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1. Introduction
1.1. Purpose and structure of this document

The purpose of this document is to set out our representations on the Performance
Commitments (PCs) contained in the Draft Determination, specifically issues with the
definitions (mostly minor) and the targets.

Section 1.2 summarises our position on the PCs. Section 2 sets out our representations on

h¥gl 6Qa 2@SNIff FLIINRFOK (G2 &aSGiAy3 t/ ad hdzNJ
NELINBaASYy(l GA2ya 2y hteadstdefvide flontiglt ARt adikin 2 & S G A
document WSH.DD.MTH.1.

1.2. Our position summarised

The Draft Determination includes the specification of targetd?f6s many of which differ
substantially from our Business Plan. There are also changes to the defirgficertain
measures which impact upon the delivery of the targets. Finally, Ofwat has intervened on a
number of the ODIs, removing many of the financial ODIs on our bespoke measures, and
adding financial ODIs in some areas, as well as altering malng fifiancial ODI rates. Our
representations on ODIs are addressed separately in document WSH.DD.OC.2.

Our overall position on PCs remains that our Business Plan proposals are stretching yet
achievable, given the particular characteristics of the regidhiwivhich we operate, and

offer an appropriate balance for customers and the environment between performance and
cost. They were informed by an extensive consultative and analytical process. We carried
out detailed customer research to ascertain what thaiorities are. This was combined

with Willingness to Pay evidence and cost benefit analysis to produce a suite of targets that,
taken together, would stretch the business to improve performance significantly and focus
on the things that matter to custoers.

Ly OFNNEBAY3I 2dzi GKAA LINROSaaz ¢S 31 @S OF NBT dz
including by considering comparative information, including historical performance and

industry comparisons. We set significant reward and penalty rates (wittivellafew

deadbands) to reinforce our resolve to meet the aspirations of our customers.

Ofwat has disregarded large parts of this exercise, and has set targets for many performance
commitments on a different basis, often by placing greater weight on coisgrawith other
companies and giving little or no weight to factors that vary across companies, including
customer preferences, historical investment patterns, and operating conditions.

We consider the targets set in our Business Plan to be delivetblegh in many respects
this will be very challenging and will involve the commitment of sizeable resources, as
reflected in our investment proposals. In the absence of that expenditure, the proposed
Business Plan targets would not be deliverable, anddbgnsion neither would the tougher
targets included in the Draft Determination.

In responding to the Draft Determination and submitting a revised Business Plan, our Board
has again carefully considered our proposed performance targets in light of tHerudes
and comments in the Draft Determination. However, in some cases, the Board has
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concluded that our proposed targets remain stretching and appropriate flzm@oard also

KIa aSNA2dza O2yOSNya aGKFG AG Yre oS lalSR
commitments set by Ofwat, even where it does not consider them to be deliverable.

¢t2 | OKAS@OS h¥gl GQa LINRBLRASR (I NBSGa Ay i
aS0h 2dzi Ay 2dz2NJ . dzaAySaa tflys GKlai KlFa y

investment. Indeed, even with such investment, we believe some of the DD targets could
not be delivered in the next five years.

We are concerned not just that the targets set out in the Draft Determination are

dzy RSt A @SN 6t S 0 dzilousipfoposals britasgets derall BskES NJ | Y 0 A A

undermining the credibility and usefulness of performance targets as a key tool of the

NB3IdzA F G2NE FNFYSH2N]l & LG NRE&Al1EA ONBF{Ay3d GKS

commitments and their internal business plans, tiegan expectation of financial
penalties, and weakening incentives and the trust of customers and stakeholders in water
companies.

1.3. Representations on definitions

In reviewing the Outcomes Performance Commitment Appendix we have identified a
number of aras of concern with the definitions used for our bespoke performance
commitments. In some cases these would impact on our performance commitment levels if
they were to be retained.

1.4. Changes to targets

We are accepting many of the PC targets and ODls, arsiliected others we are proposing
changes to the DD. This is reflected in the summary table below.

The following table summarises all these issues and references the area of our submission
where further detail of our concerns is provided. Those PCsliaghwve make
representations are highlighted in bold.

Referencgby order listed in DD appendix) Definition/ | Target/ Section ref
measure deadband

Wil Water quality compliance (CRI) X 3

Wt2 Water supply interruptions X 4

En4 Leakage

En5 Per capitaonsumption X 5

Wt4 Mains repairs

W15 Unplanned outage

Ft1 Risk of severe restrictions in a drought

Sv5 Priority services for customers in vulnerable X 6
circumstances

Rt1 Internal sewer flooding X 7
En3 Pollution incidents X 8

Ft2 Rik of sewer flooding in a storm

Rt3 Sewer collapses

Enl Treatment works compliance
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Svl CMex X NA See
WSHDD.OO.1

Sv2 BDMex X NA See
WSH.DD.OO.2

Wit3 Acceptability of drinking water

Wit6 Tap water quality event risk index

Wit7 Water catchnents improved X 17

W18 Lead pipes replaced X 18

En2WV¢ 2 Wf 221 dzZLJ GdFo6f SQ O

En6 Km of river improved X X 19

En9 CSO storage systems X X 14

En7 Bioresources product quality

En8 Bioresources disposal compliance

Sv3 Customer Trust

Sv4 Business customer satisfaction X X 16

Sv6 Customers on Welsh language register

Rt2 Sewer flooding on customer property (external) X 7

Rt4 Total complaints X X 9

Rt5 Worst served customers (water) X X 10

Rt6 Worst served customers (waste) X 11

BI1 Change in average household bill X 12

BI2 Vulnerable customers on social tariffs X X 13

BI3 Company level of bad debt

Bl4 Unbilled properties

BI5 Financial resilience

Ft3 Energy seHufficiency

Ft4 Surface water removed fromesvers X X 14

Ft5 Asset resilience (Reservoirs) X 15

Ft6 Asseresilience (water network+above ground) X 15

Ft7 Asseresilience (water network+below ground) X X 15

Ft8 Asset resiliencévaste network+above ground) X 15

Ft9 Asseresilience (wate network+below ground) X 15

Ft10 Community education

Ft11 Visitors to recreational facilities

Col Reportable injuries

Co2 Employee training and expertise

Co3 Employee engagement

BI6 Delivery of reservoirs enhancement programme | X X 20

BI8 Delivery of our network improvement programme X 21

NEW BI9 Delivery of our Hereford water supply X X 22

resilience scheme

NEW BI10 Delivery of our South Wales Grid water | X X 22

supply resilience scheme

NEW BI11 Delivery of our new visitor cent X X 22

NEPO1 Delivery of environmental programme

requirements

DD Representations
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2.hTol GQa FLILINRBIFOK (2 aSGiAy3a LISNF2NXYI YOS
2.1. Uniform targets

In our response to the PR19 methodology consultation we signalled our support for the

principle ofensuringcompaniesstrivel 2 | OKA S@S WdzLILISNJ ljdzt NIIAf SQ &
overall. This does not imply, however, that all compac®sld orshould achieve the same
targetsforeach measu® ¢ KA & A& 0SOldzasS 0 O2YLI YyASA | NB
because of their particular historical circumstances and investment prigritlesompanies

have different operating conditions that give risevaryingoutcomes for the same level of

W LIS NJF 2 NJY ) isBviRiehzed byyuRtomer research results, custosnin different

NEIA2ya KIFIBS RAFTFSNBYG LINBFSNByOSaz fSIFRAy3I |
service levels.

To put it another way, companies are essentially operating in separate markets where

different market conditions are applicablgo that it is inappropriatéo assume that

different companies would or shoulithieveconvergence on particular targeted levels of

service for individual measures.

In stating that it could see no clear reason why companies should not achieve these same
SINBGOKAY3A fS@St 2F LISNF2NXIyYyOS:I h¥gd G | O1y26
ALISOATAO FLOG2NAREéED 2SS | NHAz2S GKIFG AG Aa y20 NJ
that their circumstances are unique in order to benefit from such an adjustmestlyithis

approach fails to acknowledge that there are many circumstantial factors that affect subsets

of companies, but each factor affects some companies more than others within that subset.

For example, we are not the only company with problems rel&eolversized mains pipes

following industrial decline, and high levels of manganese in water catchments, but we do

think we are more affected by those issues in combination than any other company when it

comes to achieving standard levels of customer ptadglity contacts for taste, odour and

colour.

We put forward evidence as to why oparticularlyoperating circumstancesiake achieving

a common industry upper quartile standard unachievdblethe three common targets.

Ofwat concludes that this eviden is insufficientbecause the evidence we have put

forward does not account for other relevant factors that may have an opposite impact on
performance levels, or are unique to that company. We did not include information on

relevant factors that may havan opposite impact, because we do rmainsiderthere are

any such factors that would have a material impact ¢ KS NXBIj dZA NEYSy G G2 LINE
is not reasonable as we are essentially being required to prove a negagivbdt other

companies are noaffected by these factors in the same way).

Ofwat also states that we have not quantified the impact of these factors on performance
levels. But thisaisesi KS [ dzSa A2y 2F gKI G GKS Wy2NXIfQ &K
know, for example, that our gh number of water supply zones, and the rural nature of our

operating area, mean that supply interruptions tend to be longer when they occur because

of the time taken to reach bursts and the difficulty of rezoning supplies. However, it is

inherently imposible to calculate the impact of these factavgh any accuracy, and any

such calculation would require a baseline against which to compare.
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This leads to a further point, that companies often do not have access to the data that would
be required to demastrate the degree to which their circumstances are unique. Such data is
usually not available beyond the individual company, and only Ofwat is in a position to
request and gather that information at the industry level. For example, we are able to
compareour rural areas with more densely populated areas in terms of the impact on supply
interruptions or leakage. But we lack the data to be able to extrapolate our findings to other
companies and thereby prove that we are different. Ofwat routinely gathera ttainform
modelling of cost efficiency across companies, but it does not do so for the purposes of
setting performance targets.

We believe that in setting an unreasonably high bar of evidence for companies that have to
prove they are unique in relatiolo the common performance commitments, Ofwat is not
FOGAYy3a Ay I O02NRIFIYyOS gA0GK (GKS 2SfakK D2@SNYyYS)
states that:
2SS SELISOG h¥él G G2 OKFftSy3asS O02YLIyAasSa (2
comparison across corapies in Wales and England, and across sectors where
appropriate while making appropriate allowances for differences in the operating and

legal environments of companies in Walasd taking into account variations in the
priorities of customers and othéri I { SK2f RSNA& ®¢

CAylLffes GKSNB Aa Iy AaadsS 6AGK Wy2NXIFfAalF GA:
LRftfdziAzy AYyOARSyida INB Wy2NXIfAASRQ o6& fSy3i
that companies that require higher numbers of pumping istas and treatment works, all

other things equal, could be expected to have higher numbers of pollution incidents and
SEKAOAG GKS &alYS wWLRttdziAzy AYyOARSYyG& LISNF2NI
information is available to us, we have construttsuperior model to determine upper

quartile performance for each company, given its operating environment. Ofwat uses similar
econometric models to derive target cost levels for companies, given differences in their

operating environments. We urge Ofwat carry out the same approach in setting

performance commitments, so that these can be equally fair and stretching for all

companies.

Although Ofwat has attempted to respond to feedback from companies redeit’the IAP

stage, it has addressed the abgeeints only partially and unsatisfactoriljor these reasons

we areresubmitting our PC targets in resportsethe Draft Determination that reverts to

our original Business Plan commitmentsfioK 2 8 S Y S| AadzNBEa 6KSNBE h¥gl i
doesnotadequa St &8 NBFESOGO 2dzNJ O2YLJ yeQa 2LISNI GAy3
material differenceWe provide more detailed rationale and representationg&th such

case in Section 3.

Ny ™

2.2. Derivation of upper quartile targets for common PCs

Having addressed above tpeinciple of applying uniform targets across the industry, we

turn to the way in which Ofwat has derived and calculated those upper quartile targets,

which we believe is methodologically unsound. Our arguments revisit and expand on many
ofthepointsmadéhy 2dzNJ L!t NBaLRyaS:I KFI@ay3a GF 1Sy Ayl
those issues as published alongside the Draft Determination.
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In its guidance for Business Plans, Ofwat set out its expectation that each company sets out
performance targets forthd KNBS O2YY2y YSI adzaNBa o6FaSR 2y ol
forecast of the industry upper quartile performance for those measures. It has then taken

the upper quartile of these upper quartile forecasts as the uniform target applicable to the

whole industry. Tis is not the same as taking the upper quartile of what companies believe

they can achieve themselves and is an inherently less robust and reliable approach.

