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Performance Commitment target setting

1.0 Context

Purpose of this document

This document sets out the evidence for and basis of the judgments used to establish the proposed
performance commitment (PC) targets. It sets out the rationalefor each individual PCand the collectiveview,
to demonstrate that the proposed targets are a stretching package that offer a fair and broadly equal balance
of risk between customers and shareholders.

Throughout the development of our plan we are engaging with customers and reviewingour current
performance and that of other water and sewerage companies and comparableorganisations. We have sought
and continue to seek challenge, debate andinsight from the Dee Valley customer challengegroup (CCG) and
sought assurancethrougharigorous three lines of assurance process, whichincludes internal and independent
external review. This process is ongoingand some of the PC targets are not yet finalised, but this document
sets out all of the steps and information to justify the proposed targets and enable review and debate by the
CCG.

Structure of this document

This document contains two key sections:
e A summarysetting out the PCs by outcome and spread of relative performance and where the PCs fall
inthe framework.
e Key principles for establishing targets, the rationalefor each proposed PC target and evidence to
show why itis stretching. This includes:
o the regulatory expectations;
a summary of customer views (and signpostto more information);
performance inthe context of historical performance;
comparative performance;
evidence based on costs and benefits;
a summary of the rationalefor the target;
anoverview of the approachandbasis of associated incentives;
the ODI rationale;and

O O O O O O O O

the long term ambition



2.0 Overview of outcomes and performance commitments

PCs by outcomes

We areproposing 28 performance commitments, 18 of whichare insome way compulsory measures (14 of
the 18 aredefined by Ofwat (green in figure below), the remainingfour arecompulsory topics but companies
canspecify their own definition (bluein figure below)). The ten company specific bespoke measures (blackin
figure below) are includedin the suite for any of the followingreasons:

e They areimportant serviceareas to customers, identified either through customer research or day to
day contact with our customers (low pressureissues, drinking water complaints)

e They areintended to hold us to accountfor delivering strategic schemes that we are includingascost
adjustment claims becausewe are deliveringa servicethat is either not currently being offered across
the industry or because we have unique circumstances thatmean Ofwat’s generic expenditure
models will notreflect our case(lead pipes replaced, length of riverimproved, hectares managed for
biodiversity and % compliance with the Welsh language scheme)

e They relate to something that we and/or our CCG feel isimportantto have inplaceon customers’
behalf (affordability and effectiveness of our affordability offeringand inspiring customers)
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Sinceour May submission we have completed the PC research with customers, and there is nocompelling
evidence to change the PC names or to include additional PCs as a resultof customers feeling that a service
areais missing. External sewer floodingis the only PC where the CCG have challenged why it has not been
included and we discussthisin moredetail inthe waste safelyaway outcome. We have considered retiringthe
WelshlanguagePC as this is nolonger being proposed as a costadjustment claimand there are already
measures in placeto ensure we meet our statutory obligations, butgiven the importance customers placeon
this and the early stages we areatincontributingto broader ambitionin Wales we have decided to retainit.

We consider this suite of measures covers the breadth of services that customers expect and the depth where
it matters most to them. Itisimportantto ensure that the PCs focus on the things that matter most to our
customers, whilstalso being proportionatein terms of the regulatory reportingburden. The figure below sets
out a comparison of the number of PCs per £m totex invested to demonstrate that this process is considerably
more burdensome on the smaller companies.
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Comparative performance

For each PC we have reviewed all of the publicly availableinformation to help us understand how Hafren
Dyfrdwy compares to the rest of the industry. The precisecalculation of upper quartile (UQ) differs across each
PC for a number of reasons that are set out below. The table below illustrates thebalanceacross all PCs.

Itis importantto consider that the targets are only part of a stretching packagefor customers. A stretching
and ambitious outcome for customers seeks to balancebill level, risk exposureand performancerelativeto the
currently funded performance. The regulatory framework is intended to incentiviseall companies to continue
to improve, Ofwat only specify the desirefor upper quartile performance (and therefore expectation that
performance less than this should incur a penalty)inthree serviceareas -internal sewer flooding, pollution
incidents and supply interruptions. However the concept of comparingto UQ is widely understood and
therefore we are usingthis to set out the balanceof performance. Butit must be appreciated that achieving
UQ in 100% of performance commitments would resultinan unfinanceablepricereviewsettlement for HD.
Thisis likely to be the casefor all companies given noone company isinthe UQ for all components — ranging

from performance and cost efficiency to bill level.

For the measures that arecomparableacross theindustry the table below shows that for 60% of the measures
we estimate to be withinthe upper quartile by the end of AMP7.

Proposed comparative performance at the end of AMP 7 from last year AMP6

Lower quartile Average Upper quartile
Properties at risk of low WQ complaints (35% CRI (maintainingthec80%
pressure(25% improvement) improvement) improvement on recent aver)
Pollutionincidents (22% Supplyinterruptions (27% Drought resilience (stable)
improvement) improvement)

Leakage (15% improvement) Internal sewer flooding (23%

improvement)
Burst mains (stable) Sewer blockages (stable)

Sewer collapses (stable)
Satisfactory sludgedisposal (stable)
Bill level

Treatment Works compliance CMeX
DMeX
NHH
Voids




3.0 Rationale for PC targets

Principles
We have considered a wide range of information sources to establish appropriately stretchingtargets. We
have not blindly targeted upper quartileor beyond ifitis notina servicearea that our customers have
signalled they consider to be a priority. We have also had to carefully consider thecost and implicationson
other services. For example targeting UQ or frontier on reducing the number of properties at risk of receiving
low pressurewould most likely resultinincreased leakageand burstmains. Also proactively targeting
measures likesewer collapses and burstmains can create more customer complaints because of traffic
disruption and temporary inconvenienceto customers. Therefore we have sought targets that:

e achieveor work towards a comparable UQ where itmatters most to customers;

e ensurethe regulatory requirement or expectation is met;

e usebestever historic performancewhere comparabledata doesn’t exist; or

e where there is nostatutory requirement or compelling customer insights to go beyond, we are

identifying the most cost beneficial performance.
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Outcome 1: Good to drink

Summary of performance commitments for this outcome

Retained New Removed/ discounted
Mandated by Ofwat Complianceriskindex MzC
(CRI)
Customer driven Drinking water quality
complaints
Company or CCG driven Number of lead pipes
replaced

The diagrambelow shows where they all siton the framework, whichindicates the primary target setting
methodology.
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1.1 Drinking water quality complaints — rationale and evidence

This performance commitment is based on the number of drinking water quality complaints from customers
about the appearance, taste or odour of their drinking water. It is a combination of the former DVW
discolouration complaints measure and the Severn Trent complaints measure. It covers all complaints about
drinking water quality, but not enquiries. This is a bespoke measure (i.e. not mandated by Ofwat), included
because it is a key customer-facing measure and an area where significantinvestment is being made during

2015-20 where we want to ensure we hold ourselves to account for maintaining those improvements.

Regulatory guidance
There is no specific regulatory guidancerelating to setting a target for this measure. The only expectation is that
we use a variety of information sources to ensure we have identified a stretching target. We have discussed the

scope of the measure with DWI who are supportive of the inclusion of the commitment.



Customer views

Our customers expect us to deliver a good quality and consistent product every time they open the tap.Changes
inappearanceand taste due to our treatment processes, different sources of water or movements around our
network can all cause customer dissatisfaction.

We have tested customer views on two elements — appearance and taste and odour. The highlights of the
research can be summarised as follows:

o taste and odour complaints were considered a high priority in both North and Mid Wales; however
. appearance complaints were found to be of medium priority.

The research also suggests thatthe number of complaints doesn’t fully reflectthe scale of the number of people

who have experienced an appearance, taste or odour issue.

Our PCand ODl research found that 76% of household and 88% of non-household customers found the proposed
targets acceptable. The proposed level of improvement was considered excellent and stretching. Nonetheless
this PC was a high priority for outperformance in the context of ODIs.

Overall, an improvement in this performance commitment is considered very important to customers. Any
deviation from the standard to which our customers are accustomed is likely to lead to dissatisfaction, and as
such, the underlyingand long-term aim of this measureis to ensure a consistentsupply of good quality drinking

water.

Historical performance

At the 2014 pricereview Dee Valley were set a challengingtarget by Ofwat, whichrelated to the largest capital
project to replace the Legacy WTW; successfully delivered in March 2018. Severn Trent were also seta very
stretching target which applies to our customers in Mid Wales, which we are struggling to meet despite

extensive efforts.

Our performance varies between North Wales and Mid Wales. For both areas we started AMP6 on a
deteriorating trend with considerableconcerns from the DWI, which we have worked hard to address. We are

seeing improvement as shown in the chart below:

North Wales 498 453 346 340 340

(*FD 156) (*FD 156)
Mid Wales 181 249 163 156 150
Total 679 702 509 496 490

For North Wales the final determination is for discolouration only which is the value shown in brackets.



The breakdown between the different parameters is stable each year and shown in the chart below:

Breakdown of cause of complaints

There has been a strongyear-on-year improvement in discoloured water contacts in our North Wales area.
The improvement has been driven by our strategy of upgradingtreatment works to stop discolouration
potential entering our network and then systematically cleaning the water mains. We have maintained our
enhanced level of mains cleaningand completed around 500km of mains flushing duringthis AMP.

Further improvements across this AMP and the next will requirelonger-term investment and optimisation
(based on what we have learned to date). Planned activities include:

* extending the mains cleaning programme;

* application of portable air valves;

* tacklingillegal standpipe use;

*  proactive communication with customers to pre warn them if we think there might be an issue;

* upgrading and improved control at troublesome pumping stations;

* replacement of unlined castiron mains —targeting hotspot areas based on sampling data; and

*  “Predictand prevent” roll outfollowingthe innovation trials we have undertaken on real-time network

modelling of events for mitigation and proactive messaging.

This work will continue in 2018/19 and 2019/20 and through into AMP7, enabling us to further drive down
complaints for subsequent AMPs. The most sustainable practiceis toresolve the problem atsource and we are
investigating the possibility of a collaborativeresearch projectto investigate the role of catchment management
in reducing taste and odour issues at source. This type of solution will give gradual improvements over time
rather than an immediate step change.



Comparative information
Industry UQ over the lastfew years has fluctuated between seven and ninewater quality complaints per 10,000
population served. The majority of companies have demonstrated relatively stable behaviour over the past three

years, with an average change of minus one complaint per 10,000 population from 2014 to 2016.

ESI Consultingreviewed special factors controlling water discolourationin England and Wales (published August
2018 and report provided in appendix 10). It concluded that:
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There is a clear East-West divide in water quality discolouration complaints performance, with the eastern
companies outperformingthose inthe west. The discrepancyin performance can beattributed to the difference
ingeology of the regions. There are naturally higher concentrations of manganese inthe soft upland waters in
the west, whichis ina form that is difficult to treat by conventional solutions (see below). The low mineral
content of the water alsoleads to greater rates of iron corrosion of mains increasingthe risk of discolouration
further. Control measures exist for these particular risks but add to our costto serve in comparison with the

east (and cost models do not differentiate between geology).
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Trends in UQ water quality complaints

Although we are not required to target UQ we have reviewed industry performance to understand how we
compare to others, both across industry and then specifically compared to the other companies with similar raw
water characteristics (western companies). We have calculated the future upper quartile by understanding the
performance trends we have seen over the lastsix yearsto understand thelevels of improvement we can expect
over the next five years. The error of the fitted trend line (taken as the standard deviations of the residuals
between historic actual and historic predicted performance), was applied to the 2024/25 forecast position, to
provide the likely range of upper quartile performance for 2024/25 and shown in the figure above. We have
repeated this analysis for only the western companies to understand how the frontier for this sub-set of
companies varies, whichis setout in the figure below. We have calculated frontier of this sub-set of companies
rather than UQ because we want to target the best possible performance our raw water quality will allow. It
shows the following:

- IndustryforecastUQ =4 — 7 complaints per 10,000 population (62 — 108 complaints for HD).
- Western forecastfrontier = 21 complaints per 10,000 population (317 complaints for HD).
- HD actual (in2017) =33 complaints per 10,000 population (509 complaints for HD).
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Cost benefit analysis
Our CBA calculation has indicated thatthe target of 317 complaints thatwe are proposingfor 2025is stretching
and abovethe costbeneficial range. However, itis animportantmeasureand given thelargevarianceto industry

upper quartileitis important that we keep striving to find more efficient ways to deliver this improvement.

For no increaseinassumed expenditure in AMP7 we estimate we will need to carry out activity such as mains
flushing, air valve maintenance and surge protection, which based on current technology and approachis likely
to cost between £450,000 and £500,000 in 2017-18 prices across the 2020 to 2025 period. This is based on
increasing activity to 20% in both regions (which is the optimum as shown below) at £200 per km for mains
flushing (based on costachievedin AMP6). Alsoincludedis maintenance of around 500 air valves thatis notin
the historic baseline at an estimated range between £750 and £850 per valve. This represents around 0.5% of
totex which will have to be delivered through efficiency savings.

Average cumulative benefit %
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0%
0.00% 20.00% 40.00% 60.00% 80.00% 100.00% 120.00%
% of mains length flushed per year

Optimum mains flushing activity
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Overall rationale for target
The proposed target is 317 complaints, which equates to 20.6 per 10,000 customers. We think this is an

incredibly stretching target for the following reasons:

e It will cost around 0.5% of water service totex that is not assumed in customer bills. But we are
committed to finding more efficient ways of delivering this for customers.

e We need to improve in this area but targeting the industry UQ (current or forecast) is not achievable
largely because of the composition of our raw water.

e We havetargeted the forecast2024-25 frontier of the companies with similar raw water composition
(‘western’ companies). We want our customers to receive performance equivalentto the best possible
for our given water source.

e A target of 317 represents a 35% improvement from the FD 2019-20 position which is incredibly
stretching.

e In North Wales discolouration performance will have improved by 40% during AMP6, the forecast
performance continues improvement at broadly the same rate.

e The other work that we need to do in AMP7 to maintain our treated water reservoirs, is activity that
can often cause DWQ complaints, this adds to the risk level that we are exposing ourselves to.

Long term ambition
Havingremoved the key source of raw water discolouration during AMP6 with the closure of the Legacy
treatment works, our future ambition will rely onimprovingthe operational effectiveness of our flushing

programmes to prevent accumulation of sediment inthe network.

As such we are forecastingincremental improvements across each AMP as we work to calmthe network and
improve the operational flushing programme. By 2045 we areexpecting to have reduced the total number of
complaints by 60% from the 2019/20 position.

ODI rationale

We successfully created a single metric for water quality complaints. This isbecause, taste, smell and
appearanceareall aspects of drinking water quality. With the triangulated the results from our WTP research
valuingtasteand smell separately from appearance, the two possibleoptions for combiningthese results were
either taking the arithmetic average, or usinga weighted-average based on complaintnumbers.

Inorder to best reflect the issues thatcustomers are facing, we have adopted the weighted average approach.

Attribute Value

Appearance Triangulated WTP (£ per complaint) £296
Number of complaints 255

Taste & smell Triangulated WTP (£ per complaint) £3,088
Number of complaints 109

Aggregate Weighted average WTP £925
ODI (50% of WTP) £566

The resultingin-period ODI for drinking water quality complaints is £566 per complaint.
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1.2 Compliance risk index (CRI) — rationale and evidence

The way our drinking water quality performance will be assessed is changing. The Drinking Water Inspectorate
(DWI1) has introduced the Compliance Risk Index (CRI), which is a new industry wide comparative measure of
compliance and confidence in a company’s ability to achieve water quality standards.

CRlis a measureoftheriskarisingfromtreated water compliancefailures. Itis comprised of separateriskindices
for failures recorded at customer taps, at water treatment works and at service reservoirs. The sum of these,
normalised to the company population served, total volume of water supplied, and total service reservoir
capacity respectively, forms the amalgamated overall CRI score.

CRl replaces Mean Zonal Compliance (MZC), which was the previous measure of compliance with drinking water
regulations. While MZC only considered regulatory failures at customers’ taps, CRI considers failures atall stages
of the treated water productionline— covering water treatment works (WTWs), distribution servicereservoirs
(DSRs), the distribution network and customers’ premises.

Regulatory guidance

Ofwat has issued guidance, supported by the DWI, on CRI targets in its Water 2020 Methodology Document,
December 2017.

“This is because CRI is a measure of water quality complianceand the performance commitment level should be
setat zero. Inaddition, we recognisethat CRlis a new measure and intended to be a more demanding metric of
water quality compliance than its predecessor. Companies can take this into account when proposing any

penalty deadbands.”

A CRI index of zero represents 100% compliance.

Customer views

Our research re-affirms that customers expect drinking water quality standards will be met. Customers
spontaneously view the supply of clean, safe drinking water as the core service we provide. Unsurprisingly, a
safe, wholesome supply of drinking water is viewed as the most importantaspectof core service. Our customer
needs researchtells us that customers expect their water company to provide a safe,cleanand reliablesource
of water that tastes and smells good, without excessivechlorination. We consider providing safedrinking water
as a basic need within our hierarchy of needs (and one that cannot be traded off with other types of customer
needs, such as good customer service). Our research shows that delivering safe drinking water will not drive
increased satisfaction because this is already taken for granted, however we know that failing to meet

customers’ expectations can drive dissatisfaction (e.g. we receive complaints).

Our research on outcomes, PCs and ODIs echoes these findings. This outcome is spontaneously considered to
be a key issue the water company should be focusing on, and part of its central function.

Whilst customers are not necessarily aware of the mechanics of the CRI measure itself, a more holistic

consideration of customer views supports the regulatory expectation of 100% compliance (0 CRI).

Historical performance

The figurebelow sets out three availableyears for CRI and forecasts up to 2025. The DWI back cast performance
for both Severn Trent and Dee Valley and we have worked with them to combine the data to create backcast

performance for Hafren Dyfrdwy.
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CRI actual and proposed for AMP7
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CRI actual (blue) and proposed target (orange) for AMP7

Performance has been steadily improving over time (the spikein the 2016 performance was caused by an
increasein turbidity caused by lime dosing at several WTW). Lime dosing has now been taken out of the
treatment processes in North Wales and improvement has already been delivered, as shown by the zero failures
on WTWs in2017. The breakdown of this CRI scorebetween the three areas (WTW, DSR, distribution network)

is shown in the table below to be very volatile and one or two failures can completely change the results.

Breakdown of CRI score

WTW DSR Zone
2014 46% 2% 52%
2015 79% 0% 21%
2016 99% 1% 0%
2017 0% 4% 96%
2018* 48% 2% 50%
2019* 50% 2% 48%
2020* 39% 2% 59%

*Forecast based on historical trends

A significantamountof work is beingcarried out during AMP6 to improve the performance of the DSRs. A
rigorous inspection programmeand replacement of life-expired membranes to reduce the risk of
contaminationis beingdelivered as well as major maintenance of three DSRs which formed part of the PR14
final determination. This level of scrutiny and investment will need to continue to ensure that compliance

continues to meet a CRI of zero.

Comparative information

Fourteen companies took partin a data sharefor CRI between 2015 and 2017.This short data history makes it
difficult to forecast upper quartile performance. Based on the data UQ performance averages at 1.2 with the

industry average at4.31.
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Cost benefit analysis
Given this is a regulatory requirement targeted at full compliance levels (target of 0), we have not based our
target on cost-benefit analysis. We have, however, developed the programme to be cost-effective (that is, least

cost) to ensure we obtain maximum benefits for our investments.

Overall rationale for target

The target is based on the regulatory expectation of CRI of 0 (100% compliance). This represents a stretching
target for the followingreasons:

e our historical performanceis volatile;and

e we are proposinga deadband of two. We have considered the challenge we received from the CCG to
ensure our deadband doesn’t go beyond the performance that represents upper quartile. Given the
UQ calculationis based on only one year (which means it’s not possibleto forecastfuture UQ with
any certainty), the immaturity of this measure and the volatility seen across most of the smaller
companies we thinkthisis afairbalanceofrisk.

Long term ambition

This measures tracks regulatory compliance; we will continueto target full complianceineachyear.

ODI rationale
This will bea non-financialincentive for the followingreasons:
e itisanew measure with limited historical data on whichto base the target;
e itisvirtuallyimpossibletoget customers to valuethis fundamental core serviceina meaningful way;
and
e there are other regulatoryinstruments to ensure that a penalty is appliedif we do not perform inline
with expectations.

