breakdown proposed at We provided a detailed description of cost activities at
Carnon Downs. Carnon Downs.
Cost efficiency - Bristol’s water network We provided a cost breakdown, taken from our May Further evidence
storage (Littleton, Stowey, Barrow) submission’s technical annexes. on our cases —
Value of costs not directly comparable with unit cost We provided additional evidence demonstrating that | Asset health
benchmarks (the main costs not directly comparable our schemes are efficient. This includes: 1) Cumming
with our unit cost benchmarks are demolition costs, Group’s independent benchmarking assessment of
pipework/ allied works and survey and design costs). total scheme costs, which found that all three schemes
Demonstration that these costs are efficient, eg. are consistent with efficient delivery as they fall within
through historical delivery evidence or comparable Cumming Group’s benchmark ranges for comparable
cost evidence. interventions; 2) an updated unit cost cross-checks

excluding non-comparable cost elements, which found
that Littleton’s unit costs fall within the benchmark
range; 3) further evidence that the cost categories not
directly comparable with unit cost benchmarks,
including pipework and allied works and design costs,
are efficient.

Cost efficiency - SES’s network storage In our May submission, we explained that our  Cases where we
Evidence to justify the location uplift. consultant Cumming Group considers appropriate to = are not providing
apply a location uplift as part of developing costs. further evidence at

We are developing SES specific costing approaches to this time
further evidence the need for an SES location uplift

which we will consider for future submissions, and

therefore recognise Ofwat’s position for 2026.
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Based on our response, the funding requested in our cost change submission is:

Region

4
P Ly

South West
Water

Category

Asset Health -
Rapid Gravity
Filter

Asset Health -
Wastewater
Treatment
Works

Asset Health -
Sewers

é‘ S@S AssetHealth -

WATER

Water network

storage

Site

Northcombe
Water Treatment
Works

Carnon Downs
Wastewater
Treatment
Works

Helston
Wastewater
Treatment
Works

Gravity sewer
condition
inspections -
multiple sites

Gravity sewers
refurbishment -
multiple sites

Fowey estuary
pipework

Kenley Water
Treatment
Works

Cost Change Draft Determination Response - Pennon

Description

The proposed funding will replace the ten primary treatment filter
processes at Northcombe Water Treatment Works. This addresses
the underlying risks of assets operating beyond design life with
progressive structural deterioration, persistent base leakage and
widespread corrosion/coating failure, where isolated repairs have
not stopped deterioration and defects continue to recur.

The proposed funding will enable the targeted replacement of filters
and associated treatment components within the existing site
footprint.

The proposed funding will deliver a targeted asset replacement by
demolishing and decommissioning trickle filters, and constructing a
new modern equivalent treatment stream, with the existing trickle
filters taken out of service and abandoned.

This targeted replacement will deliver immediate benefits by
restoring robust secondary treatment and strengthening
confidence in stable permitted performance and water quality
protection, while improving resilience to asset failure and reducing
the likelihood of unplanned outages and operational risk events, it
also improves health and safety outcomes and reduces ongoing
operator intervention requirements.

Delivering 120km of gravity sewer CCTV condition inspections that
provides a representative sample of the wider gravity sewer
network, in line with Ofwat’s sewer condition data request. Delivery
will be within AMP8 and reported as a defined output (km surveyed)
to support Ofwat’s sewer condition data request.

The programme will provide a statistically robust, unbiased
condition dataset that improves understanding of gravity sewer
health, strengthens and validates deterioration modelling, and
supports efficient targeting of future rehabilitation and capital
maintenance.

The proposed funding will enable a step-change in gravity sewer
rehabilitation during AMP8 to address deteriorating structural
condition and increasing service risk that cannot be mitigated
through existing PR24 base expenditure allowances.

The rehabilitation programme will reduce the risk of pollution
incidents, support delivery of storm overflow spill reductions, lower
the likelihood of external flooding, and improve resilience to asset
failure, thereby reducing operational risk events.

Primarily, the investment moves us to a more long-term stable
sewer rehabilitation level, which can run alongside our already
increased investment in operational measures that manage service
performance.

This solution encompasses a refurbishment of the Fowey foreshore
gravity sewer collector system and associated lateral connections
in a coastal, tidally influenced saline environment. The scope
includes rehabilitation of c. 1,000m of foreshore gravity sewer
pipework, primarily focused on the renewal of of the 76 lateral
connections and submerged manholes.

The refurbishment will reduce saline ingress and associated impacts
on downstream pumping and treatment, improve operational
resilience and storage effectiveness during high tide periods, and
materially reduce the risk of uncontained failures (pollution, and
environmental harm) in a sensitive coastal setting.