An upper quartile calculation provides a ready and understandable metric for a benchmark,
but it is a crude one and therefore care should be taken in how it is applied across
companies. We have argued that the upper quartile should be adjusted to take account of
the size of the upper quartile companies, so that the upper quatrtile reflects the level of
service received by the top quarter of customers. This is particularly applicable in water
service measures where the best performers are often small water only companies who
have a much simpler network, and often a small number of highly reliable gratadw
sources, compared to larger companies.

We made this argument in our original Business Plan and in our IAP response. In the DD,

Ofwat have only addressed it in relation to pollution incidents, not supply interruptions or
internal sewer flooding. On flof dzi A 2y Ay OARSy(az h¥gl G adrdsSa
quartile should be weighted by customer since this assumes that companies have forecast

upper quartile performance based on customers, which they do not appear to have done

and is inconsistent witbur approach to incentivising companies to perform in line with
AYRdzaAGNE € SFRAYy3A fSOSt adé

Ofwat appears to be making two separate points:

1) That our argument assumes that companies forecast upper quartile levels in their
Business Plans based on custosmend they do not appear to have done so.

This does not appear to address our point. Whether or not companies (like us) used
a customer weighted upper quartile in their forecast, Ofwat had a choice as to
GKSGKSNI) G2 dzaS | Wa A Ydpkr Guartileildsing@hdse G 2 YSNJ ¢ S
values to reach their view of the applicable uniform target.

HO C¢KFG 6SAIKOAY T dzLILISNJ ljdzZt NITAES o6& Odzad2YSNJ

Werecognisell KI i AU Aa AyO2yaradSyd osAnmgK h¥él 0Q
LISNF2NXYIFyOSés YR (BAGKABRTOKENE BBILINEBI OKA
wWSGdzZNYyAYy3 G2 h¥F¥él G§Qa FLILINRFOK Y2NBE 3ISYSNIffe:
account not just the different operating conditions of companies, but the different bases on
which companies had set the targets. For example, Yorkshire had set a target/forecast of
3:00 minutes, but with a deadband at 6:00. We argued that this should not be given the
alkyYS ¢gSAIAKG Fa | O2YLIye (GKFG KFER yath®&SlE Rol yi
target in that case was weaker. In line with other companies we also argued that Ofwat had
treated the forecasts as if they were compaspecific targets of what they believed was
deliverable themselves, rather than inherently less reliable foreaafsighat they thought
might be the future industry upper quatrtile.
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Ly AGa 55 h¥sld AYGSNLINBGSR GKA&a FSSRol O] |a
unrealistic, overly ambitious forecasts, and consider that taking the upper quartile of upper
quartleF 2 NB Ol aGa NBadzZ Ga Ay LISNF2NXYIyOS tS@gSta i
alkeAy3a GKIFG aF2NBOlFadG tS@Sta Oy 06S dzyNBIf Aai
would argue that while this is true it rather misses the point. Our point is ratied

O2YLI yASa 6SNBE RANBOGSR (G2 aSi aadNBIOKAYy3IE
AYRAZAGNE Gl G € SFahG dzLIISNI ljdzZl NIAE Sé LISNF2NNI Y
f SFad dzZLJLISNJI lj dzF NI A SQ G NiBERHe&pectedrimgprolemdntts. Ay |
Ay GKS AYRdzZaAGNE LISNF2NXIFyOS 2SN GAYS® 1 a | |
Wiz2 AGNBIOKAYIQ (KIFy Wwiz22 tSyASydiqQ O2YLJ} NBR
the disallowance of any expenditutieat may have been included in Business Plans to

achieve the forecast targets.

2.3. Achievability of targets

A further point made by a number of companies in their IAP responses is that the proposed
targets were not achievable. Ofwat has sought to addres<titigue in the DD by assessing

K2¢g GaGNBGOKAY3a &SG I OKASOIofS (GKS LINRBLRASR f
SEIYLX S Al &atéea GKIFIG aGKS cm25(fBRAEROA2Y AY |
forecast levels) appears achievable given mpravSy & Ay SF NI ASNJ LISNA2Rad
We would make the following points:

9 Historical improvements are a poor guide to the potential for future improvement,
due to diminishing returns. Indeed, the greater the historical improvement, the
harder it will be to achieve edvalent improvements in the next period.

9 Historical improvements were driven by expenditure allowed for performance
improvements, which is not being allowed for AMP7 as set out in the Draft
Determination (though we contest this).

T h¥o6lGQa O2¥LI NRAF2YOKASHlT oAt AGREQ Ay NBfFGA?Z2
0KS aoSGGSNI LISNF2NXY¥AYy3 O2YLI yASaséd LG R2S
ALISOATAO O2YLI yASad | @Ay3a FOOSLISR Ay LI
consideration, we wouldrgue that Ofwat should examine this at the company level.

For example, having said that for supply interruptions the change from the industry
average fron 8.17 minutes to 4.17 minutes between 2019/20 to 2020/21 looks very
challenging, itvould be unreaspable tothen claim that the improvement proposed
in the DD from 12:00 minutes to 05:24 minutes for Welsh Water over the same
period is achievable.

2.4, Consideration of customer views

As noted above, our Business Plan PCs targets and ODIs were based uptensines
customer engagement exercise that was endorsed by our Customer Challenge Group. We
set out clearly in our Business Plan documents how we had taken the results into account,
with the aim of prioritising investment expenditure and delivering to oustrs what

matters to them most.
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h¥gl dQa 55 adlisSa GKIFG a2dz2NJ RN F4G RSGSNYAYL G
performance levels where these have been based on-yigility customer engagement, as

well as historical and forecast performance levé | ON2 da (GKS aSOG2NWé h¥
where it believes our customer engagement on performance commitments was lacking in

quality, contrary to the views of the CCG. We therefore think our customer engagement

results deserve recognition. On suppiyerruptions, for example, customers told us that

short supply interruptions of up to half a day were not a concern for them, they do not see

reliability of water supply systems as a problem area, and that Willingness to Pay for

performance improvements igmited (see September Business Plan submission document

5.1 and 5.2). In order to ensure we were challenging ourselves, we nevertheless set a target

of a 33% reduction, from 12 minutes to 8 minutes by 2025.

Willingness to Pay research and cbsnefit analysis was premised on the notion that there

is a balance to be struck between service and cost, and that it is right for companies to seek
customer views in order to optimise that balance. By not allowing targets to vary in line with
SI OK 02 Y Linef éiews andigriie® Ofwat is undermining one of the key pillars of
its own PR19 methodology, and renders redundant large parts of the customer engagement
exercise carried out at significant cost (not to mention the work of the CCGSs).

The representabns made below on the individual PCs are made in the context of the above
LRAYyGAa 2y hTol iQa 2O0SNFff | LIINRIF OK®
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3. Wtl Water quality compliance (CRI)

Summang definition

We are content with the definition and make no representations in that regard.

Summang target/deadband

We accept the required target of 0 in each year as this is a compliance measure.

With regard to the deadband, emaintain that 1.50(2.0 in the first two years of the AMP)
does notrepresent a justified and reasonable level for the deaddeaon this measureOfwat
has notaddressedhe detailed arguments made as part of our IAP response (and those of
other companies) on this point.

28 YIFAYGLFEAY 2dzNJ Ll2aArdAzy GKEG Fy SE L2ad wdzLd
sensible approach givahe nature of this measure and the objective of incentivising
improvements across the industry.

3.1. Background

In our original PR1Business Plawe proposed a deadband equal, for each year, to the
WdzLILISNI G KANRQ f S@St 27F | Heindazbtry in edéhNgived pehrl vy OS 2 F
with each company weighted by the number of customédiisis approach, we argued, is

reasonable and appropriate given the fact that the measure is new, and what we think is the
AYKSNBY G @2t GAf A G e forhdncelagaRst Weinteaglird. O2 YLI YA SaQ

In its IAP publication, Ofwat mandated a standard deadband of 1.50 for this measure,
calculated as the average of a) the observed upper quartile performance of companies in
2017, and b) the upper quartile of the deadbands megd by companied.his position was
unchanged in the Draft Determination, except that the deadband has been raised to 2.0 for
the first two years tqrovideflexibility for new metaldehyde legislation to be implemented.

3.2. h T ¢ lrasmse to the company IABpresentations

Ofwat recognised that a number of companies pointed out that the CRI measure was new
and subject to volatility, warranting a wider deadband. Ofwat concludesbanalysed the
data that the shadow reporting data daot show significant vatility.

We accept that, having analysed, the latest set of data to be published, there is limited
evidence that the measure itsaif terms of average industry performanisevolatile.

However, the point about volatility is that a) there will inherertily a wide range of

outcomes owing to the nature of the measure, driven partly by the size of companies (see
0St2602 &4dzOK (KIG AG A& dzyNBFfA&AGAO (2 SELISOI
such as 1.5, b) that smaller companies are vulaeiaS (2 KIF @Ay 3 Ww@g2€t | GAf SQ
particularly well or particularly badly on CRI, and that this makes using an upper quartile

approach to setting the deadband inappropriate.

As we said in our IAP response:

The design of the measure means thatrihare always likely to be a few companies with
particularly low (good) scores (and also some with high scores). This is because of the use as
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I YdzZE GALX ASNI 2F GKS WLINRPLRNIAZ2Y 2F LJI2LJz | (A 2)
So small compangewith a small number of relatively large works will have particularly

volatile scores from year to year, depending on whether they have any compliance failures at

one of their larger works. Assuming on the balance of probability that in any given year a f

of them do not have any of those, (and a few of them do), then these companies will

determine a (very low) upper quartile level, leaving the rest of the industry in penalty.

Larger companies with a high number of works, each serving a smaller propmrtion
average of their total population compared to smaller companies, will not suffer from the
same volatility. It will not be possible for them to match the performance of the best
performing companies on CRI, unless they can achieve a very low nun#eres fit all of
their many works across their area.

In their Fast Track Draft Determination response, Severn Trent agreed that smaller water

O2YLI yASa &dzOK & 15 NS SELRASR (2 KAIKSNI f ¢
number of assets and paolation served reduces the averaging component of the calculation
0S®3d GKS 15 a02NBE Y2OSR FTNRBY HODPYy AY HAMpPKMC

Ly 2dzNJ 55 2dzi02YSa FLISYRAES h¥6l G &aFAR GKI
disadvantages large or small compantag, did not find evidence this was clearly the case.

Therefore we will not accepttheve RSy OS G KF G O2YLI yASa NS RAal
To be clear, we are not arguing that large companies are disadvantaged compared to small
companieson average. Buwve do think that the best scoring (i.e. upper quartile) companies

on CRI will imost cases be represented hysubsection of the smaller companiéswill

always be more difficult for larger companies to consitiieachieve this level (while smaller
companies are more likely to achieve it in good years, but fail spectacularly in poor years).

¢CKS YSIaAdz2NE Aa Ffaz2z w@g2ft !l (A faSvderangeosfesi (G KS & (
outside management controtiue to future changes in the Drinking VéaDirective and

due to the ability to prove the root cause of failures, particularly on property specific issues.

The influence of these variables 6 KA OK I NE 2@SNI AR 2y (KS 0O2YL
YI1S hF¥¢6l 1Qa YSGK2R2f afA80uddylyhRr§h"FAYAYy3 | RSI R0

The DWI, which has developed the measure and understands the complex dynamics
underlying the scoring, has itself recommended the companies should be aiming to achieve
'y WAYRdza 0 NE | @ $hdh B Sdifican@2abiiae propysdd-déativand

values

We note that a number of other companies have proposed deadband values at 3.0 or above.

l'a adz2oYAOGGSR LINB@GA2dzates ¢S 0StASGHS |y WdzLIIS!I
improvements across the industry, while allogy for the particular characteristics of the

measure.
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4. Wt2 Supply interruptions

Summang definition

We are content with the definition and make no representations in that regard.

Summary targets

The Draft Determination sets a standard definition fopgly interruptions and uniform

targets for all companies. These differ from our Business Plan targst®as below.

C2ft26Ay3a OFNBFdAt O2yaAARSNIGAZ2Y 2F h¥4l GQa Y!
IAP submissions, weave found no grounds to chaa@ur view that our original Business

Plan targets are both stretching and achievable, and in the best interest of customers.