1.3 Reducing lead in Wales —rationale and evidence

This is a new, bespoke commitment included to protect customers from under delivery of the reducinglead
costadjustment claimandincentiviseus to make progress faster towards the longterm ambition.Itis defined
as the number of communication (company owned) andservice (customer owned) lead pipes that we replace
during AMP7.

Regulatory guidance

The Welsh Government, through the Water Strategy for Wales has increased its ambitionandsetaclear
expectation that we should “aimto keep exposure to lead as low as reasonably practicable”. Thisis
emphasised through the Well-being of Future Generations (Wales) Act 2015 and this need contributes to four
of the seven well-beinggoals.

There has been a consultation which sets out tighter EU lead standards in the future. The proposed revision of
EU Drinking Water Directive includes a tightening of the lead standard from 10 pg/l to 5 pg/l, 10 years after the

entry into force of the directive, which could mean 2030.

Initial discussionswith the DWI have indicated that they support this measure, and they encourage ambitionin

tackling lead.
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Customer views
We have a rich evidence base on the subject of lead pipes - our research in the areas of customer needs, co-
creation, willingness to pay, asset health and resilience

and PCs and ODIs haveall explored the topic of lead pipes.

Tackling lead pipes emerges as a top three (prompted)
priority for both the household and non-household
sample in our willingness to pay research. Household
customers in Mid Wales were willing to pay 60 pence per
year for financial support for dealing with lead pipes,
compared to £1.78 in North Wales.

Conversely, our customer needs research found that while
some customers are aware of historic issues with lead
pipes, most are unaware that they are still presentin the
water system or could be in their home.

There is also mixed awareness and/or confusion over who
is responsible for water pipes. Customers are unaware
that they own their supply pipes or of the health issues
associated with lead pipes. When prompted, customers
tend to be shocked and concerned. This concern does
diminish once customers’ questions had been answered
with more reassuring information. The cost of replacing

lead pipes can also be seen as prohibitive.

Ourresearchon assethealthand resiliencediscussed lead pipes as oneof two scenarios, considering both pace
of investment and attitude to risk. In this research we also found that there is limited awareness of future
potential tighter lead level restrictions and the existence of lead pipes. When presented with the scenario
workshop participants questioned the extent of the problem and the cons equent amount of disruption itwould

cause.

The participants in the workshop agreed increased and moreactivecommunicationis important, as well as more
testing, sothat customers could decide how they would deal with the situation themselves. Overall, customers
wanted to know whether they were personally affected. Those with young children and grandchildren were

particularly passionate, expressing concerns over safety.

Interms of pace, this was seen as something that requires actionas soon as possible, and the “do more” option
was seen as optimal due to concerns over health risks.
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Scenario 2: lead pipes
Preferred solution
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This was a purely qualitativeresearch project, which we then followed up with quantitativeinsightinthePC and
ODI research. We found that the majority of household customers (61%) supported our proposed approach,
whilst26% were willingto pay for a “do more” option with increased activity. Only 8% of customers wanted us
toinvestlessinleadindrinkingwater.Fairly similarresults were obtained from non-household customers, with
54% supporting the proposed approachand 35%supporting the “do more” option. 10% of customers supported

the “do less” option. Results are shown in the figure below.

Customer support for lead in drinking water investment

Don't know

Do more

Do less

L
C

dileaatiian
I

0% 10% 20% 30% 40% 50% 60% 70%

Non household customers (Sample: 104) M Household customers (Sample: 400)

Historical performance
The figure below shows that compliancewith the lead standard has significantly improved over the last 20 years
and is now between 99.5% and 100% at the current 10ug/l standard. The table below shows that compliance

would have reduced to 98% at 5ug/l and 71.5% at Oug/I.
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Lead compliance at various standards

This improvement has been achieved through optimisation of treatment processes, not removing the lead
pipe. The performance data above shows that treatment alonewill notenable us to meet the tighter standard
of 5ug/l. Over the pastsixyears Dee Valleyreplaced around 260 |lead pipes opportunistically, which represents
less than 1% of the assetstock whichis believed to be lead. At this rateit would take around 770 years to
replacethem all.

Comparative information

To supportthe construction of Ofwat econometric models, all companies provided a data set whichincluded
data on the number of lead communication pipes that arereplaced for quality reasons. Inthe lastsixyears, the
industry has replaced a total of 128,458 lead communication pipes, which represents 0.5% of the total
properties served.! The figure below shows that across theindustry the current replacement rate is a very
small proportion of the total lead communication pipe assetstock. There is no data setting out the number of
customer owned lead pipes (service pipes) replaced. The company owned pipe replacement data is
summarisedinthe figurebelow.

% of lead comm pipes replaced in 5-year period

45%
4.0%

35%
3.0%
25%
2.0%
15%
1.0%
05%
0.0%

1 Basedon the 2017 number of household and non-household properties re portedin table 6 of the 2016-17 cost
assessment submission.
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This analysis demonstrates that a step change is needed across theindustry to meet the tighter lead standard
of 5ug/l.

Some companies have lead policies which help us understand how ambitious they are being. For example, DWr
Cymru Welsh Water (DCWW) arecurrently runninga pilottrial toreplacecustomer owned lead pipework when
the lead level exceeds 5 pg/l. This trialwill enable DCWW to develop a policy for responding to customers where
lead is detected at a significant level.

Overall rationale for target

The target is proposed at 460 pipes.This is based on the followinginformation:

There are around 300 primary schoolsacross our region. But based on the AMP6 surveys carried out in North
Wales we anticipateless than 5% (15 schools) willhavelead communication and service pipes. We have
assumed a similar number of nurseries will havelead pipework giving a total of 60 pipes. We will committo
working with these schools and nurseriesto replacethese pipes.

We have identified three localised areas which would not meet a tighter 5ug/l standard. We will target these
‘hot spots’ with a communication campaign to promote the option of replacingthe lead pipes if they are
detected through water quality samplingandsitesurvey.Based on trials runacross Severn Trent we anticipate
approximately 10% hit rate. This gives 150 homes where we will replace both the service pipe and the
communication pipe— a total of 300 pipes.

We will also beworking with Wrexham Council who are planninga cE4minfrastructurereplacement

programme where we will look to find a further 50 homes, a total of 100 pipes.

Inaddition to the replacement activity detailed above we aregoing to;

e enhanceme of our customer communicationand advice programme to explain the riskto health of
leadin water

e implement an intensive water sampling programme in hot spot areas to confirmthe lead risk faced by
customers

e Increaseopportunistic replacementof lead communication pipes duringour leakage, mains renewal
and other network activity

e Undertake a service pipesurvey to providecomplete knowledge of the location of lead pipes so we
canunderstandthe riskata company level sowe can planforthe longterm

e investment in R&D to develop innovative, lower cost methods to replacelead pipes

Long term ambition
As our understanding of where lead pipes are in our network increases,and we get greater clarity regarding
future compliancelimits and moreefficient, we are proposingto increasethe number of lead pipes we replace
each AMP period;

e AMP 8:1,500

e AMP 9:3,000

e AMP 10:5,000

e AMP 11:10,000
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Rationale for ODI

This will bea reward and penalty ODI. The penalty to protect customers from us delayingor not deliveringthe
level of activity forecast(for any reason); the reward to incentivise us to identify more cost effective solutions
sothat we can make more progress quicker. This is goingto be a multi-AMP programme but customers do
supportus making progress fasteras shown by the 26% of household customers and 35% of non-household

customers who supported the do more option inthe PC research.

With lead being a sensitiveissue,itis challengingto obtain meaningful customer valuations, especiallyas such
questioning could causeundue concern or alarm. Therefore the ODI valuation for replacinglead pipes is based
on marginal costs?.

On the basis thatmarginal costsareused as a proxy for the benefit valuation, these are then multiplied by 50%
inthe same way that they would be ifthey were benefit valuations. This ensures consistency with the totex
costsharing element of the methodology. We also consistently followed Ofwat’s approachinthe event
marginal costis used to set the AIM incentive3,such that an upliftof 20% is made to providean incentive

beyond costrecovery.

We have calculated thatthe cost of each lead pipereplacement is £3,185.Taking 50% of this value, then
uplifting by 20% gives would give an in-period ODI of £1,911. As the PC will be measure end-of-AMP, the ODI
will be £9,555 for each lead pipe replacement.

Any penalties or rewards will beadministered at the end of the AMP to allow us to profileand target the work
inthe most efficientway, for example by aligning with work being done by other agencies where we are not in

control of the timing.
Outcome 2: Water always there

Summary of performance commitments for this outcome

R E L New Removed/ discounted
Mandated by Ofwat Supplyinterruptions Per capita consumption

Bursts mains Drought resilience

Leakage Unplanned outage
Customer driven Low pressure

Company or CCG driven

2 Where we have used short-run marginalcost values, we have derived these fromthe incremental cost of improvingthe
serviceareabyoneincrement

3 Ofwat(Dec2017), “Delivering Water 2020: Our methodology for the 2019 methodology price review Appendix 2:
Deliveringoutcomesforcustomers,” p 37.
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The diagram below shows where they all siton the framework, which indicates the primary target setting
methodology.

‘ Understand customer priorities ‘
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2.1 Interruptions to supply — rationale and evidence

This is a common performance commitment required by Ofwat —and measures the average number of minutes,
per property served by the company, a customer has aninterruptionto their supply whichis greater than three
hours.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

Water supply interruptions is a common performance commitment as outlined in Ofwat’s ‘Delivering Water
2020: Our final methodology for the 2019 price review. Appendix 2: Delivering outcomes for customers’, where
Ofwat has stated that companies should propose a minimum commitment level at least at the forecast upper

quartile for each year of the price control.

In March 2018, Ofwat published standard consistent reporting guidelines for supply interruptions. This followed
a Water UK led UKWIR project in 2017, after which all companies provided shadow reporting of 2016-17
performance based on the consistency guidelines. Given we only have a singledata point(2016-17) of industry
comparative data, this introduces a high degree of uncertainty when estimating future upper quartile

performance.

Customer views
Due to the low numbers of customers experiencing some type of supplyinterruption,issues of resiliencearenot
often spontaneouslyvoiced as concerns. Howeveritis clear fromthedeliberativeresearchthata reliablesupply,

whilst taken for granted, is one of customers’ core expectations.

Our willingness to pay research shows that only 3% of household customers,in both Mid Wales and North
Wales, state they have experienced aninterruptionto supply (between three and six hours)inthelast12
months, with very similarpercentages (5% for Mid Wales and 3% for North Wales) reported by the non-
household sample. Customer trackingresearch was consistentwith these results; with 6% of customers in Mid
Wales and 2% in North Wales reporting experience of aninterruption to supply. This was the lowest
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percentage of the servicefailures experienced in North Wales. Further reducing interruptions to supply does

not appear to be a high priority for customers.

Our willingness to payresearch gives a mixed view on the relative priority of improvinginterruptions tosupply
between Mid Wales and North Wales. Customers in Mid Wales reportitas their lowest priority, whilstitis
fourth out of six serviceattributes in North Wales. Non household customers present a slightly different

picture; reducinginterruptions ranks slightly higher for them.

Our research on PCs and ODIs found that 81% of household customers, and 87% of non-household customers
found the proposed target acceptable. Reducing supplyinterruptions is considered particularly essential for
non-household customers, who might rely on water for their trade, and for vulnerablegroups such as the
elderly and parents with young children. Our PC for supporting customers in vulnerable circumstances

recognises this.

The researchindicated that customers do not understand the units that are used to describesupply
interruptions. Given that this is a common measure, mandated by Ofwat, we cannotchange the units.
However customers have told us that in our customer facingdocuments they would liketo see the information
as the number of customers who receive short (3-6), medium (6-12) and long (over 12 hours) duration

interruptions as this approach resonates more with them.

Historical performance
Supplyinterruptions can be a very volatilemeasurefor a small company.Justone major or complex burstmain

can have a material impact on the yearly total. Performance is shown in the figure below:

Interruptions to supply

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

- = N N
i o w =} w

interruptions in mins per property

o

B North Wales ® Powys

Interruptions in minutes per property in North Wales and Mid Wales

Data for 2018-19 and 2019-20 are based on the FD target, which we are committed to deliveringand confident

that we can. Performancein 2016-17 was driven by one very problematic incident.

22



During the remainder of this AMP and to further improve performance againstthis measurein AMP7, we plan

to do the following:

e improve our response when bursts occur (including under pressure connections and use of over land
temporary pipework);

e implement a greater level of monitoring on the network (we are installing more than 100 additional
loggers this year);
e target condition assessments to proactively improve areas of deterioration; and

e integrate our network analytics platform. This will allow us to better compare assets across North and
Mid Wales and to better understand the criticality of assets and take a more risk-based approach to
improving network design and reducing interruptions.

Comparative information

‘Supply interruptions’was a common performance commitment in PR14, sothere is comparativeindustry data
available. However, the consistency projectcompleted in March 2018 highlighted variationsin how companies
were reporting supply interruptions. In 2016-17 the industry produced shadow performance data againstan
earlier version of the consistent definition, which will now form the basis of performance reporting in PR19.
Given the timing, there are currently only two data point of consistent comparative data on this performance

commitment.

Industry comparisons of water supply interruptions based on the Discover Water dataset demonstrates the
potential volatility of this performance commitment (figure below). Overall, the industry has demonstrated
improved performance over the past six years, with a 46% reduction in the average supply interruptions
performance from 2012 to 2017. Hafren Dyfrdwy performance has remained relatively stable duringthis period.
Frontier performance has notchanged significantly over the pastsix years, however, the worst performers have
improved - decreasing the performance range between water companies.
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Blue line denotes UQ trend line from three-year averages, extrapolated to 2024-25.

Our initial analysis calculated the future upper quartile by considering the performance trends we have seen
over the lastsix years to understand the levels of improvement we can expect over the next five years. We
estimate the future UQ to be between five and eight minutes for HD, compared to the HD average in AMP6 of
over 18 minutes when using convergence data.
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When updating future UQ estimate to includethe 17/18 actual performanceithas moved to between 2 mins 52
seconds and 5 mins 40 seconds. Given we are already proposing a multi-AMP journey to get to UQ and our
stretch is already the maximum improvement seen in a 5-year period we are not proposing to adjust our PC

target in light of this new information.

Cost benefit analysis
Cost benefit analysisfor this measureshows our proposed AMP7 targetis set atthe cost benefit level and given

customers limited desire to go beyond this we think targeting the cost beneficial level is appropriate.

Rationale for target
We have considered the informationand consider a target of eight minutes (presented as 00:13:00 in decimal

hours) is a stretching target, based on the following key reasons:

e we have worked hard to identify efficiencies to deliver a target of eight minutes which represents a
30% improvement compared to AMP6;

e given the volatility in this measure just one complex burst would result in us not meeting the target;
and

e customers found our target acceptable and had relatively low willingness to pay to improve
performance further.

Rationale for ODI
This will bea reward and penalty ODI. The penalty to protect customers from us delayingor not deliveringthe
level of activity forecast(foranyreason); the reward to incentivise us to identify more cost effective solutions

sothat we can make more progress quicker.

The ODI for water supplyinterruptions is builtup from the triangulated WTP results. These give the WTP for a
one-property reduction in 3-6 hour interruptions of £32.47. On the basis thatthere are anaverage of 270
minutes inthe average 3-6 hour interruption, this implies a WTP of £0.120 per minute. Aggregated across the
number of water customers (99,827) this leads toan overall WTP per minute of £12,004, which means an in-
period ODI of £6,002 per minute reduction in water supply interruptions.

Long term ambition

We have committed to take a multi-AMP approach to reducingthe supplyinterruptions acrossour region.The
rurality of some customers, combined with the limited ability to reconfigurethe network, means that more
investment is required over a longer period to meet the level of serviceelsewhere inthe industry. We expect
to ratchet down the target each AMP period until we are performing inlinewith other companies, by 2035 we

expect to be performing at around 3 minutes per property.

2.2 Mains bursts — rationale and evidence

This is a common performance commitment proposed by Ofwat, defined as the number of mains bursts per

thousand kilometres of total length of mains.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

Until the end of 2014-15 mains bursts was part of the suite of serviceability measures which were key
performance indicators of stable water infrastructure performance. Targets were based on maintainingthebest
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historic performance, set within reference limits which reflected variations in performance which were
considered acceptable and typical.lt was not mandatory for AMP6, but all companies includeditin some way
intheir AMP6 reporting; most companies continued to target stable performance (which is therefore a unique

level for each company based on the past).

For AMP7 Ofwat has stressed the importance of asset health metrics and mains bursts is a compulsory
performance commitment. Ofwat has not set any performance expectations (they have not specified that all
companies should be targeting performance equivalent to upper quartile performance). Ofwat has indicated
that companies can propose outperformance as well as underperformance incentives for asset health
performance commitments if they can show there are benefits to customers and have customer support for

improvements.

Customer views

Our customers have told us that they trust us to identify and make appropriate plans to maintain servicefor the
longterm. Inour customer tracker, 88% of customers said they trust us to investresponsiblyin our network for
the future. We tested this further in the deliberative research on asset health and resilience, where we found
that customers do have an overall appreciation of the extent of assets a water company is responsible for. Most
of the workshop participants felt we should be taking a proactive to mid-ground approach when maintaining
our assets — a purely reactive investment approach is not deemed acceptable where an essential serviceis
involved. Overall theservicethey receiveresonates with customers more than the state of the assets themselves

—although it was expected that eventually they would experience issues if assets were not maintained.
We did not explicitly ask for their views on the targets for mains bursts for two reasons:

1. Mains bursts is not a customer facing measure (we are at a level where further targeting of bursts
wouldn’t have a significantimpacton the customer facingmeasures, such as interruptions or leakage
inthe shortterm). Customers have told us they expect us to carry out maintenance such that we don’t
store up problems for the future.

2. We arestrivingto identify the economic level of mains bursts —we are trying to balance the long term
stability of the network with the relatively high cost of mains renewal as a way of reducing leakageor
preventing supplyinterruptions. Customers do not have enough information to make this choiceand it
undermines our credibility asking them. For example, during the asset health workshops (not
specifically on the topic of bursts) several customers responded with “isn’t it your job, why are you

asking us?”

Inthe initial customer needs research we talked to customers abouttheir expectation duringa range of service
failures. Mains bursts were considered the least impactful of water service issues, and only a low level
inconvenience for most customers. However, our customer tracker research tells us that road works can be a

source of dissatisfaction for customers, as well as temporary repairs.

Historical performance

The figure below shows the historical performancewhich is based ona proportioning of DVW and STW actual
bursts.The 18/19 and 19/20values arebased on the final determinationtarget as set out inthe NAV. The
number of mains bursts varies eachyearandis closely related to the weather and therefore, as per Ofwat’s
serviceability framework, control levels (upper and lower) were defined for assethealth metrics to allow for
these fluctuations. Performance within the control levels was deemed as “Stable” performance whereas
consistent performance above the upper control level was deemed as “Deteriorating” performance (similarly,
consistent performance below the lower control limitwas deemed as “Improving” performance). Through
AMPS5 and AMP6 we have delivered stable performance within our reference levels, arguablya slight
improvement given we only exceeded itslightlyinoneyear.
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The 2018-19 and 2019-20 forecasts align with the Ofwat assumptions madeinthe NAV and continue to forecast

performance at or below the reference level, which represents long term stable performance.

Comparative performance

Although comparativeand historical data isavailable,itshould be noted that a review undertaken as part of the
industry consistency projectindicated that there are variationsin how companies report their performance on
mains bursts.In March 2018 Ofwat published reporting guidelines, but to date no performance data has been
reported againstthese new guidelines. This means there is some uncertaintyinthe available comparative data.
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Upper quartile performance between 2014 and 2017 varies between 97 and 122 bursts per 1000km. Hafren
Dyfrdwy’s performance oscillates around this level. For the last 10 years companies have targeted stable
performance and therefore limited improvement has been seen in this measure. We think this stable trend is

likely to continue as a significant reduction in bursts mains would drive material costincreases.
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Cost benefit analysis
We have not asked customers to valueunitimprovement in mains bursts therefore itis not possibleto
calculatethe customer benefit. Given we are proposingto maintainstable performancewe do not think that

setting a target based on costbenefit is appropriateor necessary.