The proposed solution for the water network storage assets at
Kenley Water Treatment Works is to replace the ageing contact
tank and treated water tanks with new assets constructed in place.
This forms part of a wider programme of asset replacement to
address deteriorating asset condition, emerging compliance risk
and resilience shortfalls funded from existing base allowances.

This targeted replacement will deliver immediate benefits by
strengthening drinking water quality risk control and resilience to
asset failure, reducing the likelihood of unplanned outages and
wider operational risk events that can arise from operating
constrained or failing treatment assets.

£m
(22/23)

17.6

8.8

6.6

1.5

60.7

1.7

10.3



Region Category Site Description £m
(22/23)

Water network Treatment covering raw water holding tanks upstream of treatment and the
storage Works treated water tank downstream of disinfection, which are critical
BRISTOL resilience points for buffering demand and maintaining continuous,
WATER stable supply and water quality protection prior to distribution. This
forms part of a wider programme of asset replacement to address
deteriorating asset condition, emerging compliance risk and

resilience shortfalls funded from existing base allowances.

This replaces assets where logs have recorded repeated short-term
mitigations cannot address the underlying loss of structural
integrity or long-term watertightness.

| Asset Health - Littleton Water The proposed funding includes water network storage assets 5.3

Stowey Water The proposed funding will deliver a targeted asset replacement to = 3.2

Treatment address evidenced deterioration and associated integrity risk with

Works the site’s clean water tanks. The new tanks will be constructed
following demolition of the existing rapid gravity filter and storage
assets and will be located within the same footprint.

This targeted approach addresses the underlying causes of
escalating reactive maintenance costs, which currently provide
limited whole-life value. Delivering the new tanks in place of the
redundant rapid gravity filter system ensures there is no increase i
n the overall site footprint.

Barrow Water Funding to replace the existing Barrow chlorine contact tank  18.2

Treatment (compartments A & B) and associated inlet/outlet arrangements

Works due to worsening inter-compartment leakage, defects in the
combined outlet chamber, and corroded/leaking penstocks that
prevent effective isolation.

The solution reduces leakage/defect risks that could compromise
disinfection/contact performance and lowers the likelihood of
unplanned outages in a constrained system where extended
outages are not feasible and resilience is limited.

— Asset Health - Alderney The proposed funding covers reconstruction of Alderney Reservoir = 36.0
EV‘;;'(;;“’"'W“‘ Water network Reservoir 3, a covered treated-water service reservoir constructed in the early
storage 1900s, to address deteriorating condition, water quality risk and
resilience shortfalls. The scope includes demolition of the existing
reservoir, construction of a new dual cell 40MI reservorir,
construction of an intermediate pumping station, and associated
pipework.

The reconstruction will improve drinking water quality compliance
by reducing contamination pathways associated with structural
deterioration and ingress risk, and strengthen resilience of treated
water storage supporting supply security.

e Growth Newquay The proposed solution involves the construction of a new oxidation = 10.3
South West ditch to provide permanent additional biological treatment capacity,
Water alongside enhancements to the anoxic zones to improve process

performance.

Additional primary and final settlement capacity will be delivered to
support increased flows and loading, supported by the replacement
and upgrading of aeration blowers to ensure robust and energy-
efficient operation. The scheme also includes replacement of the
final effluent UV disinfection system to maintain environmental
protection standards.

Taken together, these interventions provide sufficient capacity and
process stability to manage extreme seasonal and event driven
peak loads within the design envelope, and protect sensitive coastal
receiving waters.

Total 2026 Cost Change Draft Determination submission 190.2

Cost Change Draft Determination Response - Pennon 10



The need for in-period funding

In-period funding is essential for smoothing customer bills and ensuring the
investment is financeable

In the draft determination, Ofwat did not accept our proposals for in-period funding despite acknowledging that we may
face a financeability constraint over the 2025-30 period on the basis of the notional capital structure. Ofwat said we failed
to demonstrate that we are “not behind” on 2025/26 delivery and had underspent on year 1 Price Control Deliverable
allowances — and that any reduction in financial ratios as a result of additional expenditure may be mitigated by this
underspend.

We strongly believe that in-period recovery is supported by our AMP8 delivery, that it is essential to support financeability
and investability, and consistent with customer preference for smoother bills and intergenerational equity.