However, achieving these performance improvements would require approval of the related
expenditure set out in our revised Busisd’lan (unchanged from our original plan)

202021 202122 202223 202324 202425
Draft 05:24 04:48 04:12 03:36 03:00
Determination
August 11:12 10:24 09:36 08:48 08:00
Business Plan

4.1. Background

This is one of three PCs for which Ofwat has set unifargets across the industry, arguing
that there is no clear reason why all companies should not be able to achieve the same high
standards of performance.

LG KlFa OFfOdzZ SR G4KS G NBSG 2y GKS olaira 27
ownBlaAySaa tfly (GFNBHSGAD ¢KSAS O2YLIlye GFNBSG:
GKFG O2YLI yASE aKz2dzZ R F2NBOFad WFHG €SFad dzLiLd
customer views and cost benefit analysis (and by implication, the costs of ahiev

improved performance).

hdzNJ GF NBSGa 6SNB o6FaSR 2y h¥gl GQa 3IdZARI YOSz |
submissionThey were challenged both by the Board and by the Customer Challenge Group

to ensure they are stretching yet achievable. They wkreeloped following a robust

analysis of the required investment, given tgecificfeatures of our network and our

operating area, investment which was included in our Business Plan but disallowed by Ofwat
at the Draft Determination.

At the Draft Detemination, Ofwat made an adjustment to the target for the first two years
of the AMP having undertaken an analysis of the achievability of the uniform target.
However, the targets remain unachievable for us at a company level.

4.2. Principles

Wedo notacceptK S F2ff2gAy 3 LINAYOALX S& GKIFG dzy RSNLIAY
interruptions:
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1. That it isappropriateto expect all companies by default to achieve the same
absolute performance levels for supply interruptiodée accept that companies
should be strivingo achieve upper quartile performance &Cs in principle. But the
absolute level of performance constituting the target should be adjusteadke into
account differences between companfes 2 LISNI GAy 3 Sy @ANRYYSyia

2. That the applicable targets caaliablybe derived by taking the upper quartile of the
forecasts of future industry upper quartile performanttg&t companies included in
their Business Plans.

3. That the common targets ar@) deliverable andb) reasonable givernhe financial
ODls attached.

We addess each of these points in turn below.
4.3. Factors affecting performance in our operating area

In section 2we argue that in order for horizontal benchmarks to be fair and robust,

allowances should be made for significant differences in operating condligtageen

companies. These may be inherent features of the areas and populations served by

companies (such as topography or population distributian external factors that affect

performance (such as rainfall patterne) ¥ ¢ I 1 Q&4 t wmdop Y SddagsRef 23 LI |
companies to prove that their circumstances are unique. However, in the absence of robust
crossindustry data, it is not practically realistic to do so. Instead, we argue that well

documented features of our operating area could reasonably Erpnéted as representing

an obstacle to achieving industry upper quartile performance levels for this measure in

absolute terms.

In our IAP response document (see Annes)set out some of the factors that we consider
adversely affect our performance, ldiag to a higher marginal cost for improvements. As
such, a uniform target leads to inefficient outcomes for our customers. These factors
included:

1 The relative lack of network connectivity in our region. This is an inherent feature of
our area given theidtribution of our customerg we have the lowest number of
customers per water supply zone in the indusifis means we cannot reroute
supplies to zones suffering a supply interruption as easily as many other companies.
Indeed some companies, particulasmall Water Only Companies, have very
compact water supply networks, enabling them to achieve very low levels of
interruptions.

1 The topography of our are&Vhile network connectivity ieoretically under
management controlour topography makes thigrohibitively costlyparticularly
given thelow value that customers place on improving our performance on supply
interruptions.

1 The sparsity of oupopulation. We have 45% higher length of mains per customer
than the industry average. Hence we deal withnymore bursts per customer
(which cause most supply interruptiortslan other companies.
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In their IAP responses, a number of companies made similar argunoethisse We accept
that we may not be unigue with regard to aope of the above factorddowever, we
believe we are likely to be found at the more challenging end of the rahgessibilitieor
each of these, probably to a unique extent.

In the Draft Determination, Ofwat stated thatir arguments as tour company specific
circumstarceswere considered inadequate because we were not able to quantify the impact

onthe interruption time relative to the upper quartile leveld is unclear howevein the

absence of a common benchmark for such factors as network connectivity and population
distribution, how such an estimate could robustly be arrivedvthat we have done i® set

out evidence as to why a common target is inappropriate and undeliverable for us, and to

propose a stretching yet achievable performance improvement target, that takes

account our operating conditions, our historical investment patterns, our previous
LISNF2NXYIFyOS AYLINR@GSYSyiGas 2dz2NJ Odzad2 YSNAQ LINE-
out in our Business Plamo be clear, we believe that our proposed taggetpresent at least

'y WdzLILISNJI ljdzZF NIAfSQ fS@St 2F LISNF2NXIFyYyOS G 17
quantification of the impact of our company specific circumstances on the interruption time

relative to the upper quartile levels is as shown below.

2020-21 2021-22 202223 202324 202425
Ofwat upper 05:24 04:48 04:12 03:36 03:00
guartile
DCWW Business | 11:12 10:24 09:36 08:48 08:00
tfy WdzLJl
guartile

LIS NF 2 NXY |
company specific
factors

WLYLI OG 20548 05:36 05:24 05:12 05:00
company specific
factors on upper
j dzZ NI At S¢

4.4, Derivation of upper quartile targets

Even accepting the principle commontargets (which we do not), wieelieve it is invalid to

use anupper quartile of the targetincluded in company Business Plans as the basis for that
common target. Along with many other companies, our iégponsedocument

B2.1WSHOC Performance commitments IAP Resp@asd \B2.2.WSH.OC Performance
Commitments and Deadban@said thatit is wrong to interprethese asndividual

O 2 Y LJ- peKoBr@aree forecasts, having set guidance for companies requiring them to set
stretching target®on the basis of their own forecasts of upper quariiidustryperformance.
Some companies explicitly acknowledged this by setting deadbands around their target.

Ofwat responded by saying that company forecasts could be both too low or too high. But
this does not address the key point. It is not that companies have simply made forecasts of
their own performance. There is an asymmetry biilo these forecasts becaes
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Ofwat seta formal expectation that companies forecast the industry upper quartile
LISNF2NXIF YOS |yR GKSy thiSevel@afdSA NI G NBSGa @

There was a incentive mechanism for Business Plans that would reward companies

for meeting their epectations and potentially penalising those that did not (through

the IAP process}. KA a WoAl aSRQ O02YLI yASa (261 NRa YS
rather than determining targets that had an above average chance of being

delivered.Some companies made exjlithe distinction between their Business

Plan targets and their expected performance, either by setting deadbands (in the

case of Yorkshire for supply interruptiogsetting a 06:00 minute deadband against
GKSANI nuYnn Wil NBEitiee Was 2 differerze batweeh e a G G A
AYRdza G NB dzLJLISNJ lj dzF NIIAE S T2 NB@lhadasebfy R G KSA
UU for sewer flooding).

Many companies set their targets on the basis of expenditure in their Business Plans
that they considered tde necessary in order to achieve their targets. In most cases
this expenditure has been disallowed.

Hence we would argue that K S G NBSGia I NB YdzZOK Y2NB fA]lSte

4.5. Deliverabilityand reasonableness targets

One of the argumets made by companies their IAP responses was that the common
target for supply interruptions represented an unrealistic improvement in performance for
many companies. Ofwat responded by undertaking an assessment of achievability of the
targets againstecent industry performancalVe would make the followingoints in

response to this:

)

ii)

The point made by many companies wex so muchthat the proposed Ofwat

targets were undeliverable, but that the targets proposed by some companies on

which the upper qusile targets were based were themselves unrealistic. For

SEFYLX STZT . Nmaadz2t 2F30SNE 2yS 2F (KS WwWdzLILIS N
improvement from12.2 minutes in 20120 to 1.8 minutes in 20225, an

improvement of 85%T his relates to our second builpoint undersection4.4

above

h¥gl G4Qa FylFrfeara AIy2NBa GKS NBFHfAdGe 2F R
to improve performanceBy way of illustrationduring AMP6 we have invested to

reduce supply interruptions, bpter alia purchasing mag tankers and emergency

fittings, and introducing best practice. This has indeed reduced interruptions

significantly. To achieve further such reductions in AMP7 we will need to implement

more costly solutions such as mains replacement, avitere possiblesupply zone
interconnections

h¥él 6Qa | OKASQOlIroAfAGE FaaSaayvySyid t2214a |0
companies. Ofwat state$ K i & (0 KS ¢ m zuppeidiadid tori2@2@s5 Ay G K S
(from 2019/20 forecast levels) appears achievable given impneve in earlier
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LISNA2Ra®de | 26SOSNE GKS AYLNRGSYSy(d NBI dzh N
would be 75%, on top of a projected 43% improvemenin 2014/15 to 2019/20.

The implication is that for individual companieay&ack of achievabili§bf the

common target reflects a failure to improve in previous periods, thatithe ODI
underperformance payment that would apply is a penalty for that failuhéch

serves as an incentive to improve more rapidly. However, we forecast to oneet
target for supply interruptions agreed with Ofwat at PR14. The financial penalty that
we anticipate for supply interruptions in AMP7 on the basis of the DD, cannot
therefore be justified with regard to historic failure to improve. In our view the only
sound approaclis to look at what can reasonably be achieved by way of
improvement, challenging the company to do better given the cost of the associated
Ay@SaidyYSyld FYyR GKS LINA2NRGASA 2F Odzad2 YSN
operating circumstances. This ieetapproach we followed in our Business Plan.
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5. En5 Per capita consumption

Summang definitions

We are content with the definitions and make no representations in that regard.

Summarng targets

We are proposing to retaithe targetsput forward in our Aril Business Plaas shown

below.
202021 2021-22 2022-23 202324 202425
Draft 1 2 3 4 6
Determination
August 1 1 2 3 5
Business Plan

5.1. Background

In our original Business Plan we put forward a PCC target that constituted a 4.1% reduction
from 201920 to 202425. Given the opportunity to reconsider our targets at the IAP stage,
we took into account the latest data, and amended our targeted reduction to 4.4%. This was
on the assumption that our Project Cartref scheme and other related investments weuld
fully funded.

Ofwat in the DD has intervened to stretch our target further to a 6.3% reduction by 2025,
aldlradAy3 GKFG GKSAaS NBRdAzOGAZ2ya NB fS@Sta aikl
LISNJ OF LA G O2y adzy LI A 2 yleépBrceatagls réduction Plojedt @artrefy”  dzLJILJ
has only been partly funded.

5.2. Draft Determination and our response

In the Draft Determination (Outcomes policy appendix page 28), Ofwat stated thab

consider that crossompany comparisons are valuable to itlBhcompany performance

tfSgSta GKIFG INB 2dzift ASNREé P 2SS O2yaARSNI GKIF G
industry average, we are not an outlier, and the difference is not a concern given our supply
demand position. While Ofwat also statdék i G OB YIBIOX¥&EFAO FIF OG2NAR | NB
in our case these factors have been ignored and the target has been determined on the basis

of cross industry comparison of percentage reductions.

la &S0 2dzi Ay 2dzNJ L!t NBlevethsta Sosinds®y ! LILISY RA E
comparison is appropriate in our case. The rationale for the intervention is unclear in the DD,
SEOSLIi GKIFIG hFgltd adlrdisSa adkKS O2yLlye KIFa A
LIF NI 2 F 2 dzNJ NI G A 2syidcleaBwhy theNdckofsipiNde®ahd balandet L G A
deficits, exceptn two small supply zoneforms part of a rationale for intervenirgt a

company level, imposing unnecessary costs on the business and its customers

It may be that Ofwat is intervening sisf @ (2 Sy adz2NBE aaiNBGOKE @ . dzi
WESNIBAOS LISNF2NXIYyOSQ Ay AGaStTFzE Ay GKS alys$s
lower level of PCC does not unambiguously constitute a better outcome for customers and

the environment, @/en that consuming water is part of the service provided to customers.
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28 (KSNBF2NB 068tASOS G(KFHG AYGSNBSYAYyI &AYLE 8
case of PCC does not have the same validity for PCC as it does for other service focused PCs
C2NJ 0KAA YR (GKS | 02@S NBI airrtyedDalt BeermmdidnA SGS (|
to consider the case for requiring companies to go further and deliver a 10% reduction of the
202025 perioddor forward looking upper quartile performangéseeDelivering Outcomes

for Customers Policy Appendix page @®uld not be appropriate for uszurthermore, the

O2YLI NR&A2y YI1Sa o0SieSSy (KS tS@gSta 2F t// A
9dzNR LISy O2 YLI yASa ésigrifiaant fagt@@shoéuld Bedtaken ing6 dexours NJ 2 F
when making comparisoref water consumption between England & Wales and the rest of

Europe. Most significantlyJmost all households are metered in other parts of Europe,

whereas only about 50% of household€imgland and \Ales are metered. Mering will

tend to reduce consumption due to greater customer awareness of high use, undue

consumption and leakage from fittingghe quoted PCC reductions by Affinity and Yorkshire

are also linked to their proposed increases in howdeltustomer metering.