Rationale for target

We areproposinga target of 298 bursts (which equates to around 111 bursts per 1000km over the AMP)
based on the average actual performance. This is onthe boundary of upper quartile performance (but could be
moving towards average if some companies push the frontier).

Whilstwe acknowledge that we arenot proposinganambitious improvement, we think this is appropriateand

stretching because:

e itrepresents a 14% improvement from the reference level previously setby Ofwat;
e itlocksintheimprovement that has shifted the average actuals duringthis 10 year period;

e thislevel represents a stableassetbasewhich means we are not storingup problems for the future;
and

e customers will notbe funding the 14% improvement which means itincreases companyrisk.

We areincludinga deadband to reflect the well-known variability in this measurecaused by typical changes in
weather. Our historical performance (between 2011-12 and 2017-18) shows that +/- 13% around the target is
appropriate.Based on the PR19 target this deadband would mean that we would have been in penalty for one

of the nine years and reward for one as shown below.

deadband analysis positive number means worse than FD, negative means better than FD

2011/12 2012/13 2013/14 2014/15 15-16 16-17 17-18 18-19 19-20
variance to Ofwat PR09 re 1% -26% -17% -13% -22% -21% -14% -1% -1%
variance to new target 15% -16% -6% -2% -12% -10% -3% 12% 12%

ODI rationale

This will be a penalty and reward ODI. The penalty protects customers from under delivery and the reward
provides us with an incentive to improve our predictive capabilities to better target bursts if we think we can
drive improvement in customer service (specifically interruptions and leakage).

We areproposingthatthisisanin-periodreconciliationinlinewith Ofwat’s guidancethatrewards and penalties

should be incurred as close as possible to when the service is experienced.

Inthe absenceof WTP metrics for mains bursts, we have uprated Dee Valley’s ODI from PR14. Adjusting the
PR14 valueof £2,307 per burst (in2012/13) prices leads to an updated ODI of £2,592 per burst. At PR19, Ofwat
is creatinga normalised metric for mains burst, accordingto the number of burstper 1,000 km of mains.
Consequently, the ODI is then aligned with metric to give an in-period incentive of £6,138 per burst per 1,000
km of mains.

Long term ambition

As a key assethealth metric, we are proposingstabilityinthe level of performance across future AMP periods.
The impact on our customers of a mains burst manifests through visible leakage, supply interruptions and
disruption to traffic during repairs. We have other mechanisms in place, through performance commitments
and regulatory requirements, to ensure we drive down the impact a burst main has on our customers.
Maintaininga stablelevel of bursts ensures weinvestresponsibly and appropriately across our network without
adding undue pressure on our customers’ bills.
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2.3 Properties at risk of low pressure —rationale and evidence

Regulatory guidance

As a bespoke performance commitment there is no regulatory guidance for our targets against this measure.

However, low pressure was a measure previously included in Ofwat’s measurement of serviceability and

therefore there is a regulatory expectation that we will at least maintain stable performance.

Customer views

CCWater ‘Water Matters’ (2017) finds that89% of Dee Valley customers aresatisfied with their water pressure.
Despite this, in our research we have found that 18% of customers in Mid Wales and 12% in North Wales
reported experiencinglowwater pressureinthe past12 months. Customers aretellingus thatthis is thesecond
most experienced servicefailure, after poor taste and smell of drinking water in Mid Wales,and discolorationin
North Wales. We recognise that there is a disparity between what customers are telling us they experience
compared to the number of properties below the low pressurestandards, however, given the strong customer
feedback we have reintroduced the low pressure measure into our North Wales region and arecontinuing with
the AMP6 performance commitment in Mid Wales (W-B7: Customers atrisk of low pressure).

Poor pressure can be a major cause of dissatisfaction to customers and as such, it emerged as an important
issue. We have not classed it as very important as in some sources it does not emerge as a high priority for
improvement. Inour PCand ODI research wefound that 73% of household customers and 80% of non-household
customers found the proposed target acceptable. The discussion in the qualitativeresearch gives us someinsight
into this — customers felt this is animportant area to perform in, but were somewhat surprised this was a core
commitment with the numbers being quite low. There was interest in understanding more details, like the

duration of pressure incidents.

Historical performance

In AMP6 we have successfully delivered our PR14 business plan target in Mid Wales, however, customer
research conducted as part of the PR19 process revealed that low pressure was the second most common
service failure experienced by customers. The current AMP6 performance commitment for pressure does not
differentiate between those customers who have short term pressureissues, such as thoseexperienced during

hot weather and those that suffer continually.

AMP5 AMP6

2010- 2011- 2012- 2013- 2014- 2015- 2016- 2017- 2018- 20109-
11 12 13 14 15 16 17 18 19 20

North Wales 35.0 49.3 333 42.4 14.3 43.0 14.0 34.0 35.6 35.6

Mid Wales 11.0 11.0 11.0 27.0 26.0 13.0 16.0 18.0 21.0 21.0

HD 46.0 60.3 443 69.4 40.3 56.0 30.0 52.0 56.6 56.6
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Comparative information

In AMP6 six companies (Severn Trent Water, Thames Water, Southern Water, South East Water, Northumbrian
Water and Anglian Water) had measures which covered some aspectof low pressure (often referred to as DG2).
Over the AMP, Southern water has shown the most improvement, witha 23%reductionin properties from2015-
16 t0 2016-17, which has guided our minimum level of improvement.

Furthermore, data on the number of properties experiencing pressure below the minimum standard in each
company’s area from 2016-17 was made available on the Discover Website, for the year 2016-17 (below). The

upper quartile based on this data is highlighted by the red line below.
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We arenot sighted on other companies AMP6 or AMP7 low pressurereduction plans andjustone scheme can
change the number of properties atrisksignificantly. Our bestestimate of the 19/20 UQ positionis 0.5

properties per 10,000 connections. This translates toaround 6 properties for HD.

Rationale for target

The proposed 2024/25 target is to reduce the number of properties at risk of receivinglow pressurefrom 57
(in2019/20)to 41. We are proposingone year glide path to the improved level to reflect the requirement to
have atleast12 months robustdata which will begathered from the additional 200 |oggers thatwe are
installingaround the network during2018/19. This target is stretchingas itrepresents a 26% improvement
andjustas importantly the planned activity during AMP7 will resultin much better data that will allowus to
target a more customer facingPCin AMP8 and beyond.

The target has been established by applying the Ofwat serviceability methodology. This means we have
identified the best historical performance (which occurredin2016/17)and then taken the average between
that year and the followingyear, which was the previous regulatory methodology (Ref Ofwat PR09/38) for

accountingfor some natural variation. This isstretchingas it means the target (42 properties)is 20% lower
than the longterm average (51 properties).
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ODI rationale

Thisis a financial incentive with penalties and rewards. We arenot proposingany deadbands or caps and
collars. The triangulated WTP for a have one property fewer at risk of receivinglow pressureis £ 1,973, leading
to an in-period ODI of £987 per property.

Long term ambition

Indata table Appl we are forecastinga reductioninthe properties at risk of low pressure, with a view to
eliminatethe problem by 2035. This multi-AMP glide path allows us to ensure we find the most cost-effective,
sustained solution to pressureissues for all of our customers.

2.3 Leakage — rationale and evidence

Leakage is theamount of water lostfromthe distribution networkand supply pipes, through lea ks, ina day. This
is a common performance commitment outlined by Ofwat, and will bereported as a three-year average, inline
with the following Ofwat definition.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

Ofwat provided guidancein ‘Delivering Water 2020: Our final methodology for the 2019 price review. Appendix
2: Delivering outcomes for customers’ for setting a stretching leakage target, stating that company’s leakage
performance commitment levels should:

e achieve forecastupper quartile performance (inrelationto leakage per property per day and leakage
per kilometre of main per day) where this is notbeing achieved — or justify why this is notappropriate

e achieve at leasta 15% reduction in leakage (one percentage point more than the largest reduction
commitment at PR14) — or justify why this is not appropriate; and

e achievethe largestactual percentagereduction achieved by the company since PR14 or justify why this
is not appropriate.

Welsh Government has set clear expectations in its statement to Ofwat, which says:

“Ofwat should encourage and incentivise the sustainable and efficient use of water resources, including by
encouraging companies to reduce leakage and consumption where it is cost effective to do so.”

Inaddition to the regulatory guidance, our proposed leakage will beinformed by the requirements of our Water

Resource Management Plan (WRMP), which also has clear guidance that we must follow.
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Customer views

Leakage emerges as a priority for improvement but there is low WTP

Our WTP research shows that reducingleakage is a priority forimprovement for household customers,
however the WTP valuation for household customers is zero in Mid Wales and £0.05 per 1/hh/d in North
Wales.

Reducing leakagealso emerges as a top priorityinthe customer tracker, inthe context of activities weshould

be doing more of inorder to protect orimprove the natural environment.

Inour PC and ODI research we found that 71% of household customers and 69% of non-household customers,
found the proposed target acceptable. This was the lowest acceptability of all the performance commitments
presented, andthere were alsosignificantdifferences for household customers between Mid Wales and North
Wales.The qualitativediscussion gives us someinsightinto why this is the case — customers unanimously
believed that reducing leakageis good, but felt that the current and target level are both stilltoo high, even if
the water company is performing comparatively well. Some customers did however feel that the target
reduction is stretching.

wvww
2. Leakage - acceptability of future target

Acceptability is the lowest of the PCs, with 7 in 10 households (71%) and businesses (69%)
finding this an acceptable target. However this PC is significantly more acceptable in Powys
(81%) than Wrexham (61%).

% customers who think it is acceptable

mOverall mPowys

| Wraxham

The Leakage PC is
significantly more
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than Wrexham (81% df.
61%).

NHH

Seies “Wresham® Paint "NHH
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Stakeholder views

Infeedback on the draft water resource management plan both Ofwat and NRW said that more evidence s
needed to justify why our initial targetof less thana 15% reduction by 2025 was appropriate.

Historical performance

The table below sets out our performance across the two regions and how that compares to the Ofwat PR14
final determination. Note these are the absolutevalues so do not align to the figures given in data table Appl

whichare stated on a 3year rollingaveragein linewith the common definition.

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

Mid Wales in Ml/d 5.4 5.7 7.4 6.5 5.4
Mid Wales FD in Ml/d n/a n/a n/a 5.5 5.4
North-east Wales 6.3 6.9 6.9 7.1 7.1
North-east Wales FD / / / 6.9 6.9
in MI/d n/a n/a n/a . .
Hafren Dyfrdwy in

Ml/d actual and 11.7 12.6 14.3 13.7 12.6

forecast

This shows that we are currently off track compared to the NAV assumed FD, but we aredeveloping plans to
recover this 19/20.

Leakage is one part of the supply demand balancethatform the WRMP. The draft WRMP was produced on the
oldlicenceboundaries and we are currently realigning and will be publishing the final WRMP againstthe new
licenceboundary. Until then we have to consider the component parts:

Inthe Dee ValleyPlan
e the Wrexham zone isinsurplus andforecasttoremainso for atleastthe next 30years;
e we originally proposeda 15%leakagereduction over 10 years to meet customers’ and stakeholders’
expectations that we should be ambitious;and
e we arealreadybeyond our SELL.

Inthe Severn Trent plan
e the Welshareas Llandinam (Water Resource Zone) and Shelton zone (that includes Mid Wales) arein
surplus and forecastto remain so for at leastthe next 30 years;
e we proposed a zero leakagereduction inthese zones inthe STW dWRMP as we are at the Sustainable
Economic level (SELL); and
e consultation feedback was that we should be more ambitious.
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Comparative information

There are significant differences in the methodologies employed by various water companies to determine
leakage intheir distribution networks. The figure below demonstrates that the industry trend shows relatively
stable performance over AMP6. By nature, changes in leakage performance will be relatively small in the
absence of significant innovation, or investment. The greatest annual improvement demonstrated by any
company over the past three years was a 7% reduction, made by Bournemouth water from 2015 to 2016.

However, annual changes on average are much smaller —around 0.34%.
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The consistency work being led by Water UK has provided us with two year’s (2016/17 and 2017/18) of
consistent comparable data. However, even within this reported data there were a number of areas of the
guidelines where companies indicated that they were not fully compliant. The convergence reporting indicates
that broadly the overall range of leakage in the industry has not changed, however, the internal ranking of
companies is likely to, as further consistent data is published. Severn Trent is currently just below average in
leakage performance and Dee Valley is just about upper quartile performance. We estimate the combined
Hafren Dyfrdwy performance is likely to be between the upper quartile and average (based on 17/18 view on

upper quartile).

In the draft WRMP there were 5 companies (HD being one of them) who were not proposing to meet the
challenge of a 15% reduction. Largely this was because these companies arein surplus or leakage was not the
most cost effective way of balancing supply and demand. It is clear that all companies are reconsidering the

challenge of meeting 15% leakage reduction in five years.

Cost benefit analysis

Itis not possibleto carryoutcostbenefit analysisinthe traditionalsenseas WTP to reduce leakage significantly
underestimates the policy pressureand broader valuethat is placed on reducingleakage. WTP in Mid Wales is

0 and in north-east Wales £0.05 per incremental improvement of |/hh/day.

We have costed find and fix activity and then the work that would be needed to hold the improvement, which

is likely to cost around £100k additional opex each year (0.8% annual opex).

Overall rationale for the target

We have listened to stakeholders, customers and policy makers and have included a 15% reductioninleakage
in AMP7. Thisis anincredibly stretching target, given this is alladditional activity thatis not required to meet

33



the supply demand balance. The additionalinvestment we are making in telemetry and instrumentation during
AMP6 will assistus intargetingimprovements ina cost effective way. The target will be achieved by the end of
the AMP7 period with a straightlineglide path as we need to integrate leakage activity into our business as
usual approaches to maximise costefficientdelivery.

ODI rationale

This will bea financialincentive with outperformance payments and underperformance penalties. We are not
proposingany deadbands, caps or collars. Thetriangulated WTP for a reducing leakage by 1 megalitreis
£4,927,leadingto an in-period ODI of £2,464 per megalitre.

Long term ambition

Inlinewith the government aspiration our longterm ambitionis to delivera 50% reductioninleakage by 2045.
This activity will be growing our headroom so we need to continue to assess howthat will contributeto the
longterm security of supply when consideringresilienceinthe round and the shocks and stresses thatcould
affect our ability to deliver servicein the future.

2.4Drought resilience —rationale and evidence

This is a common performance commitment required by Ofwat and defined as the percentage of the population
the company serves that would experience severe supply restrictions (e.g. standpipes or rota cuts)ina 1-in-200
year drought.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

This is @ new measure with no comparable data however, from our water resource management planning
(WRMP) we have some historical data against which to benchmark our targets. As such, this measure belongs
with Cohort 1 as shown in the performance framework which means the target will be based on the higher of

the cost beneficial level or the regulatory/ policy expectation.

Regulatory guidance

This is a common performance commitment set by Ofwat to ensure resilienceagainstseveredroughtrestrictions
(i.e. stand pipes or rota cuts). Welsh Government haven’t made any prescriptive guidance about the level of
drought resiliencethat should be provided, but the Water Strategy for Wales does set out an expectation that
companies should ensure services are resilient and that we should plan for the future, including the impact of
climate change. However, as a comparator Defra has stated the expectation that, in England, performance

should not deteriorate and companies should invest to ensure compliance where required.

As a company whollyin Wales, we (and formally Dee Valley) have been followingthe technical guidancefrom
NRW when developing our draft WRMP19 (published for consultationin March 2018). As part of the
development of the draft WRMP we carried outa problem characterisation exercisewhichidentified a low
level of concernregarding the future water resources situation for both our water resource zones (Wrexham
and Chester). This means that, in agreement with NRW, we were onlyrequired to test our planagainstdrought
scenarios observed inthe historic records included in our baseline DO calculation. As a result, we have planned
our system sothat itcan withstand the drought patterns and severities that have been seen over the last89
years (with a suitable allowance of the impact of climate change) without havingto resortto the additional

measures described in our Drought Plane.g. demand restrictions.

To align with the Ofwat definition of a 1-in-200 year drought event we have had to review our approachand
update the methodology.
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Customer views

We haven’t directly asked customers for their views on the target for this PC, and spontaneously customers do
not expect drought to be something that will happen in Wales. We have talked to them about resilience and
longdurationsupplyinterruptions anditis clear that customers expect us to plan for the future which includes
ensuringwe areresilientto severe drought. They alsosaid thatthey trust us to do the appropriateanalysis and
the carryout the necessary activity to maintain service over the long term. We think this insight supports our

proposed target of ensuring no deterioration to the level of resilience.

Historical information

There is no historically reported data on this measure, but we know that neither Dee Valley has never had a
hosepipeban and Severn Trent haven’t imposed any restrictions on supply becauseofa drought (e.g. hosepipe
bans, use of standpipes or rota cuts) in over 20 years.

We have reviewed the Dee Valley WRMP and the water resource zones feeding our Mid Wales region in the
Severn Trent WRMP to understand the risk of a drought and how that may have changed over time. We have
worked collaboratively with regulators and the wider industry, to assessour risk to drought, using historic
drought events with advanced statistical techniques to simulate theoretical drought events that go beyond our
historic experiences. The full modellingis still ongoing due to the overlap with United Utilities catchments and

the need to align our analysis.

Despite the ongoing modellingwork the information we have indicates that we are currently resilienttoa 1 in
200 year drought event andour 2020 baselinewill indicate that 0% of the population we serve will experience

severe supply restrictions (e.g. standpipes or rota cuts) in a 1-in-200 year drought.

Comparative information
Given this is a new performance commitment proposed by Ofwat for AMP7, we do not have any comparative

information for target setting.

Cost benefit analysis

Itis extremely difficulttoisolatecosts and benefits specifically relatingto maintainingresilienceto drought as a
lot of the activity that reduces long duration interruptions today will also improve the resilience against more
severe drought conditions.Costbenefit has not been used to set the target. We think thisis appropriategiven

we are not proposing any investment to enhance our resilience to drought.

Overall rationale for the target
For AMP7 we will ensure that the level of resilience does not deteriorate and to develop plans to ensure that
we are sufficiently monitoring the indicators that will help us understand if the risk is changing over time (e.g.

because of climate change). This is in line with both government policy and customer expectations.

ODI rationale

This will bea non-financial outcome deliveryincentive. Given our level of performance there is no ability for us
to outperform and delivery of our water resources management plan will ensurethere is no deteriorationin
performance. Regulatory mechanisms exist, through Natural Resources Wales, to ensure we meet this
obligation.
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2.5PCC —-rationale and evidence
This is a common performance commitment proposed by Ofwat and defined as the average amount of water

used by each personthat livesinaresidential property (litres per head per day).

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

The Water Industry Acts93Aplaces a duty on water companies to promote the efficientuse of water. Inaddition,
as part of climate change policy, companies are further being urged to work with customers to reduce their
demand. The national infrastructure commission havestated an ambition for companies to reduce demand to

118 litres per person per day by 2050.

The report by Artesia Consulting prepared for Ofwat in April 18 - https://www.ofwat.gov.uk/wp-

content/uploads/2018/05/The-long-term-potential-for-deep-reductions-in-household-water-demand-report-

by-Artesia-Consulting.pdflooks atvarious options for reducing water use and considers ranges for PCC of 73 to
105 litres/ person/ day by 2065.

The Defra (2018) 25 year Environment Plan says thatcompanies need to incentiviseimproved efficiency and
less personal consumption,and has asked WaterUK to adviseon a PCC target for 2042. Waterwise (2017) have
recently published their strategy for the UK which sets out a blueprintto deliver a visionofa UK inwhichall
people, homes and businesses arewater efficient, and where water is used wisely, every day, everywhere .

Customer views
We haven’t directly asked customers what PCC target they think is appropriate. We have talked to them about

water efficiency and the importance of safeguarding future supplies. They understand this, but they find this
subject difficult to talk about without talking about leakage and how we should reduce wastage before they

consider behaviour changes.

Historical performance

The table below sets out PCC in our North and Mid Wales regions.