The in-period revenues calculated by Ofwat in the 2026 Draft Determination cost change model total £20.9m for SWW incl
BRL and £0.8m for SES. Including equity issuance costs (as outlined by Ofwat in the Draft Determinations for those
companies that were granted in-period funding) of £7.1m for SWW incl BRL and £0.4m for SES would give a total in-period
revenue adjustment of £28.0m for SWW (incl BRL) and £1.2m for SES.

Table 2: In-period revenue adjustment per Ofwat cost change draft determination model plus equity issuance
allowances per Ofwat cost change financial model

2022/23 prices, £m 2027/28 2028/29 2029/30 Total
SWW incl BRL 46 6.6 16.6 28.0
SES Water 01 02 0.9 1.2
Total Pennon 4.7 6.8 17.5 29.1

We have used the Ofwat draft determination policy decisions in terms of categories of expenditure eligible for in-period
funding (£177m of the £190m excluding Growth and Gravity Sewer surveys), the PR24 RCV additions run off, the PR24
equity funding assumption and the PR24 FD cost of capital relevant to Pennon. We then added Ofwat’s view of in-period
equity issuance costs, as calculated in the cost change financial model.

The bill increase in AMP8 is modest. £29m of in-period revenue would increase SWW customer bills by just £10 in 2029/30
(reduced from £41m and a £13 bill increase in our original submission). The customer bill impact and the benefit of in-period
funding to smoother bills is summarised in the table below:

Table 3: Impact of in-period recovery on revenue and bills

2022/23 prices In-period revenue Bill impact in 2029/30 | Bill impact in 2030/31 Total additional cost

£m if in-period if end of period 2030-35 if end of
period

SWW - Water 89 £4 £5 £6

SWW - Wastewater 15.6 £6 £9 £14

SWW total 245 £10 £14 £20

Bristol Water 35 £2 £3 £3

SES Water 11 £2 £3 £3

Pennon total 291

Cost Change Draft Determination Response - Pennon 1



Totex delivery is on track

We disagree with Ofwat’s suggestion that we are materially behind on delivery of our capital programme. Although
enhancement expenditure in 2025/26 was below the allowance, this was largely offset by overspend on base costs. Because
most of the proposed cost change is base expenditure for asset health, the total expenditure position in 2025/26, rather
than just Price Control Deliverables or enhancement expenditure, is the relevant measure.

Moreover, as Ofwat acknowledges in the draft determination, we are on track to deliver our full totex programme over AMPS.
The 2025/26 enhancement underspend reflects more time invested in up-front design and planning to ensure the
programmes are delivered at lowest cost - to the benefit of customers - not a deferral of investment. We forecast that we
will overspend in 2026/27 and 2027/28, and progress on enhancement efficiencies will determine the outcome over AMP8
overall. This is before considering the impact of reconciliation and uncertainty mechanisms, as these remain uncertain and
do not affect revenue or RCV until PR29.

It would be inequitable to defer cost recovery to AMP9, putting our notional and actual financeability at risk, simply because
individual totex elements have been phased differently than assumed at the final determinations.

We also disagree with Ofwat's argument in the draft determination that underspend on Price Control Deliverable water and
wastewater allowances could mitigate reductions in financial ratios. Over AMP8 as a whole, the rephasing of totex will have
no perceptible impact on key credit metrics.

In-period recovery is important to financeability

Investors and rating agencies value highly our ability to recover costs in a timely fashion. They are aware that, in comparable
sectors like electricity transmission, in-period recovery of reopeners is now established practice. If our equity investors are
required to fund these additional costs for five years, it will adversely affect the terms on which we are able to raise equity
compared to peers.

It will also reduce our headroom to key credit rating thresholds. The PR24 final determination was calibrated to achieve an
adjusted interest cover ratio of 1.72x for South West Water and 1.74x for SES Water on a notionally financed basis by the
end of the period, providing very limited headroom to Moody’s 1.6x threshold for the Baal rating. The PR24 determination
also provided limited headroom to Ofwat’s 10% threshold for FFO/debt.

This headroom will be eroded further if we are required to absorb the proposed costs during AMPS8, and this would be
compounded by the further submissions we expect in 2027. As shown in the figures below, based on the 2026 submission
alone, AICR would fall to around 1.6x at both companies and FFO/debt to below the 10% threshold by 2030. Net debt/RCV
would also rise to over 60%, absent further equity contributions.