CAylLftes hFgl i adl G§8aNKl K20NJ ALt/ 1y yIAS/ZAS fLadzNILY2 52 S
y2i NBFESOG I &dNB (i hePCg arget Gufiedhed indodir WRISINF 2 NIY | y O ¢
represented a significant reduction that was the resulanfextensive process of

consultation with stakeholders over many yeafsirough its inclusion in the WMRP this

target was formally approved by Welsh Ministdtds also a clear point set out in the Welsh
D2@SNYYSyidQa { 0NJI S 3 a@etssetFoRVeshichntpanieg nedd@oS Y Sy
reflect the particular circumstances within which they operatée believe this places the

onus on Ofwat to justify a deviation from this agreed target, on a more robust basis than
simplyapplying an upper quartile dustry comparison.
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6. Sv5 Priority services for customers in vulnerable circumstances

Summang definition

We make aminor representation to clarify the definition.

Summary targets

No representationsg, target is accepted.

6.1. Definition
The definition of he contact metris states:

OAttempted contactthe percentage of distinct households on the PSR that the company has
attempted to contacbver a two year period

! OlGdzl £ O2y Gl OlGY LISNOSyYyGlFr3IS 2F RAAGAYOl K2 dza !
cortacted over a tweyear period

A proportion of PSR registered customers are on the register via a data sharing arrangement.

We can only validate customers on the register where we are the source of the registration.

In other cases the source company iskd8 Yy aA 0t S F2NJ 6KS @It ARIGAZY
principle The source companies send us monthly updates on their data. We will continue to

work closely with data sharingpmpanies to ensure that the data they provide to us is

regularly checked and up date.

We propose to reporthesemeasure as the percentage of households the register
where we are the source of thegistration thatthe canpany has contacted or attempted to
contact.Ofwat may wish to update the definition to clarify this.
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7. Rtland Rt2nternal and external sewer flooding

Summang definitions

We are content with the definitions and make no representations in that regard.

The Draft Determination sets a standard definition for internal sewer flooding and uniform
targets for all ompanies. The definition has been changed from the one that has applied
during AMP6, notably to remove the exclusion of severe weather events. External sewer
flooding, which is considerably more common but less serious than internal sewer flooding,
is notarequired PC for PR19 but there is a new standard defin#@nss the industry, and

is a newegulatorymeasure for us.

Summary targets

For internal sewer flooding, Ofwat has set a common target acraspanies of 1.34
incidents per 10,000 connectisiby 2025. This differs from our Business Plan target as
shown below.

C2ft2Ay3a OFINBTdZ O2yaARSNIGAZ2Y 2F h¥gl (GQa
IAP submissions, we have found no grounds to change our view thafpoiliBusiness Plan
targetsfor internal sewer flooding and external sewer flooding are and in the best interest of
customes givena)the change in the definition to include severe weather events layar
operating environmenwhich is particularly affected by severe weather exgent

Internal sewer flooding

201920 | 202021 202122 | 202223 202324 202425
April Business| 1.91 1.86 1.81 1.77 1.72 1.67
Plan (per
10,000
connections)
Draft 1.68 1.63 1.58 1.44 1.34
Determination
(per 10,000
connections)
August 1.91 1.86 1.81 1.77 1.72 1.67
Business Plan
per 10,0@
connections)
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Externalflooding

201920 | 202021 202122 | 202223 202324 202425
April Business| 28.1 27.5 26.9 26.3 25.7 25.1
Plan (per
10,000
connections)
Draft 26.7 25.29 23.89 22.48 21.08
Determination
(per 10,000
connections)

August 28.1 27.5 26.9 26.3 25.7 25.1
Business Plan
(per 10,000
connections)

Owing to the fact that similar factors apply to both internal and external sewer flooding in
terms ofthe factors that affect our performance relative to other cpamies, we are
addressing both measures in the same section here.

7.1. Background

Internal sewer flooding is one of three PCs for which Ofwat has set uniform targets across

the industry, arguing that there is no clear reason why all companies should notd&abl

achieve the same high standards of performantfe. disagree, not least because a

O2YLI yeQa 2LISNI GAy3 OANDdzyaidlyOSa KIF@S | aA3
measure particularly now that incidents relating to severe weather events aresroluded

Ofwathasderivedi KS G F NBSG 2y GKS olFaira 2F | WOIFt Odz |
.dzaAySaa ttrky GFNBSGAd® ¢KSAS (I NASGA 6SNB RSI
O2YLI yASa akKz2dzZ R F2NBOI ad Wi dakeiroladgcduntdzLILIS NJ |j dz
customer views and cost benefit analysis

hdzNJ GF NBSGa ¢ SNB 0 |as &plaingdf detaifimouriBasiesdRlah R y OS =
submissionThey were developed following a robust analysis of the required investment,

given the features bour network and our operating are@hey were challenged both by the

Board and by the Customer Challenge Group to ensure they are stretching yet achievable.

Given the opportunity to reconsider our targets following the IAP in April, we took the most

up to date information on our performance and adjusted our targets accordingly.

Ofwat rejected our IAP target$he reasons for rejecting them were as follows:

1 For internal flooding Ofwat justify their rejection by saying thatdid not provide
evidence inhe form of industry comparative data on severe weath@fwat say
they & Xonsider that company specific adjustments are only appropriate where
evidence presented is compelling and quantifiable. Whilst the company states it is
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disadvantaged by more commaevere weather events leading to flooding it does
not provide any empirical evidence for its justification.

1 For external flooding Ofwatcknowledgehat5 / 2 2 Q& LJS NJF inptawedy OS K I &
in recent years but reject our argument that crassmpany omparisors should be
treated with caution for this new measur@fwat saydTheCompanyhas not
provided any additional information to justify retaining its performance commitment
levels. Although ithas ilIN2 @SR Ay G KS phdbr&dmparativk S O2 YLI y @
performarce on external sewer flooding and its propd$evels would not change
this. Therefore we will intervene to set more stretching lévels

1 In setting flooding targets beyond that supported by the evidence of our customer
willingness to pay Ofwat says thaieird RNJ Fi RSUGSNXYAYyFGA2ya G
OdzaG2YSNBRQ @GASga 2y LISNF2NXIFyOS tS@gStaz |
performance levels across the sector. In some instances this results in our draft
decisions on performance commitment levels differingifthe level supported by
customers. We are satisfied that our decisions provide strong customer protection
FYR | LIINBLINRAF GSte AyOSyliAagarasS GKS O2YLI ye

7.2. Principles

WS R2 y2iG | O0SLII GKS F2fft2¢Ay 3 inkdayséwerJt Sa (KL
flooding

1. That it is appropriate to expect all companies by default to achieve the same
absolute performance levels for supply interruptiodée accept that companies
should be striving to achieve upper quartile performanceP@s in principle. But the
absolute level of performance constituting the target should be adjustetdke into
account differences between companies 2 LISNI Ay 3 Sy @ANRYYSyia

2. That the applicable targets can reliably be derived by taking the upper quartile of the
forecasts of futurendustry upper quartile performance that companies included in
their Business Plans.

3. That the common targets are a) deliverable, and b) reasonable given the financial
ODls attached.

We address each of these points in turn below.

7.3. Factors affecting performa® in our operating area

Since April we have been seeking further evidence as to the way in which factors affecting
internal and external sewer flooding performance impact on us more than other companies.
We now have access to the new 2018 UK climate ahangjections (UKCP18), unavailable

at the time of our original Business Plan submissigacommissioned a report from the

Met Office on rainfall patterns and forecasts which forms the basis of this section. The full
report is provided irBupporting Appedix 2A and 2B.
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This new evidence shows that apperating area is more frequently affected by flood
causing weather events compared with other companies and thatigkds increasing over
time.

UKCP18published in November 2018pdated the UKCP09 gjections of changing weather
patterns.It gives more detailed rainfall projections across a wider range of climate change
scenarios and predicts significant sea level rises especially along the dahstsouth of
England and the south andest of Wala by the end of the centuryt highlightsthe

increasing risk for the densely populated areas of South Wales that will be vulnerable to the
combined effects of rapid runoff from steep sided, highdpulatedvalleys north of Cardiff,
Swansea and Newpqgind high sea level rise along the Severn Estuary, an area which
experiences the second highest tidal range in the world.

On the basis of these revised forecasts we commissioned the Met Office to report on the
comparative impact of severe weather onr flooding performance now and in the future
Their report was delivered in July this year. The study provides evidenceuhaperating
areahas experienced the highest annual rainfall of aewerage company in England and
Walesfor almost every year sinc000.The study also demonstrated a relationship
betweentwo-day rainfall totals that exceed 20mm and the occurreat#ooding in our

area.

The Draft Determination makes the point that most of our sewer flooding incidents are

Ol dza SR 08& WREKSN oifeasa@Seo a 2L112aSR (2
therefore dismisses our arguments about being disproportionately affected by rainfall.
However, this fails to understand the connection between blockages and rainfall. Our own
analysis shows@f S NJ NBf F A2y aKALl 0Si6SSy NIAYTI ¢
see Figures 1 and 2 below. This is intuitively explained by the fact that many sewer blockages
are partial. In relatively dry weather conditions, they do not necessarily causedirity

incident. However, in wet weather the blockage is sufficient to cause flooding. Hence we do
believe that our arguments below concerning rainfall patterns are directly relevant to our
performance.
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DG5 OC (FYs 2012/13 to 2018/19)
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Figure I¢c Historic average monthly rainfall vseasge monthhinternalflooding due to other
causes (financial years 2012/13 to 2018/19)
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Figure 2 Historic average monthly rainfall vs average monthly external flooding due to other
causes (financial years 2012/13 to 2018/19)

The Met Office study shes that aur area generally experienced the largest numbetvad-
day rainfall events that exceed 20 and 30mm since 2000 compared with other companies.
The comparative results are shown below for each water company area.
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Annual rainfall totals - all Water Companies

Rainfall (mrm)
g
8
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Figure 3 Annual Rainfall for BWWater Companies (2062018)
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Figure 4c No of Rainfall Events >20mm for all Water Companies 2008)
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2-Days > 30mm 2000 -2018
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Figure 3 No of Rainfall Events38mm for all Water Companies (202018)

6b2GS 5/22Q4 | NBI Aa

AaK2g6Yy AY NBRO

TheMet Office studyalso shows that the likelihood of such future flooding events will
increase more investern and coastareas like Wales, particularly time densely populated
areas of South Wales and in the omtains surrounding other urban centres such as
Aberystwyth and Bangoas compared tgarts of the UK that do not face the west coast.

In addition, Met Office figures suggest that the expected level of rainfall in a 1:50 year storm
will be higher in Wale than other parts of the UK, and the increase in the future will also be
greater in WalesThe figures below demonstrate thisote ¢ each grid square represents an

area of 25 x 25km).

50-year return level of daily rainfall: present and 2090s (RCP8.5)
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Figure 4c predicted rainfall for a 1:50 year storm in the presant the 2090s under a high
emissions scenario

Relative change in 50-year return level of daily rainfall from present to 2090s (RCP8.5)
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Figure & predicted relative change in rainfall level for a 1:50 year storm in the present and the
2090s under a high emissions scenario

As a furher point, the data demonstratthat severe rainfall eventsf more than 40mm
daily rainfall will get more frequent across most of the UK, but their frequency will increase
more inwestern parts of the Ukhan inmore eastern areasSee Figure 6 below.
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Relative return period of 40 mm daily rainfall in 2090s vs present day (RCP8.5)
RCP8.5
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Figure 6c predicted ratio of the return period for a 40mminfall event today compared with the
2090s under a high emissions scenario

Notec In Figure 6, darker colours indicate a more negative outlook, rather than a more
positive one in previous Figures.