2013/14 2014/15 2015/16 2016/17 2017/18 | 5 year ave

North Wales Unmeasured 158.0 154.5 171.0 160.6 161.0 161.0
measured 133.6 132.8 138.7 1351 1384 135.7
Mid Wales Unmeasured 138.3 134.9 138.0 140.1 141.1 138.5
Measured 129.3 126.3 1304 131.7 132.9 130.1
HD Weighted PCC 1425 140.5 149.9 144.5 146.5 144.8

We have taken the average of the PCC between 2013/14and 17/18to useas forecastfor 18/19 and 19/20.
Our proposed baselineentering AMP7 is 144.8 litres/ person/day which converts to 154.9 post consistency.
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Comparative information

The figure below shows the comparative industry data for PCC but using the current individual company
methodologies, which are not all compliant with the new consistent definition. The consistent definition and
reporting guidelines for PCC were published in March 2018. Thus given there is no shadow reporting
performance data available, we have been unable to apply any adjustments based on the change in

methodology.
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Comparative industry information for PCC, using pre-consistency methodology (red dots Hafren Dyfrdwy’s)

This shows we are performing justbelow the industry average. UQ is estimated at 1361/p/d. This is useful
context, but has not been used inisolationtoset the target as the policy positionisthatall companies need to
be more ambitious compared to the past.

Cost benefit analysis

Our PCCis largely targeted through our WRMP strategy, andis heavily dependent on delivery of our leakage
target and the success of our customer education performance commitment will also bekey to succeedingin
reachingthis target. As such, costbenefit analysis hasnotbeen undertaken.

Overall rationale of the target

We areproposingto achievethe 20I/p/dreductionin PCC by 2040, whichis inlinewith the ambition of Defra.
Ifthis rate of improvement is extended to 2065 itis withinthe ranges considered within the Artesia Consulting
report for Ofwat. This results ina reduction of 2.5% inthe next 5years and will bringPCC down to 1511/p/d by
2025.This is stretching given we already have quite high meter penetration, especiallyfora company who
does not have a supply demand deficit. This means we do not have an aggressive demand side programme to
help us achievethis target, which is whatthe companies who do have a deficitwill have.

Long term ambition

This will be kept under review, but our current longterm ambitionis to reduce PCC to 105 |/p/d by 2065.The
annual targets in data table App1 have been straightline profiled between 2020 and 2065.
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ODI rationale
This will bea non-financial outcome deliveryincentive. We do not believe that itis appropriatethatfinancial
incentives areattached to a metric which tracks customer usage.

2.6 Unplanned outage — rationale and evidence

This is a common performance commitment required by Ofwat — and measures the annualised unavailable
flow, based on the peak week production capacity (PWPC), for each company. The actual unplanned outage
should be reported as the temporary loss of peak week production capacityinthe reporting year weighted by
the duration of the loss (in days). The Ofwat unplanned outage guidancecan be found:

https://www.ofwat.gov.uk/publication/reporting-guidance-unplanned-outage/.

We areconfident that, based on current performance, customers will notsee any loss of supply dueto
unplanned outages at our productionsites.

Regulatory guidance

This is a common performance commitment for AMP7 outlined by Ofwat with an expectation that companies
focus on stableassethealth which will be our key objectivein setting targets.

Customer views

Customers understand the importance of maintainingasset health and takinga long term view of
infrastructureimprovements. We have not asked for their views on the specific target.

Historical performance

This measureis designed to assess asset health for water abstraction and water treatment activities (primarily
non-infrastructure). As a new performance commitment, we have not reported on this measure inthe past.

As partof our water resources management planning, we are required to log unplanned and planned outages
at productionsites. The definitions used for this data capture are not directly aligned to those of the
unplanned outage measure, and as such, we canonlyderive an indication of our performance from the latter.
However, the data does enable us to understand the behaviours and activities which may be required to

perform well at this measure.

Inthe former Dee Valleyarea, we alsohave 18 months of data from the assetmanagement system that
captures assetfailurefor treatment works and network pumping station assets. Further analysis hashadto be

done on this data to understand ifthat assetfailureresultedina works outage.
Comparative information
We currently only have one year of industry-wide comparative data for this measure. However, as a new

measure, itis likely thata number of companies are not fully compliantwith the reporting guidelines. As such,
we have refrained from basingour target on a comparative basis.
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Cost benefit analysis

Customers do not recognisea difference between loss of supply dueto network issues, water availability or
assetoutage. During customer engagement the concept of a supplyinterruptionis more intuitively linked to
anissueon the network, suchas a burstpipe. Thisis likely dueto customers being more aware of maintenance
on highways, where they could be inconvenienced, than work undertaken at non-infrastructureassets that

they are not aware of.

As such, we consider the feedback from our customers is not directly relevantto this measure, but more
directly associated with supply interruptions commitments. We have not, therefore, undertaken costbenefit

analysistoset the targets for unplanned outage.

Rationale for target

We areproposingto maintain stableassethealth performance on this measure.

As anassethealth metric our fundamental goal is to remain stablein our performance, as this indicates a
balancebetween investment activities and performanceat a sustainablelevel (other measures suchas supply
interruptions capturethe direct customer impact). As such, our main focus will beto drivedown unplanned
outages inthose areas of our system which are more vulnerable/have less redundancy, for example, where

we have single points of failure.

Further analysis of this data over time will enableus to assess theefficacy of our maintenance strategy and
help us to ensure we get the greatest benefit for our investment. Until we better understand our performance
againstthis measure, our target for AMP7 is to maintain stable performance,

ODI rationale

This is a non-financial incentivefor two mainreasons:

1. The datais not mature enough to confidently assign outperformance payments and
underperformance penalties

2. Our system configuration means that very few assetfailures resultinan outage andas suchitis nota
very customer facing measure.

Long term ambition

We arevery proud of our assetmanagement system that gives us full visibility of our maintainablenon —
infrastructureassets. Wewill continueto monitor the cost savings resultingfromthe system andto builda

caseto understand if expansioninto our Mid Wales area could be the leastwhole lifecostsolution.
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Outcome 3: Safely take your waste away

Summary of performance commitments for this outcome

retained new Removed/ discounted
Mandated by Ofwat -Internal sewer flooding  -Risk of sewer flooding

-Pollution incidents inalin50yearstorm

-Sewer blockages (AH) -Sewer collapses
Customer driven
Company or CCG driven - External sewer flooding

The diagrambelow shows where they all siton the framework, which indicates the primary target setting
methodology.

| Understand customer priorities |

Identify/Develop PC
Yes No

Customers support the Regulator (EA/DWI)
requirement? < requirement for » Customer priority
target?

Very Important ‘/\‘ Important

Yes NO e ———————————— e e e e e
Set target at higher of UQ Set target at median &
or CBA CBA (with cross check)
L R Ry . Blockages s
Set target at Set target at CBA fe—
i Set target at higher of
higher of CBA or getat high CBA and/or expert/model Sewer
regulatory level CBA & historic input (with cross check)
performance P collapses

Internal sewer
flooding, pollution

CBA analysis and/or expert/model input

Risk of sewer floodingin astorm

3.1 Internal sewer flooding — rationale and evidence

Regulatory guidance

Ofwat have retained internal sewer flooding as a common performance commitment because it is one of the
most distressing service failures for customers and reducing itis a very high customer priority. They have
provided guidance stating that companies should propose their commitment levels to be at least the forecast
upper quartile for each year of the price control, but they haven’t specified the actual value, leaving it to
companies to estimate it. This means there is a high likelihood of Ofwat intervening to standardisethe targets

across the industry when they set the final determination.

In March 2018, Ofwat published standard consistentreporting guidelines for internal flooding. This followed a
Water UK led UKWIR project in 2017, following which all companies provided shadow reporting of 2016/17
performance based on consistency guidelines. Given we only have two data points (2016/17 and 2017/18) of
industry comparative data, this introduces a high degree of uncertainty on estimating future upper quartile

performance.
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Customer views

A sewer floodingincidentis the worst service failure that customers can experience. Whilst many customers
have not had direct experience of flooding (none inthe willingness to pay research) they empathise with those
that have, and reducing flooding has consistently (across timeand multipleresearch projects) been a priority for
customers compared to other wastewater measures. For this reason we have classed this as a very important

area for improvement.

In our PC and ODI research 86% of our household customers and 87% of non-household customers have
indicated that they agreed with the proposed target, which represents an upper quartilepositioninrelation to
the rest of the industry. Customers also recognised that problems can be due to customer behaviour, and felt
the delivery of the target should include a focus on education.

Historical performance

Our internal sewer flooding performance has been reasonably stable over the past five years (we haven’t back
castHD performance beyond this). The average performanceis sixincidents per year, none of which arecaused
by lack of hydraulic capacity. In AMPS5 internal sewer flooding was part of the basket of six measures which
formed the basis of assessment of a company’s waste infrastructure serviceability performance, but

performance in Mid Wales has never been reported separately before.

The ODI structurethat was included in Severn Trent’s PR14 Business Planincluded annualrewards and penalties
linked to revenue and has driven us to out-perform againstour commitments earlier in AMP6 than planned. This
target and the ODI rates have been split out for Mid Wales for the last two years of AMP6.

Whilstperformancein Mid Wales has been relatively stable(oscillatingaround six) the overall performancefor
Severn Trent has seen significantimprovement, which indicates the potential customer benefit that can be
delivered through greater, in-depth analysis of our data, improved strategy and covering proactiveand reactive
interventions. Due to the good performance in Mid Wales this has not been anarea for targeted improvement

in the past.
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We have interrogated the system to understand the causeof the incidents —all of them arecategorised as
‘flooding other causes”.The table below drills down further:

2013-14 2014-15 2016-17 2017-18 2018-19 2019-20

forecast forecast

Total number of
sewer flooding 8 6 4 6 7 6 6
incidents

Properties with
repeat flooding
(either inyearor
previous years)

Broken Misuse (1)

private Customer
sewer issue(1)

Blockage (2)

Causeof repeat Misuse (1)

This indicates that of the six properties who suffered repeat flooding between 2013 and 2017 only two of
them could have been prevented - through better workmanship or a proactivecleansing programme. It also
echoes the need for us to focus more on customer education, especially after a firstincident.

During AMP6, the industry worked to improve consistencyin howcompanies measure and calculateinternal
sewer flooding, coordinated by Water UK and working with UKWIR. Followingthis,a jointprojectwith Ofwat
and Water UK was undertaken to further improve the consistency of the definitionand reportingagainstit,
with final outputs published in March 2018.

The refined definition varies fromour previously reported commitment intwo aspects:
e itincludesincidents fromsevere weathers;

e itincludes floodingfrom private pumping stations adoptedin2016.

We arecurrently recalculating whatthe number of incidents would be ifthe new guidanceis applied, but
based on our analysisto date we do not think this will havea material impacton the value.

Comparative Information

Whilst comparative data is available for all waste companies, there are inconsistencies in the way that
companies reported internal sewer floodinginthe past, which makes it hard to draw conclusions over historic,
comparative performance. This has been addressed through a consistency project, led by Water UK and Ofwat

and the new consistent reporting guidelines will be applicable from 2020.

Numbers reported to CCWater are reflective of the number of properties which are flooded, often normalised
to 10,000 connections. This measure has seen gradual improvement with some variability froma few companies
(see figure below taken from https://www.ccwater.org.uk/wp-content/uploads/2017/11/Clear-way-forward-

Delivering-a-resilient-sewerage-and-drainage-system-2016-17.pdf)
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Industry comparison using CCW data

Prior to Business Plan submission at PR14, Ofwat used industry wide data to calculate UQ and made this data
publicly available. Since then, Discover Water has published the number of properties internally flooded by
sewage, however, this number does not include flooding from all sewers that companies are now responsible
for, or where the same property has flooded more than once. These datasets are displayedin the figure below.
Despite variations inreporting we can see thatindustry performance over the pastsixyears has shown gradual
improvement, within which performance in Mid Wales has oscillated around the upper quartile.

Industry comparison of properties flooded by sewage per
10,000 connections

10,000 connections
(%)
[ 1]
[ ]

internal sewer flooding properties/

2011-12 2012-13 2013-14 2014-15 2015-16 2016-17

Industry comparison; red dots denote Mid Wales performance; blue line represents UQ performance.

For AMP7, we recognise the need to target performance whichrepresents future upper quartile performance.
Changes in reporting to the consistentdefinition will introducevariations inindustry performancelevels. This
will create uncertainty in establishing a robust future upper quartile as currently, we only have a single data
point from 2016/17, aligned with the consistent definition.

We have chosento calculatethe future upper quartile by understandingthe performance trends we have seen
over the lastsixyears to understand the levels of improvement we can expect over the next five years.The data
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set in the figure below includes all incidents (repeats and from adopted drains and sewers). Following the law
of diminishing returns, we would anticipate future performance to follow an exponentially decreasing trend,
which slows intherate of improvement as performancereaches frontier. The error of the fitted trend line (taken
as the standard deviations of the residuals between historic actual and historic predicted performance), was
appliedtothe 2024-25 forecast position, to providethe likely range of upper quartile performancefor 2024 -25,

which for HD equates to between four and six incidents.
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Forecast 2024-25 upper quartile performance. Green line denotesaverage performance, red line denotes
upper quartile performance.

Given we only have two data points (2016/17 and 2017/18) of industry comparative data using the updated
definition, there is a high degree of uncertainty, and hence we have taken the central point of 1.4 incidents per
10,000 connections being representative of the future UQ position. This translates to 5.3 incidents per year for
Hafren Dyfrdwy.

Cost benefit analysis

Itis difficultto calculatethe cost beneficial level because the number of incidents is solow. The willingness to
pay research (WTP) asked customers for WTP to move from six incidents to four. However, itis extremely
difficult to identify the activity that would guarantee that improvement. Sewer cleansingis a relatively cost
effective activity,andis very effective where sewers are prone to siltbuilduporin anarea with a high density
of fats, oils and grease driven blockages. That does not tend to be the caseand most misuse events are related
to sanitary products, which are much harder to target. We can also cost to enhance our education programme
or enforcement activity, but when the numbers are so low itis very difficultto estimate its effectiveness down
to single property movements.

The conclusionisthatwhilstwe will seek to drive efficiencies through the programme itis not possibleto use
costbenefit to set the target.

Overall rationale
In summary, our rationale for setting targets for internal sewer flooding is guided by Ofwat guidance and

customer views - forecast upper quartile for each year of the price control.

We have calculated our forecastupper quartile positionsusingthe previous six years’ historic data, adjusted to
reflect new reporting methodologies,and fittinga trend line up to 2024-25. Allowing for uncertainty, this is likely
to resultin a target of between four and six. We originally proposed a target of five as being representative of



the mid-point. Followingchallenge from the CCG about the number of repeat incidents that make up the total
numbers we have reconsidered the target and consider a target of 23 over the fiveyear period (represents c4.5
incidents per year) to be an appropriatebalance of risk. The majority of the repeat incidents arenot within our

control, so a target that expected complete removal of repeat incidents would not be a fair balance of risk.

Inconclusion, we have set our target at the top (best) end of the upper quartilerangefor 2024-25 atan average
of 4.5 incidents per year (23 incidents in total for AMP7), based on (i) customer views outlining the importance
of this measure (ii) going beyond this would not be a fair balanceof risk and this will also be going beyond upper
quartile performance, and (iii) data uncertainty related to having a single data point (2016-17) of comparative
data.

Long term ambition

Given the low number of total incidents that occur across our geographically sparse operating area itis very
difficultto show stretchingambitionin terms of the overall number of incidents. We areforecastingthat we will
reduce the total number of incidents over a fiveyear periodto 23 during AMP7, 20 in AMPS8, 18 in AMP9 and 16
during AMP10.

ODI rationale

The triangulated WTP for internal sewer floodingincidents is £2,074 per incident. As this metric is reported on
anormalised basis per 10,000 sewer connections, the WTP becomes £6,993 per 10,000 connections given the
expected number of connected properties will average 33,724 over AMP7. On anin-period basis, the ODI
would be £3,497.

Exceptionally, this incentive will apply end-of-AMP, to provide for a sufficiently challenging PCthathas the
supportof CCG, specifically by takingaccountof the very small numbers involved. This leads us to an end-of-
AMP ODI of £17,482 per incident per 10,000 connections.

3.2 Wastewater Pollution Incidents (cat 1-3) —rationale and evidence

This is a Common Performance Commitment outlined by Ofwat. Itis a measure of the number of category 1 —
3 pollutionincidents per 10,000km of wastewater network as reported to the Environment Agency / Natural
Resources Wales.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pd f

Regulatory guidance

Ofwat have retained pollution incidents as a common performance commitment becauseitis a key metric of
impact on the environment.

Ofwat has provided further guidancethat companies should target at leastthe forecastupper quartilefor each
year of the price control. Ofwat has not issued guidance to support how companies should estimate forecast
upper quartile but challenged each company to demonstrate that the targets they have set, and the analysis

undertaken to derive them, assumes a stretching level of improvement across the industry.

Welsh Government and NRW have set out clear expectations that companies mustmaintain the high standards
achieved in reducing point source pollution and should be doing more in collaboration with other parties to
tackle diffuse pollution, but there is no specific target or standard.
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Customer views

Customer research shows that customers arewilling to pay to reduce pollution (from 10 to seven), although this
is a lower priority for household and non-household customers compared to other waste measures such as
internal sewer flooding. For this reason we have classified the improvement in performance as an important
priority. In the PC/ODI research we found that 81% of household and 77% of non-household customers found
the proposed target (seven incidents) acceptable. Thequalitativeresearch gives us someinsightinto this —most
customers feel pollutionincidents arerare but inevitable and some think that everything possibleis already

being done to prevent it happening.

Historical performance

The table below sets out the performance in Mid Wales during AMP6, splitbetween serious incidents (cat1

and 2) and category three incidents.

Category

Cat1& 2 (serious) 0 0 0 0 (FD) 0 (FD)

Cat3 9 9 7 8 (full year 8
equivalent) (FD 10)
(FD 10)

Number of cat 1-3 pollution incidents (Powys)
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Number of category 1-3 pollution incidents in Mid Wales

We arecurrently outperforming the AMP6 commitment and whilstthe final determinationis setat 10
incidents (all cat3) we anticipate holdingthe current performance stable. Note that the 2018/19 target is set
at five for Hafren Dyfrdwy to take accountof the licencechangecominginto effect from 1stJuly 2018 — the full
year equivalenttarget is 10.
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A review of the 2017 performance shows that four of the seven incidents were caused by misuse. This is

typical of the historical performance.

Incident Date  Confirmed Source Primary cause of asset Failure Cause of blockage
18/01/2017 Foul Sewer Blockage

05/04/2017 Foul Sewer Blockage Sanitary
18/04/2017 Combined Sewer Overflow (CSO) Blockage Sanitary
30/05/2017 Sewage Treatment Works Blockage Debris
26/06/2017 Combined Sewer Overflow (CSO) Blockage Sanitary
27/06/2017 Water Distribution Main Pipe Burst

14/10/2017 Combined Sewer Overflow (CSO) Blockage Sanitary

Comparative Information

The number of pollutionincidents isrecorded and verified by NRW. The NRW’s definitionis exactly the sameas
the EA definition and therefore performance is directly comparableacrossallcompanies inEngland and Wales.
The adoption of public drains and sewers in 2012 is likely to have contributed some variability over that time
period, and therefore we have focussed our analysis on performance over the pastfour years. In addition to
this,inJanuary 2013, the Environment Agency revised the guidanceon recordingand categorisingself-reported
pollution incidents. This change was also applied to pollutions in Mid Wales. There is some concern about the
consistencyinthe assumed length of transferred sewers, but no adjustment has been made to take accountof
this.

Over the pastfouryears there has been a dramaticimprovement in performance across theindustry. The upper
quartile position moved from 61.5 incidents per 10,000 km in 2013 to 28 per 10,000 km in 2016, representing a
more than 50% reduction (figure below). The greatest performance improvement was made by Southern Water,
whose performance reduced by 76% over the four years. There has also been a notable decrease inthe range
of performance, from 219 incidents in 2013 to 93 incidents per 10,000 km in 2016. This is due, predominantly,

to the significantimprovements in the worst performers of the industry.
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denote other companies.
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We have calculated the future upper quartile by understandingthe performance trends we have seen over the
lastsix years tounderstand the levels ofimprovement we can expect over the next five years. We estimate the
future UQ to be between 1.5 to two incidents for HD.