Cost Change Draft Determination Response - Pennon
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Figure 1: Notional adjusted interest cover ratio, SWW
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Figure 3: Notional FFO/ net debt ratio, SWW incl BRL
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Figure 5: Notional gearing, SWW incl BRL
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Figure 2: Notional adjusted interest cover ratio, SES
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Figure 4: Notional FFO/ net debt ratio, SES
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Figure 6: Notional gearing, SES
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Weaker base-case credit metrics would leave us less able to respond flexibly to unforeseen risks and may ultimately require
reactive or inefficient interventions. Such outcomes are unlikely to be in the longZerm interests of customers, as they can
increase costs, weaken financial resilience, and undermine our ability to deliver stable and sustainable services. Inferiod
revenue recovery mitigates the extent of headroom erosion, resulting in better overall outcomes for customers.

Although we have assessed financeability on a notional basis, consistent with Ofwat’s guidance, this is not a theoretical risk
for us. Despite our conservative financial structure, our Baal rating from Moody’s has a negative outlook, indicating elevated
risk of a rating downgrade, largely due to weak interest coverage. Any adverse impact on cashflow or credit metrics could
affect investors’ willingness to fund projects and lead to materially higher financing costs.

In-period recovery provides smoother bills and intergenerational equity

We have continued to engage with our customers regarding our cost change submission; generally, customers acknowledge
the need for timely intervention to address asset risk and future pressures, while also consistently emphasising the
importance of affordability for all, bill smoothing, and clear justification for in-period funding.

Having in-period adjustments enables customers to pay for investment over the full life of the asset rather than requiring
future customers effectively to cross-subsidise current customers.

The customer research undertaken at PR24 and confirmed in our additional research submitted with our 2026 cost change
case emphasised that customers are willing to accept bill increases if the investment delivers improvements that matter to
them and their local area. Affordability was supported by inter-generational equity as well as smoother changes in bills over
time.

Since our original submission the expectation of a material step up in expenditure and bill levels in the 2030-35 period
remains valid. In-period funding smooths bills and avoids a step change up, particularly with the expectation of further cost
change requirements in 2027, including for growth, which Ofwat will need to consider the cumulative need for an element
of in-period revenue.

We are also considering other potential levers to help smooth the bill profile into AMPS, including deferring the impact of
ODls. Smoothing bills and avoiding large step-ups is a key priority for us and our customers.

We recognise that there are a number of considerations for the timing of in-period revenue while still smoothing out bill
changes. We welcome the opportunity to discuss this further with Ofwat although our response to the draft determination
uses the output of the Ofwat cost change and bill model as that reflects the timing of expenditure.

“We remain satisfied that the proposed investment remains consistent with
customer priorities and that the company has demonstrated an appropriate
balance between affordability, service improvements and long-term resilience.
We were supportive of the company’s case on the basis of in-period revenue
recovery as customers clearly prefer a smooth bill profile, with a preference for
early investment.”

Lord Taylor of Goss Moor, Chair, WaterShare+ Group Panel

56

| would prefer for bill

increases to be spread

across longer periods
and more gradually.

Female, ABC1, SES

2

Cost Change Draft Determination Response - Pennon

14



Cases where we are not providing further evidence at this time

Rapid gravity filters - Bratton Fleming WTW (SWW) and Stowey and Littleton WTWs (BRL)

Ofwat did not provide funding for our requests for additional funding of £27.8m for Rapid Gravity Filters at Bratton Fleming
WTW (SWW) and Stowey and Littleton WTWs (BRL) on the basis that the proposed investment had not been sufficiently
demonstrated as additional to, and separable from, activities already envisaged through PR24 allowances and wider
treatment works investment programmes. We understand why Ofwat needs to ensure customers are not paying twice, and
whilst we do not believe this is the case, we are not in a position to provide additional evidence beyond our original business
cases at this time.

These schemes remain important to progress and we will continue to develop both the schemes and supporting evidence.
We expect to revisit these proposals as part of the 2027 cost change process and would welcome further discussion with
Ofwat regarding the funding of these investments.

Water Network storage - Houndall Reservoir (SWW)

Ofwat adopted an industry wide policy position to consider the replacement of service reservoirs that were out of service
before October 2023 as out of scope for the 2026 asset health cost change process. For us, this applied to £11.2m of funding
requested for Houndall Reservoir. Whilst we accept Ofwat's position for the purposes of the 2026 process, we remain of the
view that this investment will be required in the longer term to improve resilience within our network. There is currently
sector-wide debate regarding the treatment of decommissioned assets, alongside wider work to develop resilience
standards for the water sector. We would support Ofwat reinvigorating this discussion at its Operational Resilience Working
Group to proactively consider these issues.