In summarywe believe thabur customers are more vulmable to flooding caused by either
hydraulic overload or other caus@slockagesin comparison with the areas served by other
WASCs both now and increasingly in the futlitee data shows that:
) 1 SI@e NIXYAYyFLE{E Aa I+ aAi 3yiacHingdmgsty RNRA GSNJ 2 F
blockages).

i) We have higher numbers o0Ommrainfall events (and indeed those above 30mm)
than other companies

iii) The numbers of these rainfall events wiltrease in frequency fastér Wales than
Ay 20KSNJ O2YLI V;AS&aQ 2LISNIGAYy3 FNBI a

iv) Thepredicted level of rainfall in particularly severe (1:50 year) storms is higher in
Wales and is likely to increase more in Wales than in othds mdithe UK.

DD Representations Page29



Dwr Cymru
Welsh Water

7.4. Derivation of upper quartile targets

Even accepting the principle of common targets (which waak), we believe it is invalid to

use an upper quartile of the targets included in company Business Plans as the basis for that
common targetAlong with many other companies, our |ARBponse document

B2.1WSHOC Performance commitments IAP Resp@nasd B2.2.WSH.OC Performance
Commitments and Deadban@said that it is wrong to interpret these awdividual

O 2 Y LJ peKoBramize forecasts, having set guidance for companies requiring them to set
stretching targets on the basis of their own forecasftsipper quartileindustryperformance.

Some companies explicitly acknowledged this by setting deadbands around their target.

Ofwat responded by saying that company forecasts could be both too low or too high. But
this does not address the key point.dtriot that companies have simply made forecasts of
their own performance. There is an asymmetry built into these forecasts because:

1 Ofwat set a formal expectation that companies forecast the industry upper quartile

performance and then set their target§ia WI G € S adiQ G(GKA& tSOSET

1 There was an incentive mechanism for Business Plans that would reward companies
for meeting their expectations and potentially penalising those that did not (through

GKS L!'t LINROS&aA0P CKAEA WoAH BBR QS BOBYQH Iy SA)y

rather than determining targets that had an above average chance of being
delivered.Some companies made explicit the distinction between their Business
Plan targets and their expected performance, either by setting deadbands (in the
caseof Yorkshire for supply interruptiorssetting a 06:00 minute deadband against
GKSANI nuYnn Wil NBSGQUZI 2NJoeé aAvyLie a
AYRAzZA GNB dzLJLISNJ ljdzZ- NIIAfS F2NBOlFaid |yR
UU pr sewer flooding).

gl
i K

1 Many companies set their targets on the basis of expenditure in their Business Plans
that they considered to be necessary in order to achieve their targets. In most cases
this expenditure has been disallowed.

Hence we would argue thaktS G F NBAS(Ga | NB YdzOK Y2 NX 2gAd6f &
Finally with regard to external sewer flooding, this is a new measarglit is clear from the

work of the industry data comparability grotipat companiesave not to date been

recording ncidents in the same way. This suggests that the existing figures, and company
forecastsshould be treated witla high degree ofautionwhen it comes to making

comparisons, both for absolute figures and percentage reductions

7.5. Deliverability and reasondéness of target

One of the arguments made by companies in their IAP responses was that the common
targets represented an unrealistic improvement in performance for many companies. Ofwat
responded by undertaking an assessment of achievability of the smagginst recent

industry performance. We would make the following points in response to this:

i) Ofwat fails to take into account the projected deterioration in the measure simply
resulting from factors such as urban creep, growth and climate change. Augaoodi
our modelling (used to estimate the risk of flooding in a severe storm) the number of

DD Representations Page30



Dwr Cymru
Welsh Water

customers at risk of flooding in a 1:50 year storm if we do not invest is estimated to
increase by 11.7% over 5 years to 2023 and 24.2% over the 25 years tol2943. T
actual increase depends on the flood depth used in the modelling.

When this deterioration is added to o&usiness Plamargets the effect is to
increase the real performance improvements required so that they are close to
those in the Draft Determin&in. This is shown in the table below.

Percentage Not taking account of Taking account of anticipateq
improvement anticipated deterioration deterioration
202025

Business Plar| DD Business Plar DD
Internal sewer | 12.5% 30% 24.2% 41.6%
flooding
External swer 10.7% 25% 22.4% 36.7%
flooding

i) hFol Q& ylrfeaira A3Iy2NBa (GKS NBIfAGe 2F R
to improve performanceWhere in the past we may have been able to improve
performance significantly and cesfficiently by replacig sections of hydraulically
overloaded sewer pipeshis now often require largescale SUDs style schemehis
is in line with government legislation and policy in Wales, which encourages us to
develop collaborative, sustainable, longerm solutions tha provide better
protection for customers further into the future, as well as wider benefits for
communities. These solutions do tend to take more time to implement. For example,
our Greener Grangetown scheme in Cardiff took six years to deliver froauitsH
in 2012 to completion in 2018, but resulted in widespread benefits beyond those we
could have delivered in isolation (improvements to parking, cycling, highway safety
and urban regeneration). We took this approach into account in setting our AMP7
and AMPS8 targets, which we believe are aligned with the best interests of customers
and the environment over the loRgrm.

i) hFol 0Qa ylrteara FlLAta G2 GF1S Aydaz2 | 002 dz
of the measure. As explained above, we thinkt tie inclusion of severe weather

events will impact our score disproportionately. This makes the required
improvement of30%for internal sewer floodingnore difficult to achieve.
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8. En3Pollution incidents

Summang definition

Weare content with the dahition but suggest addingome further information for
clarification

Summary targets

Forpollution incidents Ofwat has setommon targes across companies dP.5 incidents

per 10,000km of sewdsy 2025. This differs from our Business Plan targshas/n below.

C2ft26Ay3a OFINBTdZ O2yaARSNIGAZ2Y 2F h¥gl GQa
IAP submissions, we have found no grounds to change our view that our original Business
Plan targets are both stretching and achievable, and in the bestastt of customers.
Achieving these performance improvements would require approval of the related
expenditure set out in our Business Plan):

Pollution 201920 | 202021 | 202122 | 202223 202324 202425
incidents per | forecast

10,000 km of

sewer

April Busines | 26 25 24 23 22 21

Plan

Draft 24.5 23.7 23.0 22.4 19.5
Determination

August 26 25 24 23 22 21

Business Plan

8.1. Definition

28 LINPLIR2AS | RRAy3 GKS ¥F2tt26Ay3 GSEG (2
RSGFEAT 2y YSIAdz2NBYSYy(d dzyalagy

The total mmber of pollution incidents (Category¢13 pollution incidents in England o
High and Low impact incidents in Wales) in a calendar year emanating from a disc
or escape of a contaminant from a company sewerage asset affecting the water
environment. his does not include incidents impacting on air or land. Incidents
affecting amenity of the water environment, e.g. Bathing Waters, are included.
Pollution incidents from transferred/adopted private pumping stations or
transferred/adopted private rising nias (transferred in 2016) will be included frorfi 1

January 2021. Pollution incidents attributed to the clean water distribution system and

water treatment works are not included in this total pollution incidents sewerage
definition.

Sewer length refersotthe length of wastewater network reported in the most recent

Annual Performance Report.
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28 LINRPLIR2&S FTRRAY3I GKS F2ft26Aay3 ftAyla (2 GKS
SEGSNYIt R2O0dzySyidaéy

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/20171129ncidentsand
their-classificatiorthe-CommonlincidentClassificatiofSchene-CIC£3.09.16.pdf
Incidents and their classification: the Common Incident Classification Scheme (CICS),
Ref: 04_01, Issued 23/9/2016 by the Environment Agency

https://cdn.naturalresources.wales/media/682038/gn0irifcident
categorisation.pdf?mode=pad&rnd=131541064860000000

Incident Categorisation, Ref: GNO19, Issued October 2017 by Natural Resources \Wales

8.2. Targets: lackgrour

This is one of three PCs for which Ofwat has set uniform targets across the industry, arguing
that there is no clear reason why all companies should not be able to achieve the same high
standards of performance.

It has calculated the target on the bagist | WOI f Odzf | G SR dzLILIS NJ |j dzI NJi .
2y .dzarAySaa tfly GFNBSGad ¢KS&AS O2YLIl ye GF NJ
GKFG O2YLI yASaE aKz2dzZ R F2NBOFad WFHG €SFad dzLiLd
customer views and cosienefit analysis (and by implication, the costs of achieving

improved performance).

hdzNJ GF NBSG&a 6SNB o6FaSR 2y h¥gl GQa 3IdARIyOS: |
submission. They were challenged both by the Board and by the Customer Challeage Gro

to ensure they are stretching yet achievable. They were developed following a robust

analysis of the required investment, given the features of our network and our operating

area, investment which was included in our Business Plan but disallowed by ddtiva

Draft Determination.

Given the opportunity to reconsider our targets at the IAP stage, we reviewed the latest data
on performance, and revised our target to take this into account, moving our 2025 target
down from 24 to 21We also submitted a dailed proposal as to how Ofwat could more
accurately compare company performance, by taking into account not just variations in the
length of sewer, but the differences in the numbers of different assets associated with
pollution incidentsg see below.

8.3. Principles

We do not accept the following principles that undergine DD targets for pollution
incidents

1. That it is appropriate to expect all companies by default to achieve the same
absolute performance levels for supply interruptiokée accept that companies
should be striving to achieve upper quartile performanceP@s in principle. But the
absolute level of performance constituting the target should be adjustadke into
account differences between companfes 2 LISNI G Ay 3 SYyGANRBYYSyYyla
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2. That the apptable targets can reliably be derived by taking the upper quartile of the
forecasts of future industry upper quartile performance that companies included in
their Business Plans.

3. That the common targets are a) deliverable, and b) reasonable given theifihan
ODls attached.

We address each of these points in turn below.
8.1. Factors affecting performance in our operating area
In our IAResponse gee Annexwe statedthe following:

Whilst we support the use of horizontal benchmarking between companies faigollu

incidents, we do not accept the validity of the simplistic measure adopted by Ofwat, and
ALISOATAOIfEe (GKS dzaS 2F fSy3adK 2F aSoSNI |2y
occur at sewage treatment works, combined sewer overflows, risimgsp@umping

stations, storm tanks and surface water outfalls, as well as from sewers. Further, the

prevalence of such assets varies considerably between companies across the industry. It is
therefore unfair to use the simple psewerlength measure for ¢rizontal benchmarking,

because it will be disadvantageous for some and advantageous for others.

Ly NBaLRyasS hF¥glt G adlFiSR GKFG a2dzNJ F LILINRF OK i
aligned to the Environment Agency and Natural Resources Wales measutres

Environmental Performance Assessment and as such we consider it suitable. We understand

that the EPA is currently being reviewed but is unlikely to change to a-asskt approach,

4 adzOK 6S O2yaARSNI 0KS OdNNByYyld RSFAYAGAZY &«

We accept tlat the measure, normalised by km of sewers, is appropriate for ugeutaic
reporting purposesHowever, this does not address the point that for the purposes of
setting fair and stretching targetecross companiesnd deriving an upper quartile level o
performance as a benchmark, usiogly length of sewer tset normaliseperformance
commitmentsis seriously flawed. There are quantifiable factors, using kndata that

O2dzf R 0SS dzaSR (2 O2YLI NB LISNF2NXYI yONHzZ2y || Y2
performance We developed a detailed methodology as to how company performance could
be compared, taking into account the numbers of treatment works, pumping stations and
other relevant assets, as well as length of sewer. This was submitting aloongsikdP
response, and received the support of the NRW as an apprétasiresubmitted here as
Supporting Appendix 3.

The two tables below are excerpts from the report. The first shows the difference between

the number of incidents for each company inlZQ compared to the UQ number of incidents

2y I WLISNI 1Y 2F aSo6SND olarae ¢KS aSO2yR aK2;
incidents for each company in 2017, compared to the UQ number of incidents on the basis

of the moreaccuratemulti-asset normalied basis.
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Industry Performance Scor€urrent Approach

UQIncidents

Actual 2017 Current

Incidents Approach Difference
Northumbrian 51 71 140%
United Utilities 171 215 126%
Wessex 83 83 100%
Southern 123 110 89%
5ANJ / @ YNIH 102 86 84%
Anglian 223 182 81%
Thames 303 241 80%
Severn Trent 285 223 78%
Yorkshire 227 124 55%
South West 167 48 29%

Industry Performance ScorBroposed Approach
UQIncidents
Actuallncidents Proposed
2017 Approach Difference

Northumbrian 51 71 140%
5ANJ / @ YNH 102 114 112%
Wessex 83 87 105%
Anglian 223 223 100%
United Utilities 171 162 95%
Southern 123 105 85%
Severn Trent 285 218 76%
Thames 303 222 73%
Yorkshire 227 125 55%
South West 167 69 41%

We conthue to believe that such an exercise could and should be conducted to derive
upper quartile targets for all companies. This approach has received the support of the NRW.