Cost benefit analysis

The low willingnessto pay for improvement means that reducing pollution further would not be cost
beneficial.Givenitis a statutory obligation we must ensure at leastno deteriorationin performance.

Rationale for target

We are proposing a target of 6.4 incidents per year (added stretch from our proposal of seven):

We do acknowledge that reducing pollution is important and a key part of our company values is to show
environmental leadership and we have considered the challenges raised by the CCG. We have added an
additional stretch which equates to a target of 6.4 incidents per year —which allows a glide path between seven
and sixincidents per year. However we do not think it would be a cost effective use of customers’ money ora

fair balance of risk to target the UQ of 1.5 to two incidents for the following reasons:

e to achievea target of two we would have to actually achievezero pollutions caused by our assets and
pre-empt and prevent two incidents caused by misuse each year. Pre-empting misuse is incredibly
difficult when the numbers are so low;

e to achieve anythingless than seven means that actually the target is less than three (given four are
caused by misuse);

e ifthe numbers were higher we would commit to a bigger % reduction. Across the wider company we
have seen successful results from targeted education about sewer misuse. But the chances of us
proactively identifying the specific three people is extremely slim;

e whilstitisimportant,itis nota customer priority. Between 77% and 81% of customers are happy with
a target of seven; and

e the valueof UQis normalised using sewer length whichis sensitiveto our assumption about the length
of adopted sewers (PDaS). Compared to others across the industry our forecastis conservative.

ODI rationale

We proposethis as a financialincentive with both outperformance payments and underperformance
penalties. Given the small number of incidents we are proposingthis as an end of AMP target to ensure the

application of the incentives doesn’t create unnecessary bill volatility.

The triangulated WTP for reducing pollutionincidentsis£1,117 perincidentper year. As this metric is reported
on anormalised basis per 10,000 km of waste network, the WTP becomes £57 per incident per 10,000 km of
waste network given the expected network length will be513 km in AMP7. Accordingly, the in-period ODI
would will £29.00 per incident per 10,000 km of waste network.

3.3 Sewer blockages —rationale and evidence

This is the total number of sewer blockages on the sewer network (including sewers transferred in 2011)
reported on a financial year basis. This PCwas selected from the assethealth long listproposed by Ofwat, and
thus is consistent with the definition published on the Ofwat website:
https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf
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Regulatory guidance
As a bespoke performance commitment there is nospecific regulatory guidancefor this measure. Given thisis
anassethealth metric, companies would be expected to deliver stable performance or providea high level of

customer support to demonstrate the need for investment to improve performance.

Customer views

Our customers have told us that they trust us to identify issues and makeappropriateplans to maintain service
for the longterm. Inour annual tracker, 88% of customers said they trustus to investresponsiblyin our network
for the future. We tested this further inthe deliberativeresearch onassethealthandresilience, where we found
that customers do have an overall appreciation of the extent of assets a water company is responsiblefor. Most
of the workshop participants felt we should be taking a proactive to mid-ground approach when maintaining
our assets — a purely reactive investment approach is not deemed acceptable where an essential service is
involved. Overall theservicethey receiveresonates with customers more than the state of the assets themselves

—although it was expected that eventually they would experience issues if assets were not maintained.

However given one of the most common root causes of a sewer blockage is customer misuse we did ask

customers about our blockages target.

Almost ninein 10 (88%) households and businesses found our proposed target (300 blockages/year) acceptable.
There is no difference in acceptability levels between households and non-households. Customers feel it is

reflective of what they would want it to be. The common themes include:

e customers feel that public educationis important, as this is fundamental to the root cause of this

issue;
e aswith sewer flooding,it should be made clearer that numbers shown arescaled to the size of the

water company as this causes some confusion;and
e customers suggest the sizeand resultantimpact of the blockageshould be taken into accountwhen
measuring performance.

Historical performance

The tablebelow sets out performance since2011-12. Performance has been estimated based on a scaling of the
Seven Trent performance to Mid Wales assets. The figure below shows that the deterioration seen between
2011-12 and 2013-14 has been recovered and performance has stabilised atthe level expected in our PR14 final
determination. It is also worth noting that the step up between 2011-12 and 2012-13 also coincides with the
transfer period when we adopted the private drains and sewers. We are forecastingto meet the targets for the
final two years of AMP6; maintainingthis significantimprovement delivered over the previous few years will be

stretching.
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Sewer blockages performance
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Historical performance in sewer blockages

Comparative information

Sewer blockages is an AMP6 performance commitment for most companies and itwas partof the waste water
infrastructureserviceability basketpriorto 2015-16. This means there is historical and comparativeinformation
to drawinsightand guide targets. The data in the figure below shows that the worst performers inthe industry
have improved, but overall the average performance has remained fairly stable over the recent past — this
reflects the previous regulatory regime which was to maintain stable performance.

Industry sewer blockage performance
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Comparative sewer blockage performance

Comparatively Hafren Dyfrdwy has improved, but itshould be noted that becausethis measureis normalised by
sewer length our relative position is very sensitive due to tour comparatively very short sewer length, which
means a small changein sewer length can have a material impact on our comparative position. This issue is
exacerbated by the factthatall companies have madeassumptionsabouttheincreaseinsewer length as a result

of the private drains and sewers that were adopted in 2011 and our assumptionis comparatively conservative.

We have trended the minor improvement in performance to end of AMP6 and estimate that 2019-20 upper

quartileis likely to bearound 450 blockages per 1000km. Industry averageis around 540 blockages per 1000km.
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Cost benefit analysis
Cost benefit analysis has notbeen undertaken on this PC because itis difficultto valuethe customer benefit
andthe Ofwat expenditure assumptions arebased on achievingstable performance. Customer valueis

assessedinthe correspondingserviceimprovement (e.g. sewer floodingand pollutionincidents).

Overall rationale for target
We areproposingan AMP7 target of 544 blockages per 1000km (which equates to 276 blockages based on 2017-
18 sewer length). This is appropriate because:

e itrepresents a 6% improvement from the forecast 2019-20 position;

e cost assumptions are based on activity needed to maintain stable performance, so this 6%
improvement will be delivered at no extra cost to customers; and

e around halfofthe pollutionandsewer floodingincidents arecaused by customer misuse which creates
the blockage, which means the scope to improve the customer facingservice by proactively targeting
blockages is limited. This is becauseitis very difficultto predict where the misuseis goingto occur and
therefore target sewer cleansing activity.

Long term ambition

Our ambition for this commitment is to ensure stability in our performance of the medium and longterm. As
such we are proposingto hold flatthe target across AMP7 to AMP10.

ODI rationale

This will be an outperformance payment and underperformance penalty ODI. The penalty protects customers
from under delivery and the reward provides us with anincentiveto further target and reduce blockages to drive
improvement in sewer flooding and pollution.

We are proposingthat thisis an end of AMP reconciliationdueto annual fluctuations thatclosely correlateto

the weather that could drive unnecessary volatility in bills.

Performance relatingto areas of that have, atmost, distantinteractions with customers make itdifficultto
obtain meaningful and logical WTP from customers. Consequently, for sewer blockages we have derived its
ODI from the rate applied to Severn Trent at PR14 on anin-period basis.

At PR14, the Severn Trent rate was £2,079 per blockage.In2017/18 prices this would be £2,336. Then, to
attribute an appropriate proportion to Hafren Dyfrdwy, itis necessarytoadjustthis amount accordingthe

PR19 RCV of Hafren Dyfrdwy’s waste business, as a proportion of Severn Trent’s (0.13%). This givesanin-
period ODI valueof £3.05. As this PCis onan end-of-AMP basis, the ODI will be £15.24 per sewer blockage.

3.4 Sewer collapses —rationale and evidence
This is a common performance commitment outlined by Ofwat, which is a measure of the number of sewer
collapses per 1,000 km of all sewers causinganimpactonserviceto customers or the environment.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

This is one of four mandatory assethealth metrics and whilstthere is nospecific guidanceontarget setting, itis

important to maintain stable asset health.
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Customer views

Our customers have told us that they trust us to identify issues and makeappropriate plans to maintain service
forthe longterm. Inour annual tracker, 88% of customers said they trustus to investresponsiblyin our network
for the future. We tested this further in the deliberativeresearch on assethealth andresilience, where we found
that customers do have an overall appreciation of the extent of assets a water company is responsiblefor. Most
of the workshop participants felt we should be taking a proactive to mid-ground approach when maintaining
our assets — a purely reactive investment approach is not deemed acceptable where an essential service is
involved. Overall theservicethey receiveresonates with customers more than the state of the assets themselves
—although it was expected that eventually they would experience issues if assets were not maintained.

We did not explicitly ask for their views on the targets for sewer collapses for two reasons:

1. Itisnotacustomer facingmeasure(we areata level where further targeting of collapses wouldn’t have
an impact on the customer facing measures such as sewer flooding or pollution in the short term).
Customers have told us they expect us to carry out maintenance such that we don’t store up problems
for the future.

2. We are striving to identify the economic level of collapses — we are trying to balance the long term
stability of the network with the relatively high cost of sewer replacement. Customers do not have
enough information to make this choiceanditundermines our credibility even asking them. During the
asset health workshops (not specifically on the topic of collapses) several customers responded with
“isn’tityour job, why are you asking us?”

Historical performance

Performance in Mid Wales has been estimated based on a prorating of Severn Trent collapses, scaled to reflect
the scale(sewer length). Performance is shownin thefigure below. During AMP5, the number of sewer collapses
on our network was a key serviceability performance indicator. Performanceis reasonably stable with a very
slightincreasein the long term average over time. Sewer collapses is not an AMP6 performance commitment.

We have reviewed our reporting process and rolled out additional training and assurance checks to improve
data collection and assurance. This work has been done alongside currentefforts towards consistentreporting

for sewer collapses, headed by Water UK.

Sewer collapse performance
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Comparative information

All water companies have recorded and reported sewer collapses over the previous 10 years. However, recent
work towards consistency for PR19 reporting, led by Water UK, has highlighted notable discrepancies between
how companies identify and classify sewer collapses. These discrepancies could be a contributing factor to the
large variability observed in the industry performance (see figure below).

Irrespective of reporting discrepancies, itis clear thatthe number of sewer collapses reported by companies
remains relatively stable over the past10 years.The adoption of publicdrainsand sewersin 2011 causeda
notableincreasein some companies’ performance, and alsoled to anapproximate30% increaseinthe
number of sewer collapses acrosstheSevern Trent network. Yet after justa few years, most companies
returned to the performance level seen before the adoption. Over the pastfour years the average
improvement across theindustry was 11%.
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Comparative collapse data, red dots show Hafren Dyfrdwy

We arenot required to target upper quartile performance and we do not think itwould benefit customers to
do so. However the data shows that UQ performance varies, averagingat5.0/1000km. Industry average
performance over this time period is approximately 10.6 per 1,000km. This shows that our current
performance oscillates between upper quartileandindustry average.

Cost benefit analysis

Costbenefit analysis has notbeen undertaken on this PCbecauseitis difficultto valuethe customer benefit and
the Ofwat expenditure assumptions arebased on achievingstable performance. Customer valueis assessedin
the corresponding service improvement (e.g. sewer flooding and pollution incidents).

Overall rationale for the target
We are proposing to hold current (between 2015-16 and 2017-18) performance stable, which equates to four

collapses in total (or eight per 1,000km for the normalised measure). We think this is appropriate because:

e itrepresents stable performance;

e the absolute number of collapses is very small (four per year) which makes proactively reducing this
number very difficult; and

e further reduction would not resultin improved service for customers.
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Cost benefit analysis
Our ambition for this commitment is to ensure stability in our performance of the medium and longterm. As
such we are proposingto hold flatthe target across AMP7 to AMP10.

ODI rationale

This will be an outperformance payment and underperformance penalty ODI. The penalty protects customers
from under delivery and thereward provides us with anincentivetoimprove our predictive capabilities to better
target collapses if we think we can drive improvement in sewer flooding and pollution.

We are proposing that this is an end of AMP reconciliation due to the very small numbers.

Sewer collapses isanother performance attribute that has distantinteractions with customers, hence it does
not have WTP valuations. So, for sewer collapses we have derived its ODI from the rate applied that will apply
to Severn Trent at PR19 on anin-period basis. Neither Dee Valley nor Severn Trent had a financial ODI at PR14.

At PR19, we have proposed for Severn Trent an ODI rate of £982,785 per collapseper 1,000 km of sewer. To
allocatea logical proportion to Hafren Dyfrdwy, we have adjusted this accordingto Hafren Dyfrdwy’s PR19
waste business RCV, as a proportion of Severn Trent’s (0.13%). This gives anin-period ODI of £1,281. As the PC
will be measured end-of-AMP, the ODI will be £6,405 per collapse per 1,000 km of sewer.

3.5 Risk of sewer floodingina 1in 50 year storm—rationale and evidence

This is a Common Performance Commitment outlined by Ofwat, which is a measure of the percentage of
population atrisk of sewer floodingina 1-in-50 year storm. Itis the measurethat Ofwathas selected to represent
waste water resilience. As a new performance commitment, there is no historical or comparativedata for this

measure. As such it belongs to cohort 7.

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance
This is a new metric and the methodology is likely to develop as we and Ofwat better understand the data and
the application of this metric. As such, there is no regulatory guidance regarding targets for this performance

commitment.

Customer views

We haven’t directly asked customers for their views on an appropriate target for this measure. This is in part
due to the time it has taken to consider the riskand estimate the current performance andthe lack of data we
have to share with customers to help to understand what the optimum level of resilienceis. W e do know that
customers place a high priority on reducing sewer flooding and they also have an expectation that we will be
takingresponsibleaction and making plans to ensure we continueto providea high level of service over the long
term. This has in part helped shape the target of ensuring no deterioration by holding performance stable
through to 2024/25.

Historical performance

As a new performance commitment, we have never previously collected or reported data inthis way. Inorder
to establish a baselineposition we have applied the methodology set out inthe agreed industry approach
developed in conjunction with Ofwat. This approach also takes into accountcatchment characteristics to

identify properties determined to be atriskinthe highest vulnerability bands.
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We have 50 catchments across Wales, serving a population of justunder 50,000 people, of which four
catchments (Knighton, Landiloes, Newtown and Welshpool)areabove the 2,000 population equivalent
threshold for inclusionin this metric, covering a total population of 31, 000. This means 38% of the population

is currently excluded from the calculation in order to comply with the industry definition.
This resultsinarisk of 6.64% of the populationserved at risk of sewer floodingata 1in50year storm.

This metric is a key input to DWMPs which are currently being produced and developed to inform future plans.

Comparative information

We do not have any other companies’ current performance or planned changes for this measure. However the
methodology for calculating this metric was developed by Atkins, on behalf of Water UK, with a steering group
consisting of Ofwat, Environment Agency and sewerage companies, which demonstrates a collaborativeand

joined up approach.

The performance between companies is likely tovary considerably becausethe riskvaries depending on the
characteristicsin thecatchment. Due to these differences we are not using comparativeinformation as the

basis of the target.

Cost benefit analysis

Itis extremely difficulttoisolatecosts and benefits specifically relatingto the riskof a 1in 50 year stormas most
of the activity thatreduces sewer floodingtoday will alsoimprove the resilience against more severe weather.

Cost benefit has not been used to set the target.

Overall rationale of the target

We areproposingto hold the 6.64% stablethroughout the 5 year period. We believe thisis anappropriateand
necessary target as we do the followingto improve our data and develop plans needed for the DWMPs that

will be part of the PR24 framework.
During AMP7 we will be:

a) reviewing the results of modelling;

b) usethislearningcombined with what we know about our catchments to refine the metric with Ofwat
and other companies;and

c) develop catchment strategies to feed into PR24.

Long term ambition

Itis importantto improve the robustness of the data andto build the DWMP so that a complete and accurate
assessmentcan be made. Therefore inthe tablewe are forecastingthe longterm performance to remain
stableat 6.64%. In reality we will look to reduce this risk, but we do not have enough information to make a

sensible estimate.

ODI rationale

This will bea non-financial measureas the data is not robustenough to drive financial incentives during this

development phase.
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Outcome 4: Thriving environment

When we discussed this outcome with customers we found that the title didn’t immediately resonate with
them and they welcomed further clarification on the activities wewould be undertaking to deliverit. In
general the full link between water company activities and the environment is not front of mind for customers,
but as we explore “a thriving environment” further we find that customers are generally supportive of the

outcome, andfeel it's animportant priority for the company to have.

Our research shows that customers valuethe natural environment, and feel thatitis importantto protect it
for future generations. For those who liveinrural areas, the environment plays a key rolein daily life.
Therefore, they expect their water company to be avoidinganyadverseimpacton the environment (including
ensure we continue to comply with statutory obligations)and to be protecting water as animportant resource
for Wales. Improvements such as enhancingbiodiversity and improving river water qualityarealsovalued by
customers, and there is anappetite for more information on positive environmental impacts.

Summary of performance commitments for this outcome

Retained New Removed/ discounted
Mandated by Ofwat Treatment works Satisfactorysludge
compliance disposal
Customer driven n/a n/a
Company or CCG driven Hectares managed for
biodiversity

Length of river improved

The diagrambelow shows where they all siton the framework, whichindicates the primary target setting
methodology.

| Understand customer priorities |

Identify/Develop PC
Yes No
Customers support the Regulator (EA/DWI)
requirement? < requirement for ¥ Customer priority
target?
Very Important /\‘ Important
Yes No e mmmmmm e m e m e m e mem——————————————
Set target at higher of UQ Set target at median &
or CBA CBA (with cross check)
A I L
Set target at Set target at CBA 7
higher of CBA or Settarget at_ hlgf_\er & CBA and/or expert/model
e oLy leel CBA & historic input (with cross check)
performance P

Treatment works | T T --
compliance, CBA analysis and/or expert/model input
satisfactory sludge
disposal, length of
river improved

Hectares managed for biodiversity
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Three of the four measures inthis outcome relate to statutory obligations and therefore the targets arebased
on either the minimum regulatory expectation or the costbeneficial level (the benefit to customers or the
environment outweigh the cost of delivery)ifthat results ina more stretching target. One measure fallsinto
the category of a new innovative measure (biodiversity enhancement) as itis noteasily compared and there is
no/little historicalinformation on which to basea target. Inthis casethe target is based on a combination for
CBA and expert judgment (whichinthis casedraws on expertise from RSBP, HD employees with expertisein
ecology and NRW).

Proposed improvements

Performance commitment Unit Forecast PC level (2025) Improvement
(2020)

Treatment works compliance % 97.5 100 Stable (within range)

Satisfactorysludgedisposal % 100 100 Stable

Length of riverimproved Km n/a 21.9 n/a

Hectares improved for Hectares n/a 450 n/a

biodiversity

4.1 Treatment works compliance — rationale and evidence

Treatment works complianceis a common performance commitment required by Ofwat within the standard
suite of four assethealth measures. Itis defined by Ofwat as the percentage permit compliance of both water
and wastewater treatment works reported inthe annual Environmental Performance Assessment (EPA) by the
Environment Agency and Natural Resources Wales as per EPA definition (EPA methodology (version 3)
November 2017). The EPA methodology calls this measure ‘discharge permit compliance (numeric)’. The full

definition can be found here:

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Appendix-2-Outcomes-FM-final.pdf

Regulatory guidance

There is a regulatory expectation thatour performance target will besetto achieve 100% compliance. NRW uses
a banding system and expect all companies to achieve performance within the green range as outlined below:

e >99% - green performance within EPA

e 97%-99% amber performance within EPA
e <97% - red performance within EPA

Customer views

Whilst the environment runs through all levels of the hierarchy of needs, this measure falls firmly in the basic
needs category. Fulfilling basic needs will meet customers’ expectations but will not improve satisfaction,
whereas failing to meet these needs could drive dissatisfaction.

We consider that this requirement is supported by customers, since our research consistently shows that
customers valuethe natural environment and expect us to ensure our actions comply with statutory obligations
and avoid any environmental harm. However we did not explicitly ask customers about our proposed
performance commitment level becausethe regulatory expectation is 100% so there is no scope for customers
to influence the target. As such we have classified it as low importance as compliance is expected as a given.
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Historical performance

Historical performance has been stable, typically at 100%, but due to the low numbers of works it means that
each works represents 2.3% points. This means to perform within the EPA ‘green’ range all works must be
compliant. Just one works failing results in 97.7% compliance which equates to amber performance and two
works failing equates to 95.4% which is classed as red performance.