We also welcome the Cunliffe Review, which is supportive of outcome-based resilience standards at a system level rather
than asset-specific standards. The DWI published Guidance on Delivering Water Sufficiency using the Drinking Water Safety
Planning (DWSP) approach in August 2026, which establishes a framework for companies to assess future sufficiency and
resilience risks, identify critical assets and pathways within supply systems, and prioritise investments. The guidance
explicitly links sufficiency risk, asset criticality and future resilience planning. We have undertaken a similar criticality
assessment for Houndall and consider the reservoir is key for improving resilience, storage headroom and security of supply
in the Plymouth supply zone. We would welcome further discussion with Ofwat on this ahead of the 2027 cost change
process and leading up to PR29.

Carnon Downs (SWW) WwTW site replacement (Settlement tanks and Trickling filters)

Ofwat did not provide funding for our request for full site replacement at Carnon Downs WwTW and instead limited funding
to the replacement of the priority assets within the scope of the cost change process. We acknowledge Ofwat's position
regarding the treatment of wider site replacement costs as outside the scope of the 2026 process. However, we are keen
to progress investment at Carnon Downs as quickly as possible and therefore do not intend to challenge Ofwat's draft
determination for Cost Change 2026. We welcome Ofwat's flexibility in providing funding for the in-scope priority asset
classes whilst leaving the option open for us to use existing base allowances to progress the site relocation option.

Cyber Security at WwTW

Ofwat did not support our request for £12.5m of additional funding to strengthen cyber resilience across critical wastewater
operational technology (OT) environments on the basis that the relevant legislative framework is not yet sufficiently
developed and the future requirements remain uncertain. As explained later in our ‘Look ahead to 2027 we anticipate
bringing forward a targeted wastewater OT cyber resilience proposal in 2027 once the legislative and regulatory
requirements have progressed further.

SES cost uplift for Kenley WTW

For Kenley WTW, Ofwat found our submission to have met the need for investment, best option for customers and customer
protection criteria. On robust and efficient costs criterion, Ofwat applied an 11.5% challenge (£1.5m), effectively removing
the regional uplift. We have reviewed the evidence and believe that there is evidence for an SES regional cost uplift.
However, we recognise that, as Ofwat highlighted, we had based this scheme costing on SWW costs as there were no recent
SES scheme data available to do the equivalent analysis. We will explore the SES cost data and differences in cost to other
regions further for future submissions, but for this cost change process we do not consider we have sufficient costing
information that would change Ofwat’s draft decision position.

Cost Change Draft Determination Response - Pennon
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Further evidence on our cases

In this section, we provide further evidence to support our submission and respond to Ofwat queries related to the asset
health and growth schemes in the table below.

Ofwat’s draft determination accepted the majority of our need and cost evidence and did not raise material concerns with
the overall approach to cost estimation or benchmarking. The remaining queries relate to a limited number of scheme-
specific points where Ofwat requested additional supporting evidence or clarification.

Table 4 summarises the schemes for which Ofwat raised queries around cost or need and how we have addressed these
by providing additional evidence. In the following sections, we address each of the points raised by Ofwat and provide
further evidence demonstrating the investment need for our growth case and that our costs are efficient and appropriately
benchmarked against relevant industry comparators for our asset health investments. The remainder of this section is
structured as follows:

Asset health - We provide additional evidence on cost efficiency at Carnon Downs WwTW, Helston WwTW, BRL's
network storage schemes.

Growth — We provide further evidence of higher population growth in the Newquay catchment area.
Table 4: Overview of Ofwat’s assessment of selected schemes and additional evidence we provided
Scheme Cost change request Ofwat’s assessment Additional evidence provided

South West We are proposing to invest = Ofwat concluded our submission was = We donotrepresent on the out of scope
Water’'s WwTW £233m to wastewater = adequate across all criteria except robust = assets but we seek to recover the 10%
(Carnon Downs treatment assets at Carnon @ and efficient costs. Ofwat applied a 10% @ cost challenge by providing additional

and Helston) Downs WwTW (£16.7m) and @ conditional cost challenge due to evidence from independent
Helston WwTW (£6.6m). insufficient evidence on the efficiency of | benchmarking to demonstrate cost
costs across the programme. efficiency of the two schemes.
Bristol Water’s We are proposing to invest = Ofwat found our submission to be sufficient | We explain how the final water storage
network storage | £267m for network storage | for the best option for customers, customer = point is independent of the AMP8
schemes assets at WTWs. This protection and investment delivery plan = enhancement upgrade at Littleton and
(Littleton, includes investment for final | criteria. In judging the need for investment ' does not include any AMP8 base
Stowey, Barrow)  Water tanks at Littleton WTW ' and efficient costs, Ofwat applied a | funding. We have provided additional
(£53m) and Stowey WTW | conditional challenge as follows: evidence to demonstrate the cost
(£32m), and contact tanks at | £53m on the Littleton scheme under the = €fficiency of our three water 'network
Barrow WTW (£18.2m) needs for investment criterion on the Storage schemes. This includes

grounds that more clarity is needed on how = independent benchmarking, updated
this investment is different from a Unit cost cross-checks focused on

previously funded activity at this scheme. | COSts thatare more directly comparable