8.2. Derivation of upper quartile targets

Even accepting the principle of common targetsigh we do not), we believe it is invalid to

use an upper quartile of the targets included in company Business Plans as the basis for that
common targetAlong with many other companies, our I1&3ponse document

B2.1WSHOC Performance commitments IAPspenséand'B2.2.WSH.OC Performance
Commitments and Deadban@ssaid that it is wrong to interpret these asdividual

O 2 Y LJ peKoBrarze forecasts, having set guidance for companies requiring them to set
stretching targets on the basis of their ovierecasts of upper quartilendustryperformance.

Some companies explicitly acknowledged this by setting deadbands around their target.
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Ofwat responded by saying that company forecasts could be both too low or too high. But
this does not address the kewipt. It is not that companies have simply made forecasts of
their own performance. There is an asymmetry built into these forecasts because:

1 Ofwat set a formal expectation that companies forecast the industry upper quartile
performance and then settheir F NASda Fd WFHd tSIFadQ GKAa f

1 There was an incentive mechanism for Business Plans that would reward companies
for meeting their expectations and potentially penalising those that did not (through
GKS L!'t LINRPOS&&a0® ¢KASSUWANITASHG | ODALISEALBD
rather than determining targets that had an above average chance of being
delivered.Some companies made explicit the distinction between their Business
Plan targets and their expected performance, either by setting deadbamds«i
case of Yorkshire for supply interruptiogsetting a 06:00 minute deadband against
GKSANI nuYnn Wil NBSGQUZI 2NJoeé aAvyLie a
AYRdAzZA GNB dzLIJLISNJ ljdzZt NIIAf S F2NBOI aisesfyR
UU for sewer flooding).

Gl aa
0 KSA
1 Many companies set their targets on the basis of expenditure in their Business Plans

that they considered to be necessary in order to achieve their targets. In most cases
this expenditure has been disallowed.

Hencewewould & dzS G KF G GKS dGFNBSGa | NBE YdzOK Y2NB f A
8.3. Deliverability and reasonableness of targets

One of the arguments made by companies in their IAP responses was that the common
target for pollution incidents represented an unresitsmprovement in performance for
many companies. Ofwat responded by undertaking an assessment of achievability of the
targets against recent industry performance. We would make the following points in
response to this:

i) The point made by many companiessiass that the proposed Ofwat targets were
undeliverable, but that the targets proposed by some companies on which the upper
quartile targets were based were themselves unrealistic.

i) hTol 0Qa Fylrfeara AITy2NBa GKS NErmpiokeie 2F R
performance For pollution incidents, up until now we have besroid potential
pollutions through improvegractices andesponding more effectivelp pollution
incidents when they arise. Moving forwards, in order to reduce incidents further,
will need to put in place more complex and costly monitoring of our assets as well as
investment schemes to upgrade assets where necessary.

(@

i) hTol 1Qa I OKASOroAtAGe aasSaayvySyd t221a |
companies.

In the case of pdtion incidents, we agree that it is right to target a significant reduction in
incidents.But we believe that the target should be set on the basis okitsetdata

available to enable an accurate comparison across compaaid on a more sophisticate
modelling approach
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. Rt4 Totatomplaints
Summary definitions

2S FANBS KFG GKS RSTFAYAGAZ2Y &aK2dA R 0SS |t Ay
updated from the DD to reflect the new CC Water definition thesdbeen introduced for
201920, which excludsunwanted contacts.

Summanyg targets

We do not believe that the DD target has been derived on a reasonable basis. It needs to be
adjusted toaccount for the fact that WaSCs provide two services and are therefore likely to
attract more contats and complaint per connection than WoCs, ahgb to exclude

unwanted contacts in line with / 2 | pfopdsdd &evised definition.

9.1. Definition

Our Business plan definition included written and telephone complaints from household
customers per 10,000 coeotions but not complaints received via social media live
chat

In the DD Ofwat revised the definitiomo reflect the201819 CCWatedefinition, which
includes unwanted contacts and written complainasid also includes complaints received
via sociamediaand chase contact&ustomers calling back to check on the status of an
issue, for example)

CC WateR @efinition haschangel for the 201920 yearto exclude unwanted contacts (most

2F GKAOK INB Ay FI OO0 y2i Wedashilytelepfiagnéd Q> 06 dzii Y
contact not invited by usput retain complaints received via social media and live .dhat

GKAa Aa y20 R2ySs GKSYy (KS ydzYoSNIJ 2F YAY2NJ &«
ASyYydzZAyS GO2YLX I Ayidaé¢ T NiovhanOaeanim@nivesthEgely NBE Y RS NA )
meaningless.

2S [ANBS 6AGK hT¥gl i GKIFG 2dz2NJ RSTFAYAGA2Y &K?2dz
least because to be reporting against two different measures would be operationally
problematic. To be aligned with threew CC Water definitiorwe propose to revise the
RSTAYAGAZ2Y (G2 SEOfdZRS Wdzyél yiSR O2y il OGaqQo

9.2. Targets

The DD setthe performance commitment leveln the basis cdnupper quartile
assessment of the performance level between 20B4and 201718, with a 10%annal
frontier shift.

h¥gl 6Qa FaasSaavySyd Ffaz2 | LIISFENBE (2 KIFI @S dzaSR
connected property across both WaSCs and WOCs on the same basis. We do not believe this

is valid, as WaSCs are providers of two services, whereas WO@soordg one service.

Therefore it is reasonable to expect WaSCs to attract more complaints than WOCs per

connected property, as it could receive complaint in relation to a sewer flooding incident as

well as a supply interruption.

Therefore we believe #iit when making an industry comparison Ofwat should either:
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1 Determine the upper quartile performance for WaSCs based on the WaSCs
performance (and for WOCs based on the WOCs performance; or

1 Normalise the number of complaints by the unique number of senbeésre
determining the upper quartile level of performance. The value can then be
renormalized to the number of connected properties.

Based on the new CC Water definition, we have challenged ourselves and set a stretching
target as in the table below. This based on our current performance for complaints
(excluding unwanted contacts), applying a 10% improvement per year, and adding an
estimate for social media contacts.

Complaints per 2020/21 2021/22 2022/23 2023/24 2024/25
10,000 connections
Proposel targes 199 178 160 143 128

We then performed a cross check to ensure this is truly stretching relative to the rest of the
AYRdAzZAGNE I O2yaAraiaSyd 6AGK hTFgl dQa | LILINRBI OK A\
about single versus dual customers.

To do so we took the upper quartile of the performance from 20540 201718 industry
performance, and adjusted for the number of services provided under the current definition
(including unwanted contacts), extrapolating forward with a frontier shift.

The upper quartile level of performance for 2018 to 201718 for unwanted contacts and

written complaints is 393 complaints per service per 10,000 connections. Given our ratio of

single to dual service customers, this is equivalent to 728 complaints(Qp@00 connections

on average. We applied a 10% frontier shift per year for 2020/21 to 2024/25 which reduces

the number to 655 complaints per 10,000 connections. We adjust the data to remove an
SAatGAYIFHGS 2F dzysl yiSR 02y ls@atagto dignavhRhe2y (G KS Y
proposed new CC Water definition. The proportion of contacts excluded from the definition

Ad ccerxX NBFESOUAY3I GKS LINBLRNIAZ2Y 2F dzysl yiSi
¢KS GlFrofS 0Sft2¢ &Kz g a mpakatve peBoindzice lavgl,ZNndPONR da Off
confirms that our proposed target levels go beyond this level.

2020/21 2021/22 2022/23 2023/24 2024/25
G/ Nraa OK 221 199 179 161 145
stretching target
Proposed targets 199 178 160 143 128
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10.Rt5 Worst served custeers (water)

Summang definition

We note the change made to the definition in the DD, and highlight that this will have an
impact on our targets.

Summarny target

We propose either to revert to our original definition, or otherwise revise the targets. We
will need more time to robustly calculate the applicable target given the DD defiritidn
therefore we have include this as TBC in table OC2.1

10.1. Representations on definition

We have noticed that one of our criteria (point 2) for identifying a propegtyvorst served
has been alteredsee table below)Our original definition was carefully designed to capture
I Y2NB F20dzaSR ydzYoSNJ 2F GNMXz &8 Wg2NAI
has been made for the sake of ease of understanddgaty the change to the definition
will impact on the number of customers counted in the measure. We estimate that it will be
of the order of a doubling of the maber, but we will need more time to fully work through

the impact on our current result artd robustly derive revisedMP7 targets.

AaSNIDSR

We would welcome engagement with Ofwat on the detailed definition of this measure. In
the meantime we will progress work required to estimate with accuracy the impact of the
revised definition on our targets for AMP7.

Original definition Ofwat DD

Detailed This measure identifies This measure identifies those
definition of those properties (householq properties (household or nen
performance or nonthousehold) who household) who consistently

measure consistently receive a poor | receive a poolevel of service.

The measure consists of three
elements:

1. Properties that have had their
1. Properties thathave had | water supply repeatedly

their water supply interrupted over a 2 year period.
repeatedly interrupted over| Those properties who have had
a 2 year periodThose their water supply interrupted at
properties who have had | least once in year one and

their water supply experiencednore than two

level of service.
The measure consists of
three elements:

interrupted at least once in
year one and experienced
more than two interruptions
in year two.

2. Properties that have had
their water supply
repeatedly interrupted over
a 3 year periodThose

properties who have had

interruptions in year two.

2. Properties that have had their
water supply repeatedly
interrupted over a 3 year period.
Those properties who have had
their water supplyinterrupted at
least once in year one, year two
and year three.
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their water supply 3. Properties that receive low
interrupted at least once in | pressure below the agreed level g
year one, experienced up tq service for 3 years or moré:hose
two interruptions in year properties captured on the Low
two and experienced two o1l Pressure longstanding register.
more interruptions in year
three.

3. Propetties that receive
low pressure below the
agreed level of service for 3
years or moreThose
properties captured on the
Low Pressure longstanding
register.

11.Rt6Worst served customers (wastewater)

Summang definition

We make representations on sométhe details of the measure as included in our
Outcomes performance commitment appendix that we believeuanjgistified

Summarn target

We accept the intervention on the targets for this measure.

11.1. Representations on definition
We propose minor chams to two detailed elements of the definitions for this measure.
i) Modelling requirements

Draft Determination

The PR19 Draft Determination has included the following clause in relation to modelling and
0KS YSNIBESIR Odza i 2YSNBEQ YSI adzZNBY

The modelling asenptions and standards used for this measure will be at least compliant
with the latest CIWEM Urban Drainage Group (UDG) Code of Practice for the Hydraulic
Modelling of Urban Drainage Systems and for the representation of antecedent conditions,
the CIWEM DG (2016) Rainfall Guide. Model runs will be at least 1, 5, 10, 20, 30 and 50
years and include relevant durations including at least 60 and 1440 minutes. Runs will be
completed foboth summer and winter scenario.

This is a revision to the text in our FRdefinition. As written, it implies that modelling to
this standard is necessary for any downgrading of floskl. The specification for model runs
are to a level that is not required for this measure.