Historical performance

Premise type 2014 2015 2016 2017

Sewage treatment 43 43 43 43

Total discharges

Water treatment 6 6 6 6
Sewage treatment compliancefailure 0 0 0 0
Water treatment compliancefailure 1 0 0 0
% compliance 100% 100% 100%

We alsotrack the underlying performance to monitor the trend in minor exceedances that are allowable within
the EPA measurement. For the last three years there were between three and four samples which had either
borderline or one-off minor exceedances. This shows that performance is stable and not declining over time.

Comparative Information

This data is comparableand reported annually to the EAand NRW. For two of the three years we areperforming
at the frontier and in one we would have been in the lower quartile (due to one compliance failure). This
demonstrates the difficultlyin comparingthe Hafren Dyfrdwy performance with the rest of the industry due to
the material difference in the number of works that have discharge permits.

Treatment works compliance
100
99 I ST RS-
98
97 e e

96

% compliance

95
94
93

92
2013 2014 2015 2016

Industry Comparison Using MD109 (EA/ NRW) data. (Red dots represent Hafren Dyfrdwy, black spots are all
of the other water and sewage companies. The green and amber dotted lines represent the EPA banding.)
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Upper quartile performance (between 2014 and 2016) ranges between 97.85% and 98.8% (2013 has been
excluded because performance was considerably worsethan the historic trend). We think future upper quartile
is likely to converge towards the top end of 98.8%.

Itis worth noting that there are other appointees of a similar size to Hafren Dyfrdwy that are notincludedin the
EPA on the grounds of incomparability. We are discussing the merits and options for developing a more
appropriate comparative tool for smaller appointees. We think there is value in comparable and transparent

reporting and we think we could contribute to driving improvement across this currently unreported area.

Cost benefit analysis
Given this is a regulatory requirement with an expected compliance of 100% and we are already carrying out

appropriate inspection and maintenance to deliver this we have not carried out cost benefitanalysis.

Overall target rationale

In summary, our rationale for setting targets for treatment works compliance is to reflect the regulatory
expectation of 100%. This target is beyond upper quartile performance and is likely to remain the case during
the next five years.

We are also proposinga deadband (where no penalty will apply) thatis equivalentto one works failing as this is
a fair balance of risk. This is a more stretching deadband than is the case during AMP6, which is 95.3%.

Long term ambition
We will continueto target 100% compliance with this measure throughout future AMP periods whilstit

remains a regulatory requirement andis one of our suite of performance commitments.

ODl rationale
We are proposingthatthisis a penaltyonly ODI thatis applied each year.This is because any NRW enforcement

would occur in the year the non-compliance occurred and therefore this has been mirrored.

Performance relatingto areas of compliancethathave littleinteraction with customers make it difficultto
obtain meaningful and logical WTP from customers. Consequently, for treatment works compliance we have
derived its ODI from the rate applied to Severn Trent at PR14 on anin-period basis.

Itis very difficulttoallocatea financial value for the penalty. We do not have WTP and do not think that would
be appropriategiven the main purpose of this is to avoid environmental damage rather than a direct customer
facingmeasure. Itis very difficulttovalue the cost of any environmental damage behaviours and performance
has consistently been 100%.

At PR14, the Severn Trent rate was £1,400,000 per 1% failure.In2017/18 prices this would be £1,572,783.
Then, to attribute an appropriate proportion to Hafren Dyfrdwy, itis necessarytoadjustthis amountaccording
the PR19 RCV of Hafren Dyfrdwy’s waste business, as a proportion of Severn Trent’s (0.13%). This gives an in-
period ODI value of £2,053 per 1% failure.

4.2 Satisfactory sludge disposal

The core objective of our bioresources pricecontrol is to ensure the safetreatment and disposal of sludge
(biosolids). Therefore the performance commitment is a measure of compliancewith sludgeuse and disposal
standards as per the Environmental Performance Assessment (EPA) definition (EPA methodology (version 3),
November 2017).

Hafren Dyfrdwy doesn’t have any sludgeassets and transports all of its sludge for treatment in England.

59



Regulatory guidance

There is a regulatory expectation that our performance target will beset to achieve full compliance. With
reference to the performance framework this means the target will beguided by NRW.

Customer views

Whilstthe environment runs through all levels of the hierarchy of needs, this measure falls firmly in the basic
needs category. Fulfilling basicneeds will meet customers’ expectations but will notimprove satisfaction,
whereas failingto meet these needs could drive dissatisfaction.

We consider thatthis requirement is supported by customers, sinceour research consistently shows that
customers valuethe natural environment and expect us to ensure our actions comply with statutory
obligations and avoid any environmental harm. However we did not explicitly ask customers aboutour
proposed performance commitment level becausethe regulatory expectationsis 100%so there is noscope for
customers to influencethe target. As such we have classifieditas lowimportance as complianceis expected as

agiven.

Historical performance

Over the last four years, performance in Mid Wales has consistently delivered 100% compliance, which falls
within the EPA green performance band as outlined below.

Satisfactory sludge disposal
100 [} L ] [} L ] L ]
99.5
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98.5

% compliance
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96.5

96

95.5
2013 2014 2015 2016 2017

Historical performance in Mid Wales relative to EPA green and amber banding

We aim to continue with our strategy of transporting sludge for treatment due to the small volumes. This
strategy should enable us to maintain 100% performance through AMP6 and therefore our 2020 forecast

performanceis 100%.
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Comparative information
Given the importance of complying with regulatory guidance on sludge, the industry has demonstrated stable
performance levels with only three companies delivering performance below 100% in the last four years.

Company Performance of Satisfactory Sludge Disposal (%)
100.02
100
99.98
99.96
99.94
99.92
99.9
99.88
99.86
99.84
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v & & o °§ ~ ©
‘;0* 2 )
m2013 W2014 W2015 M2016

Comparative performance of Satisfactory Sludge Disposal

Cost benefit analysis

Given thisis a regulatory requirement targeted at 100% compliancelevels, we have not undertaken a cost
benefit assessment.

However we have carried out a costcomparison between trading with Severn Trent compared to trading with
DCWW to ensure our customers get the best deal possible.

Overall rationale for target

The target is based on continuingto achieve 100% compliance, therefore maintaining our green performance
level within the EPA. This represents the best possible performance.

We arenot proposinga deadband, which demonstrates our commitment and stretching target.

Long term ambition

We will continueto target 100% compliance with this measure throughout future AMP periods whilstit
remains a regulatory requirement andis one of our suite of performance commitments.

ODI Rationale

We are proposing that this is a non-financial incentive for two main reasons:

1. There arecontrolsinplace(inthis casebythe EA becausetreatment and disposaloccurs in England) to
hold us to account.
2. ltis not possibleto setan ODI rate:
e We cannot set an RCV recovery because the sludge RCV is zero as Hafren Dyfrdwy doesn’t have
any sludge assets.
e Wecannotseta revenue recovery rate becausethisis nota customer facing measure, emphasised
by the fact that the sludge is treated and disposed of remotely from our customers.
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4.3 Length of river improved

Thisis a new, bespoke PCincluded to reflect the key obligationsthatform part of our NEP. Itis the length of
river (measured in km) benefitting from quality improvement work undertaken by Hafren Dyfrdwy to meet
Water Framework Directive (WFD) objectives.

Regulatory guidance

Both the definition and the target have been developed in conjunction with NRW and therefore the target will
be based on the regulatory expectations as defined inthe NEP.

The target and the delivery dates are set out by NRW and we have reflected the latestversion (v3 March 2018)
inour plan.

The Ofwat guidance alsorequires us to consider appropriatetreatment for uncertainty and as the final NEP
(and River Basin Management Plans) will notbe finalised until 2022 this performance commitment has been
included sothat money can be returned to customers ifthe schemes aredeemed no longer costbeneficial.

Customer views

Within the willingness to payresearch, river water quality improvements emerges as a medium level priority
for customers. Inthe PC and ODI research the proposed improvement target linked to the Water Framework
Directivewas acceptableto 83% of household customers, and 87% of non-household customers. Within the
qualitative discussion mostbelieved this is a valuable performance commitment, but were keen for more
information, for example on the scaleofimprovement planned,the current status of the river and whichrivers
would be targeted.

Historical performance

This is a new commitment for Hafren Dyfrdwy as the AMP6 programme in Wales was made up mainly of
investigations toinformthis programme rather thanimprovements. Therefore there is nocomparable
historical performance. However, historically thewater industry has a good trackrecord of deliveringthe
National Environment Programme (WINEP in England) inlinewith requirements to deliver the river water
quality improvements requirement. Our Mid Wales region, previously part of Severn Trent, is no exception to
this.

Comparative information

Each company’s NEP is bespoke to them and the relevant environmental circumstances, therefore itis not
possibleor appropriateto make use of any comparativeinformation to set the target.

Cost benefit analysis

The WFD is a statutory requirement, with an objective of bringing every river up to Good Ecological Status by
2027, where this is cost beneficial and technically achievable.

This means each scheme within WINEP is subject to a cost benefit assessment endorsed by the NRW, which

means that our proposed PC represents the cost beneficial level of improvements.

Our plan has carefully mapped costs and benefits to the correct customers so that investment made in Wales
that drives downstream river improvements benefitting customers in England are correctly attributed.
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Overall rationale for target
To deliver our fair share of WFD river quality improvements, we will improve the condition of 21.9 km of our
rivers over the next five years. This is the length it has been deemed cost beneficial to improve.

Our proposed improvements havebeen developed inclosecollaboration with the NRW to ensure thatitis cost-
beneficial and affordable to our customers.

We are not proposing any deadbands.

Long term ambition

We have not reported a longterm ambition for this measure asitis not possibleto predictthe future
improvemetns that will be required atour assets to meet future river water quality requirements. The
exception to this is the 8.5km of river to be improved by 2027 in line with the Water Framework Directive
deadlines.Our ongoing ambition will be to ensure compliance with statutory obligations.

ODI Rationale

This is proposed as an outperformance payment and underperformance penalty ODI. The penalty protects
customers from under delivery. The reward provides us with anincentive to implement any costbeneficial
improvements that areidentified through the investigations included inthe AMP7 NEP. This means that if the
investigations show thatfurther improvement is needed, which would normally formthe basis of the AMP8
NEP we could deliver the benefits earlyand recover the costs through the incentive mechanism. This means
the environmental benefits are delivered much sooner than they otherwise would be.

The triangulated WTP for improving 1 mile of riveris £145 per mile per year or £725 per AMP. However, this
valuationis very different from the costs that we expect to incurin providingthe improvements that will likely
by mandated by Natural Resource Wales inthe National Environmental Programme. The draft programme
contains an expected 21.9km of improvements, which we have estimated will cost£1.8m to deliver.

The triangulated WTP is also significantly differentfrom the WTP values researched and publi shed4 by the
Environment Agency for the area relevant to our region — Severn Uplands.This includes rates that,in2017/18
prices,range from £13,144to £16,627 per km of improvement. On an end-of-AMP basis for 21.9km of
improvements, this would equate to a benefit valueof £1,820,609 — or £83,133 on a per kilometre basis. This
is abovethe expected cost, but within 20% —the upliftthat would apply were we to calculatethe ODI on a
marginal costbasis. Accordingly, we have set the end-of-AMP ODI at £41,567 per kilometre.

4.4 Hectares managed for biodiversity —rationale and evidence

This is a bespoke performance commitment that we have included as part of the customer protection
mechanism for the biodiversity and well-being costadjustment claim. Within our target setting framework this
measure falls into the category of a new innovativemeasure asitis not easily compared and there is little
historicalinformation on which to basea target. Inthis casethe target is based on a combination for CBA and

expert judgment (which draws on expertise from RSBP, HD employees with expertise in ecology and NRW).

Regulatory guidance

Thisis a bespoke PC and there is no Ofwat guidancerelatingto this measure, other than itshould protect
customers from under delivery. We have worked with NRW to ensure we are followingallavailableguidance
inthe classification of biodiversity enhancements. This is setout in more detail inthe costadjustment claim.

4 EnvironmentAgency(2013), “Updating the National Water Environment Benefit Survey values: summaryof the peer review,” p5
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Customer views
Customers’ concern about biodiversity, access to green spaces and a desire to become involved is revealed in

many aspects of customer research that we have undertaken and also by other organisations.

Our customer needs research told us thatcustomers placegreatvalueonthe environment and havea significant
connection with the natural environment. This can be through close proximity to rural Wales, through active
involvement inrural lifeor simply by a desire to see the environment protected for future generations. Interest

and concern about the environment is seen in different ways and through different associations:

e locally, through a concern with issues such as local biodiversity, green spaces and the availability of
recreational facilities; and

e globally, througha concernwithissues such as sustainable use of green energy, the reduction of carbon
footprint and the desire to see companies and government adopt responsible approaches to the
environment.

As well as the natural environmentcustomers would like greater transparency aboutwhere water resources are

used.

Our willingnessto payresearch did notinclude biodiversity as a service attribute, however we did ask customers
to selecttheir top priorities froma list of potential additionalimprovementactivities.43% of customers selected
improving biodiversity on ourland’. Alsoscoringinthe top four options were ‘making surplus land available for
local communities to create green spaces’ (47%) and ‘working with local schools’ (71%)

“Id be willing to spend a bit more if it was going to promote biodiversity.” Customer, Mid Wales

Our Performance Commitment and Outcome Delivery Incentive Research, with a representative sample of 435
household customers and 104 non household customers, indicated that83% of household customers, and 90%

of non-household customers found the proposed biodiversity performance commitment target acceptable.

In the same research we asked customers for their choices in our strategic investment areas. Customers were
presented with three options, including a description and bill impact for each option. When faced these
investment choices,and bill impacts, enhancingbiodiversity was thearea in which more customers selected the
“do more” option; 53% of household customers supported the proposed option and 39% wanted us to do more.
Only 5% of customers wanted us to do less than proposed. Similar results were obtained for non-household

customers, with 51% selected the proposed option and 46% the do more option.
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Customer support for biodiversity investment

Don't know h
Do less h
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® Non household customers (Sample: 104) B Household customers (Sample: 400)

The Wales Outdoor Recreation Survey (2014) tells us that the majority of people in Wales want to visit the
outdoors more often, and 43% are concerned about biodiversity, with 30% feeling there had been a reduction

in recentyears. 12% of those surveyed actively volunteer to help the environment / wildlife.

The Wrexham Well-being Assessment 2017 research, conducted by the Wrexham Public Services Board,

revealed that many respondents made comments onthe need for preservation and investment in green spaces.

Our conclusion fromthis combined researchis that the customers approve of our biodiversity plans and would
do so more strongly if we were to deliver well-being related activities of schools and community involvement
and increased access to better quality green spaces at the same time.

Historical performance

This is a new measure startingin AMP7 and therefore we do not have any historical performanceinformation.

Comparative information

This is a bespoke PC and not comparable based on publically availableinformation.

The driver for this investment is legislation thatis only applicableto companies operating mainly or whollyin
wales and therefore itis noteasy to compare our requirements to the rest of the industry and the standards
they are working to are inthe mainto prevent deterioration of biodiversity rather than proactively enhanceit.

Cost benefit analysis

The costs and benefits are set out in Appendix 4. Cost benefit has been used to a degree to set the target, but
not inisolation. Themain factorinsetting the proposed target of 450 hectares is the scope interms of land
availability atthe sites where biodiversity opportunities arefavourable.

Overall rationale for the target
The target is based on the bottom up analysis of the scope for biodiversity enhancements on land we own. We
have developed itin collaboration with NRW and expert groups such as RSBB.
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Long term ambition

Our longer term forecastassumes we continue to improve the biodiversity acrossour landin future AMP
periods, but acknowledgingthat the scope for further work will reduceas we make incremental
improvements. As such we are forecasting 300 hectares of improvement in AMP8, following by an ongoing
improvement of 150 hectares per AMP from AMP9 onwards.

ODI rationale

We areproposingfinancial rewards and penalties for this PC, but no deadbands and no caps and collars. The
penalties arecalibrated as a customer protection to return money to customers if we don’t deliver our
commitment as specified within the costadjustment claim.The reward is calibrated to allow us to recover
costs of any additional enhancements that we carryoutin AMP7. This is a helpful mechanismas customers
have expressed a view that they would valuemore to be done inthis area andifthe results of the AMP7 NEP
biodiversity investigations identify improvements that can be done within the WTP rate of customers then itis
incustomers’ interest to get on with this and not waitfor the outcomes to be formallyintegrated into the
AMP8 NEP.

Biodiversity was notcovered inour WTP studies. Therefore, we have set the ODI on the basis of marginal cost.
As discussed aboveinthe “Number of lead pipes replaced” section, the ODl is set at 50% of the marginal cost.
However, we are not applyingthe 20% upliftinthisinstance, becausethe actionrequiredinrespect of
biodiversityis mandatory. With a marginal costof £1,782 per hectare, the in-period ODI would be £891. As
biodiversityis an end-of-AMP PC, the ODI will be £4,455 per hectare.

5.1 Outcome: An outstanding customer service

Summary of performance commitments for this outcome

retained new Removed/ discounted
Mandated by Ofwat -CMEX -SIM
-DMEX -NHH SIM
-NHH customer
experience
Customer driven
Company or CCG driven -Customer satisfaction
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The diagrambelow shows where they all siton the framework, whichindicates the primary target setting
methodology.

| Understand customer priorities |

Identify/Develop PC

|+

Yes No
Customers support the Regulator (EA/DWI)
requirement? N requirement for » Customer priority
target?
Yes L
Comparative data Set target at higher of UQ Set target at median &
exists or CBA CBA (with cross check)
/ No;
Set target at Set target at CBA - "f' """""""""""""""
i Set target at higher of
[} e Gl G @ CB§ & hist g_ CBA and/or expert/model
T 157 SHOre input (with cross check)
performance
CMEX o I
DMEX v ; .
NHH experience ‘ CBA analysis and/or expert/model input
measure

5.1.1 CMEX - rationale and evidence
Customer measure of experience has been developed by Ofwat with industry collaboration. It will replace the
existing SIM (serviceincentive mechanism) and will compare companies on the quality of their customer service

and measure overall customer satisfaction.

Regulatory guidance

Ofwat haveset out the purposeand outlinedetails of CMEX in Appendix 3 of their final water 2020 methodology.
They arerunninga pilotin 18/19 and then a shadow year of reporting in 19/20 and this information will be used
to finalise the methodology and inform the targets and incentives.

Ofwat’s proposal is thatthe top three companies each year would receive a reward, which they will set. This is
likely tobe around 1.2% of residential retail revenues, risingto 2.4% if the company is in the top three of the
industry and performs above the cross-sector threshold. The poorest performers would get a penalty (the
number of companies has not yet been decided) and the penalty payment will beset by Ofwat, but is likely to
be around 2.4% of retail revenues.

Customer views

Everything we do, every day, contributes to our customers’ experience of us and we want that experience to
exceed their expectations. We believe customer serviceand experience sits inthe middle layer of the
hierarchy of needs. Whilstitis importantthat we meet customers’ expectations of customer service, much of
whichis functional and transactional, this outcomealso describes those elements which empower customers,

and enable them to feel in control of their experience.

For many of our customers, their experience of dealing with us is limited to the few times they arerequired to
contact us to open accounts, pay bills orinformus ofa change incircumstance. There is an opportunity here to
exceed our customers’ expectations and driveincreases insatisfactionand trust. We have explored customer
views on customer serviceand experience primarily through our customer tracker, supported by qualitative
evidence from our customer needs research andresearch on the licensechange, andinsightfrom our

customer facing employees.
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Throughout the various forms of research we have learnt about the qualities and characteristics thatour
customers value. Thisis setout infull inchapter 6 inthe outcome narrative on “Outstandingcustomer

experience” and “A servicefor everyone” andour planseeks to embed these characteristicsinto our culture.

This performance commitment is mandated, defined and PC level decided by Ofwat and we have not explored
these specifically with customers. We have been activeinthe Ofwat working groups for these measures, and
boosted our sampleinthe firstpilotsurveyinorder to increaseour understanding of the measure.

