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Description of Regulation – Through Several Iterations?

Antagonistic?

Developing?

Challenging?

Supportive?

Predictable?

Stable?
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Why Does It Matter?

Debt Market is providing more than half of total capital 
employed and the cost of debt is in direct correlation to risk

Debt Market looking for no surprises
Predictability of cash flow
Sustainability of cash flow
Transparency of process

Regulatory reset is most important credit driver

Bondholders increasingly comfortable with UK regulatory 
regime and understand building blocks of the review
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Regulatory Assumptions in Initial Proposals

Note that these are ‘initial’ proposals and would expect 
both sides to give ground (as has been the case in 
previous reviews)

We note the potential for additional revenues for required 
capex above the baseline as well as the incentive 
arrangements:

Some concern about discrepancy between company 
capex plans and Ofgem initial proposal – but again that’s 
not new

While the cost of capital of 4.2% looks low in comparison 
with previous reviews, we understand the reasons for the 
reduction:
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Regulatory Assumptions in Initial Proposals – Cont’d

The opening position in the proposal in respect of pensions 
and, in particular ERDC’s, looks harsh and we would expect 
some closing of the gap

Operating expenditure difficult to assess as outsider – looks 
quite tough

Financeability – we applaud this clear approach. We felt that 
Ofwat’s position was/is unsustainable. But will this 
approach work? Will equity markets deliver on request?

Depreciation tilting – understand problem but worry about 
the transparency and general comprehension of this 
methodology.

No surprises on RAV
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Conclusion

A picture is worth….
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Recommendation System:

Type Terminology Horizon
Credit Trend (1) Positive/ Stable/ Negative 6 months
Investment Recommendation (2)          Buy/ Hold/ Reduce/ Sell (*) Up to 6 months

(1) Credit Trend is based on underlying Credit fundamentals, business environment and industry 
trends; 

(2) Investment Recommendation is based on BNPP Credit Trend and Relative Value opinions.

(*) Buy: Overweight exposure within industry sector, based on strong financial profile, conservative risk and/or 
solid relative value considerations, outperforming or demonstrating average performance within peer group;
Hold: Exhibits solid to strong credit fundamentals, but average total return characteristics within peer group;
Reduce: Credit exposure should be pared down based on weakening fundamentals and/or below average 
relative value characteristics within peer group;
Sell: Sell exposure largely based on deteriorating credit fundamentals and/or negative headline or 
event risk.

Important Disclosures
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Disclaimer
The information and opinions contained in this report have been obtained from public sources believed to be reliable, but no representation or warranty, 
express or implied, is made that such information is accurate or complete and it should not be relied upon as such. This report does not constitute a 
prospectus or other offering document or an offer or solicitation to buy any securities or other investment. Information and opinions contained in the report 
are published for the assistance of recipients, but are not to be relied upon as authoritative or taken in substitution for the exercise of judgement by any 
recipient, they are subject to change without notice and not intended to provide the sole basis of any evaluation of the instruments discussed herein. Any 
reference to past performance should not be taken as an indication of future performance. No BNP Paribas Group Company accepts any liability 
whatsoever for any direct or consequential loss arising from any use of material contained in this report. All estimates and opinions included in this report 
constitute our judgements as of the date of this report. BNP Paribas and their affiliates ("collectively "BNP Paribas") may make a market in, or may, as 
principal or agent, buy or sell securities of the issuers mentioned in this report or derivatives thereon. BNP Paribas may have a financial interest in the 
issuers mentioned in this report, including a long or short position in their securities, and or options, futures or other derivative instruments based thereon. 
BNP Paribas, including its officers and employees may serve or have served as an officer, director or in an advisory capacity for any issuer mentioned in 
this report. BNP Paribas may, from time to time, solicit, perform or have performed investment banking, underwriting or other services (including acting as 
adviser, manager, underwriter or lender) within the last 12 months for any issuer referred to in this report. BNP Paribas, may to the extent permitted by 
law, have acted upon or used the information contained herein, or the research or analysis on which it was based, before its publication. BNP Paribas 
may receive or intend to seek compensation for investment banking services in the next three months from an issuer mentioned in this report. Any issuer 
mentioned in this report may have been provided with sections of this report prior to its publication in order to verify its factual accuracy.

BNP Paribas is incorporated in France with Limited Liability. Registered Office 16 boulevard des Italiens, 75009 Paris. This report was 
produced by a BNP Paribas Group Company. This report is for the use of intended recipients and may not be reproduced (in whole or in part) or delivered 
or transmitted to any other person without the prior written consent of BNP Paribas. By accepting this document you agree to be bound by the foregoing 
limitations. 
Analyst Certification: Each analyst responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the 
analyst's personal views about any and all of the issuers and securities named in this report, and (ii) no part of the analyst's compensation was, is, or will 
be, directly or indirectly, related to the specific recommendations or views expressed herein. 
United States: This report is being distributed to US persons by BNP Paribas Securities Corp., or by a subsidiary or affiliate of BNP 
Paribas that is not registered as a US broker-dealer, to US major institutional investors only. BNP Paribas Securities Corp., a subsidiary of BNP Paribas, 
is a broker-dealer registered with the Securities and Exchange Commission and is a member of the National Association of Securities Dealers, Inc. BNP 
Paribas Securities Corp. accepts responsibility for the content of a report prepared by another non-US affiliate only when distributed to US persons by 
BNP Paribas Securities Corp.
United Kingdom: This report has been approved for publication in the United Kingdom by BNP Paribas London Branch, a branch of BNP Paribas whose 
head office is in Paris, France. BNP Paribas London Branch, 10 Harewood Avenue, London NW1 6AA is authorised by CECEI & AMF and the Financial 
Services Authority, and is regulated by the Financial Services Authority for the conduct of its investment business in the United Kingdom. BNP Paribas 
London Branch is registered in England & Wales under No. FC13447. This report is prepared for professional investors and is not intended for Private 
Customers in the United Kingdom as defined in FSA rules and should not be passed on to any such persons.
Japan: This report is being distributed to Japanese based firms by BNP Paribas Securities (Japan) Limited, Tokyo Branch, or by a subsidiary
or affiliate of BNP Paribas not registered as a securities firm in Japan, to certain financial institutions defined by article 2, item 1 of the Cabinet Order 
concerning Foreign Securities Firms. BNP Paribas Securities (Japan) Limited, Tokyo Branch, a subsidiary of BNP Paribas, is a securities firm registered 
according to the Securities & Exchange Law of Japan and a member of the Japan Securities Dealers Association. BNP Paribas Securities (Japan) 
Limited, Tokyo Branch accepts responsibility for the content of a report prepared by another non-Japan affiliate only when distributed to Japanese based 
firms by BNP Paribas Securities (Japan) Limited, Tokyo Branch. Some of the foreign securities stated on this report are not disclosed according to the 
Securities & Exchange Law of Japan. 
Hong Kong: This report is being distributed in Hong Kong by BNP Paribas Hong Kong Branch, a branch of BNP Paribas whose head office is in Paris, 
France. BNP Paribas Hong Kong Branch is regulated as a Licensed Bank by Hong Kong Monetary Authority and is deemed as a Registered Institution by 
the Securities and Futures Commission for the conduct of Advising on Securities [Regulated Activity Type 4] under the Securities and Futures Ordinance 
Transitional Arrangements. 
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