: ) to the unit cost benchmarks, and
10% applied to the proportion of costs for

; . . further evidence demonstrating that
which we have notapplied a unit cost cross-  on-comparable cost elements, such as
check (e.g. pipeworks, design costs)

pipework and design costs, are efficient.

South West We are proposing to invest  On most assessment criteria, Ofwat = We have provided further evidence to
Water’s Growth £10.3m to address growth assessed the submission as adequate and = address Ofwat’s investment challenge,
(Newquay) related issues at the WwTW. | did not identify any material concerns. demonstrating that forecast residential,

On need, Ofwat applied a 20% conditional commercial, and peak tourist growth
challenge to our claim on the basis that Wil €xceed the design capacity of the
additional evidence was required to WWTWS. As a result additional
demonstrate that the need for investment ~iNvestment is required to maintain

is attributable to higher population growth. | Sufficient capacity and accommodate
future demand.
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Asset health

Benchmarking - Carnon Downs WwTW and Helston WwTW

Wastewater treatment works are critical, integrated assets within the wider sewerage system, combining longdife civil
structures with mechanical, electrical and process systems to deliver reliable treatment performance and protect the
environment.

Our original cost change submission related to the deterioration of the core civil components that are fundamental to
reliable treatment performance. These assets are at or beyond serviceable life, with issues that cannot be efficiently or
sustainably mitigated through minor reports or temporary measures. Whilst in some cases isolated repairs have been
attempted, we set out that more substantive intervention is required.

We welcome Ofwat's conclusion that additional investment at both Carnon Downs WwTW and Helston WwTW is required
to address asset health needs. In its draft determination, Ofwat recognised that we had provided sufficient and convincing
evidence that the proposed costs were developed using a robust costing methodology.

To support its final determination, Ofwat requested further evidence demonstrating that the proposed costs are efficient
and consistent with the efficient delivery of comparable interventions, including through independent benchmarking. Ofwat
also requested additional detail on the cost breakdown for the Carnon Downs scheme? which we included in our technical
annex?

To address these requirements, we commissioned Cumming Group to undertake an independent benchmarking
assessment of the total proposed costs for both Carnon Downs and Helston WwTWw.*

Cumming Group compared the costs of our schemes with costs of comparable schemes from its extensive proprietary Cost
Intelligence Database and found that the proposed costs are consistent with the efficient delivery of comparable
interventions and efficient, as they fall within a range of benchmarks and they are below the Cumming Group’s central
benchmark. Therefore, we consider that the evidential requirements associated with Ofwat's conditional assessment have
been satisfied and requests that no cost challenge is applied at final determinations.

The sections below provide more detail of Cumming Group’s analysis and findings, and further details on Carnon Downs’
cost breakdown.

Summary of Cumming Group’s independent benchmarking of Carnon Downs and Helston

Cumming Group is an established provider of cost intelligence and benchmarking services within the UK water sector and
maintains a proprietary Cost Intelligence Database comprising more than 20,000 capital expenditure models. Using this
database, Cumming Group independently assessed the costs of delivering schemes with comparable scope to the Carnon
Downs and Helston interventions.

66

Asset health is going to
save a hell of a lot over
the long term.

Male, ABC1, SWW

&

T Ofwat, August 2026, Notification of the PR24 cost change process draft determination for South West Water, pp. 50 and 58.
2 Ofwat, August 2026, Notification of the PR24 cost change process draft determination for South West Water, pp. 52 and 60.
3 See Pennon’s L3 - Cost Change Submission 2026 - Technical Business Case - Carnon Downs WwTW, pp. 15.

4 Cumming Group, 21 September 2026, Ofwat Cost Change Support, Estimate benchmarking completion report.
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The benchmarking covered direct construction costs, contractor indirect costs, and on-costs® Cumming Group developed
the benchmarks using a suite of high-confidence cost data sources and established cost models aligned to the scope
requirements of the Carnon Downs and Helston schemes. Where a single data source did not fully capture the required
scope, multiple data sources were combined, and adjustments were applied to ensure like-for-like comparisons. Cumming
Group has prioritised benchmarking data for the last 10 years and applied adjustments to account for changes in
construction costs within the industry over time.