Historical performance

We have two forms of historical data, which we canuse to given anindication of Hafren Dyfrdwy performance

by combiningthe Dee Valley performance and lookingatthe Seven Trent performance foranindication for Mid
Wales.

e SIM;and
e The Dee Valley annual tracker (which we extended to Mid Wales in the latest survey).

The graph below shows the relativeindustry scores for the Service Incentive Mechanism, the red dots denote
the historic Dee Valley Water performance and the yellow dots show that of Severn Trent.
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Relative industry scores for SIM

Comparative Information

Historically we can see that Dee Valley were relatively good performers. We have two information sources to
draw on:

e SIMscores for theindustry
e CCWater Water Matters survey
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Whilstwe are not usinghistorical or comparative information to set the target, it does show that our ambition
to be inthe top three performing companies is stretching but credible. Our forecast dip in performance in
2018/19is as aresultofdirectdebitissues thatoccurred duringthelicence changetransition period inJuly 2018.
We have an action planin place and have already corrected the issues for the customers who were affected.
Our score without the direct debit complaints would have been in line with the UQ trajectory.

CCWater Water Matters (2017) research showed that customer satisfactionin Dee Valley remains high. 97% of
customers are satisfied with their water supply (compared to an average of 92% for all water only companies)
and of those who contacted us 88% were satisfied with they way their query was handled — also above the
avegerae. Dee Valley Water have a high proportion of customers who agree that their company cares about the
servicethey provide to their customers (83%) which again was significantly higher than the average for a WoC

(71%).

Cost benefit analysis

There is little evidence to say that costis correlated to good customer service — there are theories that costs
would be lower ifserviceis better as companies process fewer complaints, butcosts could be higher ifitrequires

investment to putimprovements in place.

We have looked at our costs to ensure we are providingan efficient service, but we are not using CBA to define

the target.

Overall rationale for target
Insummary, our rationalefor setting targets for CMEX is guided by Ofwat. We will achievethetarget by listening

to and acting on what our customers have told us. The target of being in the top 3 performers is incredibly
stretchingespeciallyintheshortterm as theownership changes embed and we get to know our new customers,

but our past performance demonstrates this is a realistic proposal.
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Long term ambition

Meeting and exceeding customers’ expectations is a continuous aimand certainly not confined to the next 5
years.In the outcome chapter “Outstanding customer experience” we set out how we are embedding a
continuous feedback loop so that we can both pre-empt what our customers want but also respond effectively
and efficiently when customers are not satisfied. Given the previous performance our longterm ambitionis to
perform within the top three companies withinthe industry but alsoto compete with other service providers

outsideour sector.

ODlI rationale
This will be a financial incentive with both outperformance payments and underperformance penalties,

recovered annually to ensure the incentives apply more quickly, which strengthens the power of the incentive.

The ODI rate will be set after the pilotis complete but is likely to be around 1.2% of retail revenues, increasing
up to 2.4% if the cross-sector threshold is also achieved. The ODI rates will be defined by Ofwat.

Due to the nature of this measure and Ofwat’s setting of upper and lower limits thereis noneed for deadbands
or caps and collars.

5.1.2 DMEX- rationale and evidence

This is a Common Performance Commitment outlined by Ofwat andis a measure of developer experience. Itis
anew measure being introducedin 2020.

Regulatory guidance

Ofwat has set out the purpose and outlinethe details of DMEX in Appendix 3 of their final methodology. The
survey is currently being developed by Ofwat through anindustry working group and then we will take partin
a pilotanda year of shadow reporting to finalise the methodology and informthe targets and incentives.

Ofwat’s proposal is thatfinancial performance payments and performance penalties will apply annually for the
best and worst performers. The proposal thatmaximum rewards and penalties will bebased on 5% of annual
developer services revenue. Ofwat has not specified what top performance means, but we are assumingitis
upper quartile performance.

Customer views

This is a performance commitment for developers. We haven’t carried outany specific research with devel opers,
but our engagement with them every daygives us a very clear understanding of their service expectations and
how they want to work with us. Itis clear that they too want and expect the best performance, so an upper
quartile target reflects that expectation.

Historical performance

We do not have any historical data onsatisfaction from developers as this is a new measure being introduced
by Ofwatin2020.
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Comparative Information

We have reviewed the Water UK annual survey, whichincludes a number of metrics representing effectiveness
of handling of developer requests. The latestdata is March 18 which means Hafren Dyfrdwy performance is not
shown. The figure below sets out Dee Valley’s relative performance, which clearly includes development that
took partin Chester, butitis the best proxy available.

Chart 2: Developer Services levels of service performance - % within target and activity levels water supply

Rolling year to date
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A DMeX pilotis currently being developed andthe results will beused to set the baseline. This will also giveus

aninsightinto our relative performance.

Cost benefit analysis
The target will beset by Ofwat and we aretherefore not using CBA to define the target. Clearly costefficiency

isareallyimportantfactor for developers and is embedded withinthe satisfactionscores.

Overall rationale for target
In summary, our rationalefor setting targets for DMEX is guided by Ofwat and developer expectations, we are

targeting being in the upper quartile of the industry.

Long term ambition

Meeting and exceeding customers (inthis casedevelopers) expectations is a continuous aimand certainly not
confined to the next 5 years. We alsowantto make sure that the servicewe provide is the benchmark that
developers use to benchmark other utilities and service providers.

ODl rationale
Ofwat have defined that this will bea financial incentive with both rewards and penalties, applied annually.

The pilotis taking place between 18/19 and then we will startshadow reportingin 19/20. The rate will be
defined by Ofwat, but likely to be up to 5% of developer services revenue.

5.1.3 Non-household customer experience —rationale and evidence

For companies operatingin Wales the retail market for non-household customers does not exist. This means
our customers don’t have a choiceabout their retail provider (other than large>5MI/ year users). We will
therefore includea satisfaction based measure, which applies the principles of CMEX to our non-household
customers. Ofwat’s methodology require companies to have at leastone performance commitment per price
control and this is the measure for the non-household control.
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Regulatory guidance
The Ofwat methodology confirms thatcompaniesin Wales must includea performance commitment, but they

should define the measure themselves and justify the target.

Both Welsh Government and CCWater have urged us to ensure that whatever measure we chooseit should

providea way of assessingif our customers areworse off compared to those inthe market.

Customer views
We included a representative sample of non-household customers across all of the research we have done. In
general their views are very similar to the household customers, the main difference is the higher priority they

place on reducing supply interruptions.

We used the workshops with non-household customers withinthe PC and ODI research project to explore
what these customers expect from their water company interms of service. They told us the followingare

important to them:

° a prompt service;

° a human touch inthe call centre;;

° appreciation thattime / disruption equals loss ofincome;

° quickinformation;

° ease of contact, particularlyinan emergency, although not necessarily a named contact; and
° consistentservice.

Customers told us they were not particularly willingto pay extra for additional services,apartfrom possibly
services such as water efficiencyifit saved them money. Local knowledge inthe Wrexham call centrewas
particularly valued from customers in North Wales, and customers were fearful of losingthis through the
acquisition. There was also fear around new bills, new phone numbers, priceincreases and reduced levels of

service.

Historical performance
The Dee Valleyannual trackerincluded a sample of NHH customers and the results are consistently high, albeit
slightly lower than the household customers. Since the acquisition we have continued this survey and extended

to non-household customers in Mid Wales.

Comparative information

Itis difficultto do a direct comparison now thatthe companies operating in England are inthe market and do
not have a fixed reporting framework. In the NHH Retail chapter we have considered different ways of
benchmarking our performance, but none of these directly relate to customer experience. We are working
collaboratively with DCWW so that at the very leastour performance can be compared to theirs. However this

is aninsufficient sample size to use as the basis of our target.

Cost benefit analysis

Cost benefit analysishas notbeen undertaken on this PCbhecause there is limited evidence to say that costs
and customer experience are correlated. Ensuringan efficient serviceis animportantpartof our plan, but has
not been partof the target setting rationale.
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Overall rationale for target

Our proposed commitment is based on the principlethatboth business and household customers should
receive the same high standard of service. Therefore we will align the CMEX target to the NHH experience
target.

ODI rationale

This will bea financialincentive with both penalties and rewards, recovered annually to ensurethe incentives
apply more quickly.

We areproposingthat the ODI for this PC should be set relativeto the CMeX ODI that Ofwat will determine.
The valuewould be calculated by adjustthe CMeX ODI for the ratio of the expected non-household turnover
to the expected household turnover. The ODI rate will be set after the pilotis complete but is likely to be
equivalentto the CMEX value, which is around 1.2% of non-household retail revenues, increasingup to 2.4% if
the cross-sector thresholdis also achieved.

Due to the nature of this measure there is no need for deadbands.

Long term ambition

Meeting and exceeding non-household customers’ expectations is a continuous aimand certainly notconfined
to the next 5years. We alsowantto make surethat the servicewe providecanbe compared to that of the
retailers operatinginthe open market. Therefore we will review the publically availableinformation sothatwe
canrefine or supplement the measures to ensure our servicecan be transparently compared to others.

6.1 Outcome: A service for everyone

Summary of performance commitments for this outcome

retained new Removed/ discounted

Mandated by Ofwat Service Vulnerability

% compliancewith Welsh

Customer driven
languagescheme

Help to paywhen Effectiveness of affordability

Company or CCG driven .
you need it support
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The diagram below shows where they all sit on the framework, which indicates the primary target setting

methodology.

| Understand customer priorities |

Identify/Develop PC
Yes No

Customers support the Regulator (EA/DWI)
requirement? < requirement for » Customer priority
target?
Very Important /\ Important
Yes N0 e —————— o o e e e
Set target at higher of UQ Set target at median &
or CBA CBA (with cross check)
¥ O ———————————
Set target at Set target at CBA fe—
i Set target at higher of
higher of CBA or CBf’; & hist L CBA and/or expert/model
regulatory level 1SHOME Affordability input (with cross check)
performance

Service vulnerability TTTmmmmeolmsooooes
CBA analysis and/or expert/model input
Effectiveness of affordability support
% compliance with Welsh Language scheme

Proposed improvements

Performance commitment Forecast PClevel Improvement

(2020)  (2025)

Affordability - % of strugglingto pay % 66% 73% 10% improvement
customers supportthrough a
payment scheme

Service vulnerability - % of customers % 100% 100% Stable but estimate number of
invulnerablecircumstances customers on PSR will increase
supported duringan incident significantly

Effectiveness of affordability support baseline Improving

% compliancewith Welsh language % 100% 100%

scheme

6.2.1 Supporting our Priority Service customers during anincident —rationale
and evidence

OFWAT require companies to include bespoke performance commitments for addressingvulnerability in their
business plans, which should reflectthe views of customers and challenge from the Customer Challenge
Group. The measure we are proposingis:the percentage of customers invulnerablecircumstances (CIVC) who
are registered on our Priority Service Register (PSR) that we providesupportto duringa clean water incident.
The full definitionis included in Appendix 3.
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Regulatory guidance

OFWAT’s 2016 Vulnerability Focus report stated that there is a need for companies to move away from just
applyingsimplistic labels of vulnerability,and to listen to their customers and understand their circumstances.
This intelligence will then allow companies to intervene atanearlystage and assistthe ‘strugglingsilent’, acting
before a customer becomes more deeply entrenched in a situation that leaves them vulnerable.

CCW has also published a Priority Services Progress Review paper in February 2018. Within this there is a
recommendation that a consistent level of core assistance is offered to customers, including during an
incident/event. To informthe review CCW hosted a seminar on 1stFebruary 2018 and the outputs of this shared
ideas on how companies could proactively plan during an operational incident, which we have taken into
account.

One of the goals within the Well-being of Future Generations (Wales) Act 2015 is to work towards a more equal
Wales and ensuring that we support customers in vulnerable circumstances is a way that we can contribute
towards this goal.

There is no specific guidance from any of the above stakeholders that stipulates the target, but given the
importance placed onit we think the ambition behind these policies supports our ambition to help 100% of the
customers who need our help.

Customer views

Customers invulnerablecircumstances said thatfor the most part they do not see themselves as having
specific needs but do rely on our productbeing consistentand continuously availableto enable them to
manage their own needs. If we fail todo this, our research shows that our customers feel itis veryimportant
that we provideadditional supportto those customers whose circumstances might mean they do not have
equal access toour service. There is alsosignificantdemand for us to assertourselves more in the community,
by raisingawareness of the supportand by being more proactiveinidentifyingthose invulnerable
circumstances, as there arein many customer groups low awareness of the supportavailableto them.

We have sought input and advice from stakeholders
In February 2018 we hosted a service vulnerability expert workshop where 19 experts from local charities,

government, financialadviceagencies and health communities came together to help us explore prioritiesand

needs for customers in vulnerable circumstances. Four key themes came out of the conversations:

e focus on where people may be vulnerable e.g. notin day to day butin an incident;

e PSR categories should be output based;

e be aware of transientvulnerabilities —some may only lastfor a set period of time, or only kickin after
a period of time; and

e some customers may have multiple vulnerabilities — these can span categories e.g. physical and
mental/emotional.

As a resultof our customer research and expert event we have chosen to focus our performance commitment
onensuringcustomers invulnerablecircumstances havetherequired level of supportandserviceduringa water
supply event. The expectation of both customers and stakeholders is that we would work hard to identify the
customers who need our supportand then help all of themin the event of a water supply or water quality service
failure.
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Historical performance

This is a new measure and therefore we do not have historical performance data available as a baseline.

During a water supply event, we currently only supply bottled water to customers invulnerablecircumstances

and will proactively contact to dialysis customers but there is no specific commitment to deliver this.

We have engaged our employees to gain their views on our past performance and also analysed customer
feedback received during and followinganincident. These infer that we do generally provide bottled water to
customers in vulnerablecircumstances already registered on our PSR during a water supply event and contact
dialysis customers in a reasonabletimeframe. However there is no measurement process in placeto specifically

quantify this.

When reviewing pastevents, there have been occasionswhere severe weather has limited our ability to access
local communities and deliver bottled water. For example, intimes of severe snowfall,access to our more rural
areas could providedifficultso we may not be ableto deliver bottled water to customers. Inthese instances we
will make contactwith customers registered on the PSR to understand the best way to supportthem until either
the event is resolved and safe supply restored or access can be gained. We are also looking to learn from the
recent OFWAT Freeze Thaw investigations as to how we can better assistcustomers who are impacted by loss
of supply caused by severe weather conditions.

The below tableillustrates the key activities weare deliveringin AMP6 to support our customers in health and
well-being vulnerable circumstances during a water supply incident and then the step change in this service
offering we will offer and deliverin AMP7. Our Service for Everyone Outcome narrativeshares detail on what
other support we propose to offer customers invulnerablecircumstances outsidethescope of the performance

commitment.

Change in support for customers in vulnerable circumstances in the event of a water supply incident

AMP6 service offering AMP7 service offering

e Simple and generic PSR categorisation o New PSR that will enabletargeted support to
e Providebottled water to customers registered on different vulnerablecircumstance categories
the PSR inthe event of a water supplyincident e Ability to tailor support offering to meet
e Call customers registered under dialysis need code customers’ individual needs
inthe event of a water supplyincident e Call customers registered under dialysis need code

inthe event of a water supplyincident

e Deliver bottled water to customers who require it
as aresultof their circumstances

e Proactivecommunication via text message or
recorded landline messageto vulnerable
customers affected by anincident

e Proactivecommunication via text message or
recorded landlinemessageto a customer’s
nominee if the vulnerablecustomer isinan
incidentaffected area

e Priority contactchannels toenable customersin
vulnerablecircumstances (including those with
transientneeds) to identify themselves to us
duringanincident

These additional service offerings demonstrate the PC is more ambitious than the current offering.
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The other aspectof a stretchingtarget is to ensure we have identified the relevant customers and have specific
and up to date information on our PSR. We have combined the former DVW PSR and the Severn Trent customers
in Mid Wales and then contacted each customer to ensure the PSR is up to date. As a resultof this update we
now have less than 0.1% of our population served on the PSR. From discussions with our customers and expert
stakeholders it’s clear that we have not identified everyone who might need additional support. The expert

judgement suggests around 0.5% of our population served is a more appropriate target.

Historic and forecast number of customers registered on the Dee Valley/Hafren Dyfrdwy priority service
register

2016- 2017- 2018- 2019- 2020- 2021-22  2022-23 2023-24 2024-25

17 18 19 20 21

872 143 151 1000 1500 1650 1815 1997 2196 2416

During AMP6 we will be focusing on raising awareness of our PSR with customers as part of our new brand
launch and with the creation of our dedicated Care & Assistanceteam and a trial data sharewith Scottish Power
who arethe main energy wholesaler for our region. Wewill continue to promote the supportand areforecasting
a 10% year on year increase throughout AMP7.

This step change is ambitious butis a really important step to ensure everyone who needs our help receives it.

Comparative Information

We have looked at best practice across other sectors to ensure our offering is in-line with what customers
experience elsewhere. We have used the CCW Priority Services Progress Review to assess our service offering
compared to other water companies duringa water supply event. The tablebelow shows thatinall areas, except
one, we will bedeliveringall theservice offered acrosstheindustry. The one exceptionis the provision of priority
reconnection if supply interrupted. We have a continuous supplies focus during supply events and look to
minimisethe times that we do affect a customer’s supplyandlook to restore supplyas soon as possiblefor all
customers. Also supply events canimpact a number of areas within the network, therefore is itusually not
realistic to specifically restore individual customer supplies.
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Summary of other water company support related to water supply events reportedin the CCWater ‘Priority

Service Register Review’

Company

Affinity Water
Anglian Water
Bournemouth Water
Bristol Water
Cambridge Water
Dwr Cymru
Essex & Suffolk Water
Hartlepool Water
Northumbrian Water
Portsmouth Water
Severn Trent & Dee
South East Water
South Staffs Water
South West Water
Southern Water
SES Water
Thames Water
United Utilities
Wessex Water
Yorkshire Water

Advance
supply
interruptio
n notice
Priority
reconnecti
onifsupply
interrupted
Personal
supply
interruptio
n notice
Emergency
water
supply for
consumers
who
medically
need it
Emergency
water
supply for
consumers
who need
to take lots
of
medication
Emergency
water
supply for
consumers
unable to
leave the
property
due to
illness/reco
very from
illness
Emergency
water
supply for
consumers
who have
mobility
restrictions
Emergency
water
supply for
consumers
unable to
leave the
property
due to
experiencin
gmental or
emotional
distress
such as




Company

social
agoraphobi
a

Emergency
water
supply for
consumers
with a
cognitive
disorder
who are
unable to
leave the
property
Emergency
water
supply for
nursing
mothers or
who have
children
livingin the
house who
need

regular
bottle
feeds

Emergency
water
supply for
those who
have
children
under 5
livingin the
house
Accessible
&
Adaptable
website
Nominated
contact
(e.g. friend,
relative or
carer) for
incidents
Sign
language/
subtitled
videos on
website
Do you
have a
specialist
team for
assisting
customers
in
vulnerable

Affinity Water

Anglian Water

Bournemouth Water

Bristol Water

Cambridge Water

Dwr Cymru

Essex & Suffolk Water

Hartlepool Water

Northumbrian Water

Portsmouth Water

Severn Trent & Dee

South East Water

South Staffs Water

South West Water

Southern Water

SES Water

Thames Water

United Utilities

Wessex Water

Yorkshire Water




Company

Affinity Water
Anglian Water
Bournemouth Water
Bristol Water
Cambridge Water
DWr Cymru
Essex & Suffolk Water
Hartlepool Water
Northumbrian Water
Portsmouth Water
Severn Trent & Dee
South East Water
South Staffs Water
South West Water
Southern Water
SES Water
Thames Water
United Utilities
Wessex Water
Yorkshire Water

circumstan
ces?

We have also undertaken anassessment of what support energy companies provideduring an event to ensure
we are meeting best practiceacross sectors. The common elements between energy events and water supply
events are proactive communication and alternative supply and we have both these elements builtinto our

proposals.

The service offering in the scope of the performance commitment therefore aligns to bestin classand with the
proposed growth inour PSR volumes makes the performance commitment stretching with the target of meeting

our commitments 100% of the time.