Our response
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The modelling requirements as set lretDD are broadly consistent with our new
specification for hydraulic modelling. However, hydraulic modelling is only partly relevant to
this specific measure. Hydraulic modelling would not be applicable where the flood risk is
RdzS (2 W20KSNJ OFdzaSaqQo

In addition, this measure is limited to the highest levels of flatdk only Whilst model runs

in higher return periods (e.g. 20, 30 years) would typically be usedditional scheme

design, they would not be required to verify hydraulic protection aba¥eyear standard

(which would be sufficient to downgrade risk below wesstved level). We will undertake
hydraulic modelling in standard design, when a physical scheme is required. But the

definition as written requires us to undertake hydraulic modejleven when it would be
dzyySOS&aalNE FYR I 61 adS 2F 0dzali2YSNRQ Y2ySeo

Proposal
We propose that the existing Draft Determination text is amended to:

The modelling assumptions and standards used for this measure wilabeordance with
G§KS f I GS ahNoddliAg\Speciicatidld. This is based on best practice, referencing
industry standard guidanc&he requirement for modelling, its complexity and the
subsequent level of verification will be determined by the cause of flooding, level of risk and
nature of intervention.

i) Requirementdor downgrading of risk

Draft Determination

The PR19 Draft Determination includes the following clause in relation to downgrading of
flood-NA a1 YR GKS NBY2@It 2F Odzad2YSNAR FTNRY GKS

A downgrading of gk can only be completed once a physical scheme has been successfully
delivered and commissioned that addresses the underlying problem and significantly
mitigates the impact on the property.

Our response

Requiring completion of a physical scheme before wigrading risk is inconsistent with our
methodology for the measure, which has been reviewed and agreed by our Reporter. Our
target profile includes allowances for removal through better information (e.g. investigations
proving the property is not at riskf g@ewer flooding) and timing out (if the property has not
flooded for 11 years). If downgrading of risk can only be achieved through physical schemes,
this constrains our management of the measure and risks incentivising the delivery of
nominal schemes thare not required in order to achieve targets.

Proposal
We propose that the relevant text is amended to:
A downgrading of risk can only be completed once:

1 A physical scheme has been successfully delivered and commissioned that addresses
the underlying prblem or significantly mitigates the impact on the property
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9 Investigations have been completed proving that the property is not at risk of sewer
flooding or

1 The property has not flooded for 11 years

The mechanisms above are consistent with our policy dwsu and accompanying

methodology statement covering this measure, both of which have been reviewed and

agreed with our Reporterand are available on request/e believe these are consistent

with previous Ofwat guidance, both on the removal of fleteka G I (G dzd G KNB dZAK Wo S
AYVF2NXYIGA2YQS YR 2y R2gYyINIRAY3I 2F NRaA] AT -
physical scheme may not bequired, for example if subsequent investigations confirm

flooding resulted from highway drainage, culvertedt®@raourses or private infrastructure.
LyOfdzRAY3 | LINRPGAAAZY F2N WGAYAYy3a 2dziQ 2F NI
Determination definition forthe Rt Y S| & dzZNB NBGdeivdi tugta@merns Br wikér 2 NA
ASNIAOSQOD
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12.BI1 Change in averageusehold bill

Summang definition

We make representations on some of the details of the measure as included in our
Outcomes performance commitment appendix.

Summarny target

We accept the intervention on the targets for this measure.

12.1. Representation one&finition

We have reviewed the definition provided and would like to propose some changes to the

wording to provide greater clarity as shown below.

Ofwat DD

Our proposed revision

Detailed
definition of
performance
measure

The percentage increase in the
average household bill from the bill
in 201920.

The company has committed to
keeping bill increases below inflatio
as measured by the CPIH (consumé
price index including owner
200dzLIA SNEQ K2dza A
measured as the average inflation
over the reporting year.

The percentage increase in the
average household bill from the bill
2019-20.

The company has committed to
keeping bill increases below inflatior
as measured by the CPIH (consumg
price index including owner

2 00 dzLIA S NA B). Fidndkhet
measured-as-the-average-inflation
overthe reporting-year.

Additional detail
on measurement
units

None

The average household bill numbers
will be the figures calculated at the
time the scheme of changes are
published, that is, in the Febary
preceding the relevant

charging year.

The inflation measure is the change
in CPIH from November 2018 (106.
to the November CPIH used to set
the charges in the average househd
bill calculation.

DD Representations

Page43



Dwr Cymru
Welsh Water

13.Bl2Vulnerable customers on social tariffs

Summang definition

We clarify the applicable definition below.

Summarny target

13.1.

We propose taset an appropriate AMP7 target once the outcome of the Final Determination
is known.

Definitionof measure and target

Ly GKS 55 h¥gl d ail (é&eédpérférnancedevel Githiofplldb v & Qa
not reconcile with the number of customers receiving social tariffs and nawhbeustomers
receiving Water Sure and WaterSure Plus in App4 (Lines 12 and 15). We iaeninig to

use the sum of these two lines in pdas the performance levels for this performance
O2YYAlGYSyié o

We can explain the fact that the two things do not reconcile, and propose to revert to our
original Business Plan approach as the basis for the PC targets.

In App4Line 12 is:

1 The total numbe of customers who receive bill discounts through a company run
social tariff schemenfainlyHelp U plusWater CollecandWater Direct) lessthe
number ofoverlappingWaterSure Wales customefsee line 15) andustomers who
benefit from hardship fundéur Customer Assistance Fugadovered inLine 17.

91 Duplicates arising frorthe small number of customers who receive more than one
discountare removed.

1 Theabove figure is calculated on annual averag®asisto be aligned with the
calculation of thametrics.

App4Line 15 is

1 The number of customers on th&/aterSure Walesariff calculated on an annual
average basis.

1 The values have changed from WIBHRAVL005 for all years as the annual average
number has been used for the business plan tables taligmed with the calculation
of the metrics.

The reasons why the App1l target does not recoreita Lines 12 and 15 of App4 is
therefore explained by the fact that the Appl tardet accordance with our PC measure)
only includes HelpU and WaterSureWalgscial tariffs) not includingcustomers who are on
Water Collecor Water Direct(assistance schemes) unless they also benefit from a social
tariff. Hence our proposed definition avoids duplication

Please note that:

DD Representations Paged4

LJI



Dwr Cymru
Welsh Water

i) The number of customers on sociatites will fluctuate day to dags people are
accepted onto the schemes or move out of the area. We therefore believe it is
important to clearly specify the point in time when the measure will be repgrted
NI GKSNJ GKIFy O2dzyiAy3 §RS2WNHKO BRI 68KSTRNBS
course of the yeaMWe propose to report the number of customers on social tariffs
as at 31 March each year.

i) We also wish t@nsure it is clear thaany new social tariffchemes introduced
during the periodshould be includd. We therefore propose to include the following
% 2 NR MAgyIev social tariff scheme (that provide alternatives to standard tariffs
for a subset of customers on affordability grounds) introduced during the period will
also be included €

Aproposalfoi KS NBOBGAASR RSTAYAGAZ2Y Ay hTgl iQa F2N

Vulnerable customers on| Draft Determination Proposal
social tariffs
Detailed definition of The number of The numbeiof
performance measure customers who are customers on social
benefiting or have assistance tari§ as at 31
benefitted from the March each year. This
O 2 Y LJI sgadaaiiffs | includes both the HelpU
in the reporting year. social tariff scheme and
This includes both the | the WaterSure scheme
HelpU social tariff and anynew social tariff
scheme and the schemes that may be
WaterSure scheme. introduced.
For the purposes of this | For the purposes of this
performance performance
commitment, each commitment, each
household will only be | household will only be
counted once. counted once.
For the avoidance of
doubt, the number
excludes Water Collect,
Customer Assistance
Fund and Water Direct
customersunless they
are also on a social tariff

13.2. Targets

As explained elsewhefsee WSH.DD.RRthg Draft Determination is not financeable for
Welsh Water and so does not enable us to commit to the levéb@fgone revenueso fund
social tariff growth that we had envisaged in our origiBasinesdPlan. In these
circumstances, the final Busing3kn target can only be set once the Final Deteatiim
has been received and the financeability of the business has been assessed.
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14.FT4 8rface water removed from sewers and En9 CSO storage systems

Summang definitions

These two measures are linked and therefore are best dealt with in a single seaten he
We accept the new measure Hrior CSO Stage.

We make representations on the changes to the definitidri-t4 (surface water removed

from sewers)nade by O#at in the Draft Determinatior\Ve propose to remove the

exclusiorof NEP delivery requiremesifrom this measureaccepting that there is a risk of
WR2dz2ofS LISYyIfiASaQr FyR NBGFAY (GKS 2NRIAYLFE |
amend the profile of the delivery.

Summary targets

14.1.

ErB: The profile of the targets does not match the desigyelopment and delivery of the
programme as agreed with NRW. Hence we are proposing a change to the profile of the
targets.

Ft4: We propose to change the flat profile proposed in the DD to a profile that reflects our
latest view ondelivery.

Draft Deerminationdecisions

For CSO improvement schemes listed in the NEP uieieC043%schemes identified as a
result of the new storm overflow assessment framewowk® set out in our Business Plan
how we intend touse a combination of approaches includingface water removal in order
to deliver our programme

Ofwat have acknowledged this butroduced a new measure of CSO storage systems that

gAtf YSIFadaNBE GKS LINRP2SOGa RSt AGSNEE9AWS (SN a
aK2dz R 0 $he tdl fjotene of sibtage commissioned as part of the conventional

CSO scheme or an equivalent volume that would have been necessary should an alternative

I LILINR F OK y 20 KIhJrSs olS Syt aF22 fa 280 SiREIdl & dzOK  alF £ G S
include waking with a range of stakeholders in the catchment to improve surface water
YIEYylF3aSYSyidé¢ FyR GKFEG GKS ySg LISNF2NX¥IFyOS 02Y°
costs to customers based on néhS f A @fvatbadedalso set a delivery profile for this

performance commitment based on delivering about 20% of the AMP7 target in each year of

the AMP programme.

The DD alsaltered the definition of Ft4 (surface water removdd)m a measurebased on

Ybof top equivalent§lo the volume removed based on the impegable area disconnected

and the seasonally adjued rainfall rate for that aredt also makeshe PCan annual rather

than cumulative measurd-inally it excludes schemes to deliver requirements under the

b9t X aAyOf dzRAyY 3 |dgligeretT 20NS NIYK Si A/ F ShThaiaieSb&sBS 9 Y h @
not appear to have been adjusted to reflect tifwatstatestit K & & 6S KI @S y2id A
G2 OKIy3S GKS aGNBGOKzI O2ffl NA 2NJ Ol LA @
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14.2. Our response
En9¢ CSO Storage

We acknowledgehat our CSO improvement schemeged under 7CDC0435 (schemes
identified as a result of the new storm overflow assessment framework) are uncertain in
terms of actual outputs and that customers should be protected from-aelivery of
projects if the eventual agreed programme is lesantithat predicted at the time of the
Business Plan submissi@@onsequently we accept the new measure.

However the delivery profile included in thBraft Determinationdoesnot match the
agreement reached with NRW on how we will develop and deliveAMR7 programmeAs

we set outin our IAP response we expect to agree a prioritised list of sites based on the
storm overflow assessment framework with NRWe will thendevelop the actual solutions
designs over the first-3 years of the AMP wittelivery d the actualschemesn the last

two years of the AMPConsequently we propose to alter the delivery profile for the measure
to that shown below.

We abo believe it is appropriate that thpenalty only)ODI is enébf-period on a cumulative

basis.
En9 CSO Company | Committed Performance Levels (cumulative)
Storage forecast
Unit 2019-20 2020-21 | 2021-22 | 2022-23 | 2023-24 | 2024-25
Performance | Cubic n/a 0 0 0 13,500 27,049
Commitment | Metres
Level

Ft4 ¢ Surface water removed

We are content with the change the unit of the measure, and the change from a

cumulative to an annual measure. However we do not accept that excluding schemes

delivered under the NEP from this measure, including those delivered under 7CDC0435, is

F LILINB LINA | §S® 2 S | rafodd fOrmaking thisickande mayThave ieéhdo

I 2 AR WR2dzofS O2dzydAy3aQ Ay 2dzNJt/ a 2F GKS RSH
WR2dzofS LISYylrfieQ aK2dZd R S FlLAf G2 RSt ADSNI NI

However, measuring the total amount of surfaceteraemoved is an important measure

for usand our stakeholders in its own righioth as a measure of how we are adapting to

climate change and implementing sustainable and environmentally friendly solutions, and as

a measure of progress towards our letleggm Welsh Water 2050 goals. We are willing to

F OOSLIi G4KS AYLXAOFGA2Yya Ay GSN¥Ya 2F LRGSYGAl f
outperformance payments) on Ft4 and En9 in order to retain the measure as originally
conceivedTherefore we wish to remve the exclusion.
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¢CKAa YStya GKI

G GKSNBE Aa y?2
AMP. However, we do wish to change the profile of the delivery, to align the delivery to the
CSO storage programme referenced ahayieen tha a significant proportion of the
programme will consist of the delivery of these NEP requirem@ifits resulting PC target is
presented below, along with the equivalent cap and collar.