Finally, the benchmarks underwent several stages of refinement and assurance, including review by senior and peer
estimators to verify that scope had been consistently interpreted and assessed on a like-for-like basis. As a further cross-
check, the benchmark outputs were compared against similar asset costs, existing benchmarks, and other industry cost
models. Recognising the inherent uncertainty associated with cost benchmarking, Cumming Group developed both a
central estimate and an associated benchmark range.

Table 1 in Appendix 2 compares our submitted costs with Cumming Group’s benchmark estimates. The results
demonstrate that both schemes are efficient and fall within the benchmark ranges. Specifically:

Carnon Downs WwTW: Pennon's total cost for the scheme is within Cumming Group’s benchmark range and below the
central estimate.

Helston WwTW: Pennon's total cost for the scheme is within the Cumming Group’s benchmark range, and below the
central estimate.

The benchmarking therefore provides independent evidence that the proposed costs are efficient and consistent with the
costs of delivering comparable interventions. We consider that this study directly addresses the evidential requirements
identified by Ofwat in its draft determination.

Helston Wastewater Treatment Works

5 These costs include construction costs related to sludge holding tanks, sewage and sludge pumps, interworks pipework, operational building, as well as site costs, risk,
design, overhead, and optimism bias.
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Detailed description of Carnon Downs’ cost breakdown

We have updated the original cost breakdown table included in our submission® to provide further details on the activities
we are planning to undertake at Carnon Downs. This is in line with the approach used for Helston, which Ofwat stated

“provide sufficient visibility of the proposed activities and associated costs”.

7

Table 5: Updated cost breakdown at Carnon Downs WwTW (£m, 2022/23 prices)

Cost estimate

(Em)

gevelopment 058
assurance

Enabling & temporary 133
work
New MBBR process 463
Pumping Chambers
& treatment 088
Storm tanks & EO

130
Dewatering & sludge
holding 0.67
F!E and Inter-process 088
pipework
Operational buildings,
kiosks & MCC 044
Site specifics 406
Demolition 179
Commissioning & 017
handover
Risk/contingency B
Total 16.67

Notes

Early design and planning has been partially completed by our concept team to ensure
feasibility and deliverability.

Recognising that work will include upfront planning applications.
New process on the new proposed site.
Pumping associated with the new WwTW.

Construction of stormwater storage, return systems and associated emergency overflow
infrastructure, including tanks, chambers, pumps, screens, flow controls and monitoring,
telemetry.

New dewatering and sludge holding facilities at the new WwTW which include: collection,
temporary storage, conditioning and dewatering of sludge generated by the treatment
processes.

All element of pipework systems that transfer liquids, sludge, air and chemicals between
treatment stages and convey treated final effluent to the permitted discharge point.

All buildings and kiosks necessary to house treatment and control facilities, ie, PLC,
instrumentation, chemical storage, etc.

New MCC, site security, emergency generator and telemetry. Includes the removal of
contaminated materials from site.

All cost associated with demolition of the existing WwTW to return the site to its original use.
Training, documentation and acceptance of the new installations.

Optimism bias is included in the above to reflect the early-stage design of the processes
outlined above.

Source: Pennon cost change submission, L3 — Cost Change Submission 2026 — Technical Business Case — Carnon Downs WwTW, pp.15

6 See Pennon’s L3 - Cost Change Submission 2026 — Technical Business Cases — Carnon Downs WwTW, pp. 15.
7 Ofwat, August 2026, Cost Change draft determination 2026 - South West Water_Redacted, pp. 29.
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Benchmarking - Barrow, Littleton, Stowey

Water network storage is a broad asset class that can encompass many individual assets vital for providing quality end
service to customers. For the purposes of our original submission, we focused on contact and storage tanks and service
reservoirs. Our proposals targeted a small number of strategically important storage assets where deterioration and
consequence mean that major renewal provides the most economic whole-life outcome in AMPS.

We welcome Ofwat’s view that we have provided sufficient and convincing evidence that the proposed costs for our three
water network storage schemes have been developed using a robust costing methodology.

For its final determination, Ofwat requested additional evidence on the value of costs non-directly comparable with the unit
cost benchmarks and demonstration that these costs are consistent with efficient delivery assumptions, for example
through independent benchmarking, historical delivery evidence or comparable cost evidence. For Barrow, the most
material costs excluded were demolition cost (35%), pipework/allied works (21%) and survey and design (10%). In the May
submission’s unit cost cross-check, we have not excluded pipework/allied works and survey design costs from Littleton and
Stowey’s unit costs.