Yy SSR

G2 OKFy3s

Revised Ft4 profile including NE

schemes 202021 | 2021-22 | 202223 | 2023-24 | 202425

Delivered through NE@3/yr) 0 0 0 720,250 | 720,250

Delivered through other driver

(m3/yr) 141,900 | 141,900| 141,900 141,900 | 141,900

Total delivery profileand PC targel

(m3Jyr) 141,900 | 141,900| 141,900| 862,150 | 862,150

Undeperformance Codlr (m3/yr) 117,810 | 117,810| 117,810| 715,785 | 715,785

Outperformance Cap (m3/yr) 165,990 | 165,990| 165,990| 1,008,515| 1,008,515

If the proposato remove the exclusiois not accepted, thethe PCtarget would need to be

reduced significantlyo reflect the proportionof surface water removed through the delivery of NEP
schemes in AMPT he difficulty is that at this point the proportion that will be delivered through
NEP is unknown and hard to predict with any precidiar.the avoidance of doubthis is not our

preferred outcome.

DD Representations
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15.Ft 59 Asset resilience

Summang definition

We make representations on some of the details of the measures included in our Outcomes
performance commitment appendix.

Summarny target

We have identified an error in owalculation of our Business Plan target for one of the asset
resilience measures, and propose a new target to correct for this.

Ft7 - Asset Resilience (water network+ below ground)

2020/21 2021/22 2022/23 2023/24 2024/25
April Business Plan 47% 47% 50% 53% 56%
targets
Draft 47% 47% 50% 53% 56%
Determination
August Business 68% 68% 70% 71% 73%
Plan

For the other measuresye arecontentwith the commitment levels on the assumption that
the changes to definition can be agreed.

15.1. Access scoring criteria

We note the intervention that has been made across four of the five measures in relation to
the access element of the resilience scorecard.

Our definition DD definition

100%- Access by a normal vehicle is 100%- Plans in place to have all necessar

possible in all conditions access within 1 hour within all conditions
(i.e. severe snow, flood etc.)

A reduction in % sceris applied on a 50% Plans in plade have all necessary

sliding scale, dependent on type of vehicl{ access within 1 hour in most conditions

required and/or conditions when access | gos- Other

can be achieved.

We acknowledge that our original definition left room for judgement in its application, but

we cannot accept the amendment proposed by Ofwat. This element has been scored by

consicering the number of days in the year on which sites can be accessed. Due to the rural

nature of our operating area there are many locations that cannot be accessed within an

hour from the normal bases of our operators, especially our reservoir assetsaViée h

assessed the change in our baseline score that would result in adopting this definition. Many

2F 2dz2N) aAGSa 62dzZ R RNRLI FNBY mnxs: G2 m: | OOS:
The figures below show the impaah the overall measures

Start AMP7 score in BP Revised start AMP7 score
Reservoirs 92.2 78.8
Water (above ground) 83.5 81.2

DD Representations Paged9



Dwr Cymru
Welsh Water

66.5

71.3
Definition not altered

68.0
77.7

Water (below ground)

Waste (above ground)
Waste (below ground)

With the proposed definition there would be no wan which we could reach our lotigrm
aspiration of meeting 100% resilience against this scoring methodology, without spending
resources unnecessarily on relocating operatevkich would be highly inefficienWe have

set a long term aspiration to me&00% resilience on all critical assets so it is important that
our scoring criteria ialigned realistically with this aspiration

We would like to have consistency between the two network measures so would propose
that the water (below ground) access il@nce criteria is reset to our original proposal. This
recognises that there is a significant differerween accessing pipes aadcessing assets
such as treatment works.

We propose the followingcoring criteridor the following measures: ReservairWater
(above ground) and Waste (above ground).

100%- Plans in place to have all necessary access within 4 hours in all conditions (i.¢
severe snow, flood etc.)

95%- Access is restricted in severe weather so can take betwe&hhburs to access on
occasion

50%- Problems with the access route (e.g. road subsidence or disputes with a lando
that can disrupt regular access.

We would like to propose the following wording for the Reservoirs measure.

100%- Plans in place to have all necessary asedgthin 12 hours in all conditions (i.e.
severe snow, flood etc.)

95%- Access is restricted in severe weather so can take more than 12 hours to acce
occasion

50%- Problems with the access route (e.g. road subsidence or disputes with a lando
that can disrupt regular access.

15.2. Water (below ground) scorecard

We have discovered an error in the spreadsheet usezhtoulate the baseline for th&/ater
(below groundYyesilience targets in the BusinedafPsubmission. This means that we need
to rebaseline our performance commitment. Our revisgtgher)commitment leve$ are as

follows:
2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
68% 68% 68% 70% 71% 73%
DD Representations Pageb0
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15.3. Minor comments relating to definitions

Measure Section Comment
Ft5 Asset resiliencg Detailed definition of | In all but one of the definitions the statement
(resewoirs) performance measure| Critical assets are reviewed on an annual ba

and added/removed from the list if they
meet/do not meet the criteria. We would like
to request that this islso included in the
definition relating to reservoirs.

Ft8 Asset resiliencq Detailed definition of | The SEMD criteria is missing the statement
(waste network + | performance measure| 0% is applied if the site fails to meet any of
above ground) these critera.

Ft9 Asset resiliencq Detailed definition of | The criteria for control resilience is missing
(waste network + | performance measure| from the table.

below ground)
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We believe some text needs to bemmeved to address an inconsistency.

Summarny target

Given that Ofwat has not accepted the application of a deadband on this measure, we wish

to revert to our original Business Plan target of 4.4 on this measure.

16.1. Definition

The definition included in thB 5

Ay Of dzREhis scbrk 8 thénSliided by five to

convert to a satisfaction score multiplied by 100 and reported to the nearest whole

percentages
LX | OS ®¢

We propose that tk text is removed as shown below.

| 26 SOSNE

iKS

dzy A i

2T YSI adzNB A a

Draft determination

Proposed definition

Detailed definition of
performance measure

This performance commitment
measures the average
customer score out of five fron
four quarterly business
customer satisfaction surveys.
The company will undertake a
survey of 250 business
customers per quarter (1,000 i
total per year). It will survey a
sample from all customers, no
just those who have contacted
the company.

The satisfaction score is

calculated as follows:

A Ascore of ive for a very
satisfied score down to a
score of one for a very
dissatisfied score.

A the average of these score
is the satisfaction score,
which is calculated based
on the results from the
four surveys in the
reporting year. Any
customer which states
R 2 tykSbw or refuses to
answer are not included in

the calculation of the

This performance commitmen
measures the average
customer score out of five
from four quarterly business
customer satisfaction surveys.
The company will undertake a
survey of 250 business
customers per quarter (1,000
in total per year). It will survey
a sample from all customers,
not just those who have
contacted the company.

The satisfaction score is

calculaed as follows:

A ascore of five for a very
satisfied score down to a
score of one for a very
dissatisfied score.

A the average of these scorg
is the satisfaction score,
which is calculated based
on the results from the
four surveys in the
reporting year. Ay
customer which states
R2y QG 1y2¢ 2
answer are not included in
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score Fhis-score-isthen the calculation of the
divided-by five to-convert score.
to-a-satisfaction-score
multiplied-by-100-and
reported-to-the neares
whole percentage.

The survey should be planned
and carried at following social| The survey should be plannec
research best practice (e.g. anl and carried out following socig

applicable sections of a research best practice (e.g. an
relevant code such as that applicable sections of a
published by the Market relevant code such ahat
Research Society). published by the Market

Research Society).

16.2. Target and deadband

In our original Business Plan we proposed a target of 4.5 for this measure with a deadband
at 4.4. We explained that 4.5 wawvery difficultscore to achieveAlthough our App1l table

reports that we have achieved 4.5 in two of the last four years 2BLtb 201718, the

percentage scores were in fact 89% not 90% (4.45 rounded up to 4.5 in Appl). We now have
the final score for 20189 which was 88% (or 4.delowthe forecast of 4.5 idaded in

Appl).

We believe that a score of 90% represents best practice and industry leading performance,
and hence is deserving of a financial reward as we are helping to shift the industry frontier.
In the last few years we hawescore at or slightly &ow this level, and have at the same

time been rated top by CC Water for business customer satisfaction in its Testing the Water
report. We are also rated as the top business retailer in the MOSL Market Performance

Report.

Yorkshire NN o+ Yorkshire wesser*
Northumbria [N o wales I 2% Yorkshire'
South west I - Thames I =5+ wales* I

wale: T South west 1 ¢ Midands* I - -

southern N - Southern N :: Northumbnia® I

[SCIEGEENN e Midiands N :: Southern* NN : -

tastern N o Wessex TN i Eastern* N o

wessex [T =2 Northumbria T =5» North West* T --

North west R 35+ North west TR =+ South West* [} sa%
Thames [J 81% Eastern R 33~ y
Surface Water
Water services Sewerage services Drainage

Net satisfaction with wholeda services by WaSGSourceCC Water Testing the Waters
2018
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Figure 18: Likelihood to recommend water wholesaler by WaSCregion

Wales (486) 47

Yorkshire (176)

27

MNorthumbria (190)

J
W

Morth West (189)

[
=

=]

Southern (194)
Wessex (192)

South West (196)

)

[+ <]

Eastern (200)

%]

Midlands (194) 2 |}

Thames (191) 5 -
NPS by WaSC region

Q. How likely would you be to reccommend [the wholesaler]

for the clean water supply services they provide? Base: All respondents

Net Promoter Score by region, Sour€&€ Water Testing the Waters 2018

MPS Performance - Retailers with < 5,000 SPIDS

Financial Year 2018-19 As of Sept 2018 e
Retailer Rank Annual Total Tasks Mid-Year Mid-Year Trend
Performance Performance Rank Indicator

Dwr Cymmu Welsh Water 1 97.8% 6,760 97 6% 1 -

Tor Water 2 928% 530 64.3% 9 A
Thrae Sixty Water 3 924% 158 94.3% 3 =
ADSM 4 S0.9% 41861 95.9% 2 )
The Water Retail Company 5 B9.1% 5,604 B6.2% 4 B
Smarta Watar ] B6.5% 399 73.3% 7 T
First Business Water 7 B5.4% 3,641 B4.1% 5 =
Aguaflow Utilities B B4.1% 580 69.8% 8 A
Regent Water 9 T21% 595 77.0% & e
Hafren Dyfrdwy 10 58.9% 326 42.1% 10 A~

Market-Wide Performance 90.5% 22,754 90.2%

Market performance; Source: MOSL Market Performance Report 2098p.31
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Performance Report

For this reason we believe a score of 4.4, or 88% customer satisfaction, is stref¢hing.
believe that the company is appropriately incentivised if financial ODIs are set around this
value. We do not accept #t a financial penalty for a score of 4.4 would be appropriate.
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17.Wt7 Watercatchmentamproved

Summang definition

We accept the proposed definition.

Summarng targets

We propose a change to the profile of the targets, for the reasons set out below.

Hl Proposed change to targets

We note the intervention that has been made to our target for water catchments improved

2

-R2dzali (GKS LINRPFAES 27TheRBhowad®hNBat A G K GKS

performance cannot be measured each year and greater beneflt be realised if delivered
more quickly. We have based this on equal improvement eachdyéar

This change isot appropriate. While we will be measuring progress each year and
delivering environmental benefits in the early years of the period, theniét&fin of this
commitment is tied to the regulatory designation of Safeguard Zones, whiehgthier.

The process of removing Safeguard status starts with the completion of catchment
investigations. We are scheduled to complete all investigations $yitch 2020. The
outline timetable for each catchment following this is:

1
1

)l

Years 1 & 2: Identify and agree catchment measures and develop the action plans

Years &b: Deliver Actions (annual review of progress against measures, undertaken
in Q4 of each yearMeasure benefits (recognising that there is usually a lag
between delivery and environmental improvement)
A0KSYSa a wO2YLX SGSRQ®

Year 5/ End of AMP: SignT ¥ 2 ¥

This timetable shows that, although we will be working in several catchments at once, the
formal signroff that benefits have been delivered and Safeguard zone status can be removed
will take until the final year of the period. This is why our profile shows all 5 zones being
removed at the end of the period.

2020/21

2021/22

2022/23

2023/24

2024/25

DD

22

21

20

19

18

Proposal

23

23

23

23

18
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