To address these requirements, we commissioned Cumming Group to undertake an independent benchmarking
assessment of the total proposed costs for Barrow, Stowey, and Littleton? Consistent with the approach used for Carnon
Downs and Helston, Cumming Group benchmarked our schemes against comparable projects in its extensive proprietary
Cost Intelligence Database. The assessment found that the proposed total costs for the three storage schemes are
consistent with efficient delivery, with all three schemes’ total costs falling within the benchmark range for comparable
interventions.

As a further cross-check, we have also updated our unit cost analysis by removing some non-comparable costs at Littleton
(and Stowey) and found that Littleton’s unit costs fall within the benchmark unit cost range. The Cumming Group’s PR24
benchmarking report also found that costs of those non-comparable components are efficient.

The table below summarises the additional evidence we provided, which complements the evidence set out in our May
submission (summarised in the next section). As can be seen from the table we have benchmarked 100% of our schemes’
costs. Therefore, we consider that the evidential requirements associated with Ofwat's conditional assessment have been
satisfied and request that no cost challenge is applied at final determination.

The following sections include additional details on the additional evidence provided.

Table 6 - Summary of additional efficiency evidence beyond cost methodology and Ofwat’s PR24 assessment

Cost component Additional assessment of efficiency Barrow contact Littleton final Stowey final

tank water tanks water tank
(2022-23 £m) (2022-23 £m) (2022-23 £m)

Total Cumming Group independent benchmarking 1819 529 316
report demonstrated that the total costs of the three
schemes are within a benchmark range of comparable
interventions.

Construction We updated our unit cost cross-check against @ 6.19 (34%) 4.05 (76%) 260 (82%)
costs of final Cumming Group's PR24 benchmarks by excluding
water tanks and survey, design, and commissioning costs from the
contact tank Littleton and Stowey schemes, with no changes

required for Barrow.

Following these adjustments, the unit costs for Littleton
(and Barrow) fall within the benchmark range, while
Stowey remains above it.

Stowey'’s unit costs include pipework/allied work costs
which are not directly comparable with the benchmark.
We asked Cumming Group to undertake a separate
independent assessment of Stowey’s total costs and
these were found to be efficient (see above).

8 Cumming Group, September 2026, Ofwat Cost Change Support, Estimate benchmarking completion report.
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Cost component Additional assessment of efficiency Barrow contact Littleton final Stowey final
tank water tanks water tank

(2022-23 £m) (2022-23 £m) (2022-23 £m)

Furthermore, Cumming Group's PR24 assessment
found the relevant pipework and design cost
components to be efficient (see below), providing
additional evidence that the scheme represents an
efficient level of expenditure.

Pipeworks and At  PR24, Cumming Group’s independent 383 (21%) Included in Included in
allied works benchmarking assessment found that South West construction construction
Water's costs for inter-process pumping, MMC, and costs costs

operational buildings and kiosks were efficient. These
interventions form part of the broader pipeworks and
allied works category.

Demolition costs Cumming Group independently benchmarked this @ 6.34 (35%) No demolition No demolition
component and other cost component and found that costs included costs included
total costs at Barrow and Stowey are efficient.

Survey and design Cumming Group on-cost report demonstrated that = 1.82 (10%) 0.80 (15%) 0.57 (18%)
costs have been stable or have increased in line with
prevailing market conditions. Also, these costs are
relatively small compared to the cost claim.

Commissioning No additional/separate assessment undertaken given ' Included in | 0.45(8%) Included in
low materiality. construction costs construction
costs

Source: Pennon’s analysis. The cost breakdown is taken from the “L3 — Cost Change Submission 2026 — Technical Business Cases” for Littleton, Stowey
and Barrow submitted in May.

Note: the table shows the value of the cost category in £m and as a proportion of the total scheme costs. Total may not be equal to sum of parts due to
rounding.

Summary of Cumming Group’s independent benchmarking of Barrow, Stowey, and Littleton

Cumming Group undertook an independent benchmarking assessment of the total costs at Barrow, Stowey, and Littleton,
using the same methodology used for Carnon Downs and Helston. Refer to the Carnon Downs and Helston section for more
details on the approach and data used.

Table 11 in Appendix 2 compares Pennon's submitted costs with Cumming Group’s benchmark estimates. The results
demonstrate that the costs of the three storage schemes are efficient as they fall within the benchmark ranges. Specifically:

Barrow contact tank: Pennon’s total cost of the scheme is within the Cumming Group’s _
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