Cost benefit analysis

Itis notpossibletoattributea financial valueto the benefit that customers invulnerable circumstances getfrom
the support provided during water supplyincidents. The benefit is qualitativein thatthey are able to livetheir
lives as normal as possiblein the event of the incident. The supportprovided aims to ensure customers can still
access our services andstill enjoyits benefits. Itis therefore notappropriateto conduct a cost benefit analysis

to determine performance commitment targets.

Overall target rationale

We are proposinga targetof 100%, whichis supported by our expert stakeholders and CCG. Any deviation from
100% would be aiming to fail our customers and putting them at risk. This is stretching because:

e we have embedded an ambitious target for identifying the customers who might need our help;
e therangeof supportis wide and represents industry and cross sector bestin class support; and
e the target is 100% - we commit to supporting everyone who needs it.

ODI rationale

Our service vulnerability performance commitment will be reputational only as this is a new focus area and
similar to our financial vulnerability performance commitment it would not be right to gain reward for
supporting customers invulnerablecircumstances, especially as a result of an incident. We have not proposed

any deadbands or caps and collars associated with this PC.

Long term ambition
We plan to continue to support 100% of customers in vulnerable circumstances into the long term. The main
areas where our long term plan aims to improve are:
e  Minimising the number of incidents in the first place
e Improvingour business as usual processes so thatour knowledge and understandingof our customers
allows us to proactively identify customers before they even have to ask
e Improvingthe dynamic natureof our PSR so that the tailored supportis always up to date including the
support transient vulnerabilities.
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6.2.2 Affordability — rationale and evidence

Our planincludes two performance commitments linked to affordability. These have been informed by
customers, and have been shaped through discussion with the CCG. The measures areset outindetail in
Appendix 3, but cover:
e the percentage of struggling to pay customers supported through tailored schemes; and
e the percentage of struggling to pay customers supported through tailored schemes who continue to
pay their bill 12 months after the scheme has been completed.

We believe itisimportant that all customers receive services that are affordableand provide value for money.
Our focus on lowest possiblebills helps drive affordability for general customers and also those customers who
struggle to pay. These PCs focus on the struggling to pay customers.

Regulatory guidance

We arenot required by Ofwat to have a common performance commitment for affordability however Ofwat
states that companies can propose bespoke performance commitments on affordability thatreflect specific
challenges.

Ofwat methodology includes several expectations, such as customers who are strugglingto pay or who areat
risk of struggling to pay their bills need easyaccess to assistance. Companies need to be proactiveinraising
awareness of the financial assistancethatthey offer, and in getting that assistanceto the right customers.

Customer views

Outcomes from our broader socialtariffand debt research told us that the journey to water debt is complex
but typically relates to healthissues, unemployment or income reduction & significantlifeevents. Through
this research and engagement with experts we have identified five key customer groups who we need to
providesupport for in different ways due to their different circumstances. These groups are:

e Long Standing

e Borderline

e Sudden and Severe

e  Struggles with Finances

e New to Country

For further detail on the needs and circumstances of these customer groups see Appendix 1 —Customer
insightcompendium. We need to ensure our support offering helps all of these groups with both inyear bills
as well as arrears. Therefore we need to offer a range of affordability measures.

Customers inwater debt want the opportunity to explaintheir circumstances to us,and receive a human,
empathetic response. They want to negotiate a payment planthatis manageablefor them and not to feel like
they areinaninflexible, uncaring process.

Customers have told us they value the support we provide. Although water bills are of comparatively low
concern to many (other utilities & mortgage/rent more important), being on a reduced tariff clearly leads to
positive outcomes for recipients. The financial support provided improves customers’ short and long-term
financial situation and improves general wellbeing.

We have talked to customers about the level of supportneeded to make a difference to their lives (e.g. the size
of the bill discount, the configuration of payment plans). The level of support offered by the Here2Help scheme
is welcomed by most and helps recipients get back on their feet but others may need to be on areduced tariff
scheme long-term due to their circumstances. As partof our social tariff cross subsidy willingness to pay research
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customers informed us that they were in favour of supporting those in need. 87% of customers are willing to
contribute through their bills to help support struggling to pay customers through the social tariff scheme.

Recognisingthese findings from customers and experts our performance commitment is designed to take these
into accountand:

e we arefocussing on delivering impactful help rather than spreading support thinly and not making a
difference to customer lives;

e itismade up of arange of schemes with flexibilitytoadd in further schemes as we identify new needs
and new best practice;

e itfocusses ontheproportionof customers we supportrather than quantifyingthe number of customers
per scheme offered so we ensure we listen to changing needs and don’t just target numbers on
different schemes; and

e we haveredesigned our social tariff scheme so we can support more customers through this but still
be impactful.

Our researchalsoshowed thatitis notjustincome and a water bill which might mean a customer is struggling
to pay, some customers find bills unaffordable due to their wider circumstances, for example they may have a
largefamilytosupport or have accrued debts across a number of bills. Therefore we have chosen to go beyond
the water poverty definition and consider all customers who find bills unaffordable.

Historical performance

In2016 Dee Valleyintroduced the Here2Help scheme but this wasn’ta performance commitment. 2015/16
year end there were 127 customer benefiting from the scheme, the figures have increased by over 100% with
2017/18 figures reported at 468.

The Watersure scheme can also help reduce customer bills and more recently, the introduction of our Water
Health Checks provide valuable community engagement to make hard to reach customers aware of our schemes
and services and ensure they are on the most appropriate scheme for their circumstances. We have builta
robust platform over the last 12 months which we aim to further build on in AMP7.

We have used a combination of historical and comparative data to help us estimate the total number of
customers who are likely to struggle to pay their bill. Our performance commitment for helping customers who
struggle assumes that 11% of customers fall into this category, which is the average of the results from our
research, and national research commissioned by CCWater. The Welsh Statistics, published by the Welsh
Government, suggest that 24% of people in Wales were livinginrelativeincome poverty between 2014/15 and
2016/17, although water is only a small proportion of customers’ bills.
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% of customers who find their bills unaffordable
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We plan to review unaffordability levels after year 3 of AMP7 to assess whether our forecast levels of
unaffordability remain ontrack. Shouldthere have been a significantchangewe will undertakea full review of
our service offering and performance commitment to ensure we are still meeting the expectations of both
customers and regulators.

The table below illustrates the step change in support we will be making available to customers through our
equivalent AMP6 performance commitment to our AMP7 performance commitment. There is additional
support provided that does not form part of the scope of the performance commitment, for example Water
Direct scheme, free water efficiency products, fixing leaks for free for vulnerable customers (for further detail

on wider support offering see Chapter 6, outcome narrative for “A Service for Everyone”.

Change in support for customers struggling to pay

AMP6 End AMP6 forecast out-
commitment turn

Performance AMP7 commitment

commitment

% of customers
supported who find bills 54% 66% 73%
unaffordable

Number of customers

supported through social c.480 c.1200 c.1700

tariff scheme

Support schemes e Provide e AMP6 schemes plusnew e Continueall AMP6 schemes

available supportfor payment plan e New debt write off scheme
customers concession support to be introduced to support
through option introduced to customers who have arrears
Watersure assistshortterm > 2years old
and water affordability issues

e New payment break scheme
to give customers the
opportunity to seek financial

Health e Revised Social tariff
Checks criteria to make itmore

accessibleto customers
who need the support

Trial payment matching
scheme to help
customers with arrears

adviceand/oriftheir
circumstance means they
have no income for short
periods (transient
vulnerability)
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Comparative information

We have reviewed PR14 business plans toidentify the affordability top performers for supporting customers
who arestrugglingto pay (based on the 2019/20 performance commitment).

Target volumes of customers supported in AMP6

Company Volume of customers % customers Proportion Proportion
supported find bills customers of HH
unaffordable*3®  supported who find customers
2016/17 2019/20annual .
actual *1 ) bills unaffordable supported
committed target (2019/20) (2019/20)
Southern Water 194,726 217,000 *2 14% 81% 11%
DCWW 65,461 100,000 *2 15% 47% 7%
Severn Trent 50,903 50,000 11% 11% 1.2%
(commitment) 30% 3.1%

135,000 (forecast)

*1Data source —relevant water company APR 2016/17
*2Data source —PR14 FD outcome, PCand ODI base data
*3Data source —ST quarterly tracker nationwide survey 2017

Southern Water includea wide range of schemes intheir AMP6 performance commitment, including Water
Direct, which we are not proposingto includein this measurealthough it will still be offered.

As at 31stMarch 2018 we were supporting 1275 customers through the Water Direct scheme. We feel thisis
more of a payment option rather than a help to payscheme sodo not proposeto includeitinthe scope of the
performance commitment.

For PR19 we do not have much visibility on what other companies aredoing. Northumbrian Water Group have
announced a commitment to eradicate Water Poverty intheir supplyareas by 2030 —challengingallofits
causes and makingthe necessaryinvestment to make a difference to the lives of the most vulnerable
customers. The scope of how they will deliver this commitment is unclear, but we believeitis broader than
struggling to pay scheme support, italsoincludes elements of addressing social mobility.

A Thames Water draft plan option proposed to increasethe number of customers they help each year from
85,000 to 300,000. This proposal isthe equivalentto supportingc.45% of their customers who find bills
unaffordable. Thames Water’s proposal would requireall customers noton the discounted tariffto pay£11
towards helpingthese low-income customers. We areunsure as to whether they have been successfulin
securingthis level of support.

Our customers have shown increased support to contribute to a social tariff compared to AMP6 but less than
other regions across the UK. The willingness to pay for a social tariff cross subsidy is £3.50 per year for combined
bill payers (and £1.75 for single serve) which means that we can significantly increase both the number of
customers who we help and increase the size of the discount we offer (from average of 30% discountto an
average of 70% discount).

Cost benefit analysis

Due to the nature of affordability assistancesupportitis notpossibleto use a traditional costbenefitanalysis
(CBA) approachto forecastappropriatetargets as the average cost of affordability assistance generally
increases atthe same rate benefits increaseuntil you support 100% of customers who find bills unaffordable.
However we have undertaken a cost benefit analysis for providing our affordability supportbased on the
schemes alreadyinplace.
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We have considered a number of factors when calculatingthe costs of providing support, such as - Manpower
cost, admin costs, customer contacts and bill reduction amounts. This has been translated into an overall total
costfor all of our schemes for 2017/18, including Watersure, Water direct, Social Tariff, Payment plans, our

Care & Assistanceagents and an External relationships Co-Ordinator (shown in data table App4).

Rationale for target
Our commitment is to providefinancial supportto 73% of the strugglingto pay customers (which represent
11% of our customer base). We believe this is stretching because:

e itrepresents anadditional 600 customers receivingsupportcomparedto 19/20, who we have to
identify and work with them to agree the best support, who we need to identify with no increasein
costs;

e thisislikelytobe withinthe upper quartileofthe industry, currently second only to Southern water.
Other companies aresignallingambition butinitialanalysisshows that73% will still bein the top
quarter;

e the breadth of our schemes means we will be providing supportthat covers the needs of the five
different customer groups (see Chapter X: Servicefor Everyone for further detail on how the schemes
supporttheir needs). This has been reviewed by experts and challenged by our CCG; and

e inadditionto the schemes inthe scope of the performance commitment we will besupporting
customers through other assistance mechanisms, for example Water Direct to support customers in
receipt of benefits and through our dedicated Care and Assistanceteam who can provide adviceand
support.

ODI rationale

Our Here to Help you Pay performance commitment will be reputational only as we feel it would be
inappropriateto gainreward for supportingfinancially vulnerable customers as this would further impact
affordability. Webelieve the reputational impactof not achievingthe performance commitment is a strong
enough incentive.

Long term ambition

Our longterm ambitionis to support 100% of our strugglingto pay customers, through a tripletrackapproach:

e by improvingthe efficiency of way we administer the support sothat as much of the socialtariff goes
directly to customers;

e working more collaboratively with other support services to both improve the awareness of the
support, the ease of application butalsoto make surethose who need it most are helped; and

e to improve our feedback and engagement with the customers who contribute to the social tariffso
that they cansee the benefits of their contribution, which will increase customer satisfaction
(increasetrustthat we areusingtheir money wisely)andthe likelihood of the cross subsidy

continuingin future periods.
6.2.3 Effectiveness of financial support —rationale

We have been challenged by our customers and CCG to prove that the support we offer to customers to help
them paytheir bills is effectiveand helping them out of debt for good. Whilstitis relatively simpleto
demonstrate that the schemes supportcustomers inthe shortterm, reducingthe level of debt and getting
them to a position where they can pay their bills, itis much more difficultto prove that the schemes have a
sustained, lasting effect— helpingthose customers to make changes to their lives thatmean they canstay out
of debt in the future.
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We aresupportive of this idea but recognisethat we do not currently have the answer to how to do
demonstrate this successfully. Some of the schemes were are offering are new, both inthe remainder of AMP6
and throughout AMP7. Whilstweare confident that they will all help customers reduce their level of debt, we

cannot, at this point, demonstrate how successful they will be atembedding a sustained change.

We arecommitting to explore this further and have included a performance commitment for AMP7 that will
track the number of customers who manage to remain debt free for a 12 month period after they have
completed a payment supportscheme.

The performance commitment will be developed further over the next 18 months in collaboration with our
customers and stakeholders to ensure the final definition gives a real reflection of how effective our support
schemes are. Once confirmed, we will usethe firstyear of AMP7 to set a baselinelevel of performance, from
which we are committed to show year on year improvements.

6.2.4 Compliance with the Welsh language scheme

Regulatory guidance

This is a company specific measureand therefore there is noregulatory guidance.

As a company operating whollyin Wales, we are fully committed to treating Welsh and English languages on
anequal basis,as required under the Welsh language Act 1993 and the Welsh Language (Wales) Measure
2011.We are committed to helpingthe Welsh Government with their Cymraeg 2050: Welsh language
strategy, which aims to achievea million Welsh speakers by 2050. The details of our statutory obligations are

set out inthe enhancement business casefor the Welsh languagescheme in Appendix 4

Compliancewith the scheme is monitored through anannual auditprocess and periodic review by the Welsh
Language Commissioner. We have addressed Ofwat’s feedback on the May submission and updated the
definition as setout in Appendix 4.

Customer views

We have tested customers’ views and itis clear thatthe Welsh languageis partofwhat itmeans to liveand
work inWales andis arecognised partof Welsh cultureand heritage. We have taken several opportunities to
understand their views and there arefour pieces of research that we have reviewed to understand customers’

views about this service offering to help us decide how best to respond to our statutory obligation.

e qualitativeresearchas partofthe licencevariation;

e qualitativeresearchto understand customers’ needs and expectations;

e customer tracker survey; and

e specificresearchonthe proposed performance commitments andincentives.

Inthe firstthree sources customers were asked a variety of questions aimed at understandingtheir
expectations, priorities and how we couldimprove services.In each casecustomers indicated thatthey think it
isimportantthat we retainthe Welshidentity and anecdotally people placed importanceon small detailslikea
bilingual greetingon all phonecalls and bilingual branding on the company vehicles. The notion of alocal
business and how this improved trust was a common theme across theresearch packages and when prompted
further for examples of what a local company does or means to them some respondents raised the importance

of retainingthe Welsh languageservices.
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Through our performance commitments and incentives research we specifically told customers what Welsh
languageservices we are offering and then asked customers ifthey were acceptableor ifthey would prefer to
pay for increased offerings (E1 more on bills) or receivea bill reduction (30 pence off bills), which reflects the
minimum services that still enable us to meet our statutory requirements.

73% of respondents said the proposed offering was the most acceptable. There was a broadly equal split
between those who would be happy to reduce to the statutory minimum and those who would liketo
enhance the offering further.

Inthe round, research shows that customers do value and placeimportanceon the Welshidentity and that it
is importantfor them to have the choiceto communicate with us in either English or Welsh. There was clear
acceptanceof the services butno compellingevidence to do less or go beyond the statutory requirements.

The number of customers currently engaging with us in Welshis much lower than this evidence would suggest.
Through our PR19 research, several participants talked to a researcher in Welsh when firstdiscussingwhatthe
research was about, however, when it came to actually completing the research questions very few people
elected to complete itin Welsh. Out of 500 willingness to pay surveys with household customers, two were
conducted in Welsh.

Historical performance
Dee Valley had a Welsh Language Scheme in placebut this was not monitored and reported on inthe same
way that we areproposingsothere is no historicalinformation thatwe can provide to support this. The

previous Severn Trent customers in Mid Wales received an approved but lower standard of serviceand that
scheme has alsonotbeen monitored and reported on ina regular way.

Comparative information

DCWW are the only other company who have this statutory obligation. However other companies do provide
services in multiplelanguages to reflect the diversity within their regions. This is nota comparative measure
and therefore this has not formed part of the target setting.

Cost benefit analysis

The costs associated with providing this serviceareset outinthe enhancement business casein Appendix 4.
However as this is a statutory requirement, cost benefit has not been used to derive anappropriatetarget — as
we must deliver 100% compliance.

Overall rationale for target

Our targetis to achieve 100% compliance with the Welsh language Scheme. We are not claimingthatthisis an
ambitious or extremely stretching target (as we already operate at 100% compliance), butitis anadditional
servicethat we provide at no extra costto our customers. Its inclusionin our suite of PCsis in partto drive the
rightbehaviours and cultureinternally and alsoto demonstrate to our customers and stakeholders that we are
takingour responsibilities seriously.

Long term ambition

We will continueto ensure we fully comply with our statutory obligations butalso engage with our customers
to ensure our offering meets their expectations.
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We aredeveloping a long term strategy that reflects the wider policy ambition, whichincludes aligningour
education programme and graduate and apprenticeship recruitment policy to ensure we can meet the
estimated future demand on Welsh languageservices ina sustainableway.

ODI rationale

This is a non-financialincentive. There arealready mechanisms in placethroughthe Welsh Language
commissioner toadminister penalties if we are not compliantwith our statutory obligations. Performanceis
aimingfor 100% so there is noscope for rewards.
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7. Outcome: Lowest possible bills

There are several aspects to our approach that will continue to help us deliver the lowest possible bills. The
outcome narrative “Lowest possiblebills”inchapter 6 describe this.The bill itselfis the main measure for this
outcome and clearlythereare overlaps with the performance commitments set outin “A servicefor everyone”,
which track the support we offer to customers who struggle to pay their bill and the effectiveness of that
support. In additional to these measures this outcome includes a performance commitment on the red uction

in the number of void properties.

Summary of performance commitments for this outcome

retained new Removed/ discounted
Mandated by Ofwat -reduction inthe -reduction inthe number
number of void sites of gap sites

Customer driven

Company or CCG driven

The diagrambelow shows where it sits on the framework, which shows the primarytarget setting

methodology.

| Understand customer priorities |

Identify/Develop PC
Yes No

Customers support the Regulator (EA/DWI)
requirement? < requirement for » Customer priority
target?

Very Important /\ Important

Comparative data Set target at higher of UQ Set target at median &
exists or CBA CBA (with cross check)

Nol

Set target at Set target at CBA e—
i Set target at higher of
higher of CBA or CBtgA 2 hist L CBA and/or expert/model
regulatory level 1SoME input (with cross check)
performance P
No |
v
e i e ‘ CBA analysis and/or expert/model input
measure

Reducing void sites

7.1 Voids — Rationale and evidence
This is a performance commitment required by Ofwat, but without a specified target. We have applied the
methodology shown above and concluded the target should be based on the costbeneficial level cross checked

using expert judgment.

Avoid property is defined as oneconnected for water services thatis thought to be unoccupied andis therefore
not billed. The number of billable voids is measured on an annual basis for each financial year (i.e. 1st April —
31stMarch). The performance commitment measures the change invoid properties year on year. The detail of
how it will be measured is set out in Appendix 3 and has been updated to reflect the feedback received from
Ofwat on the May submission.
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Regulatory guidance

Ofwat has outlined their expectation that water companies are responsiblefor ensuringtheir bespoke
performance commitments are designedin anappropriateway. This will allow us to spread our costs over a
larger number of customers thus reducingbills and improvingfairness and affordability for our billed
customers.

The guidanceon voids is as follows:
“The company will explain their level of voids;and their plan will make proposalstoidentify and manage voids
andgap sites”.”

Due to the factthat our non-household customers are notinthe open market we do not see any valuein
separating the household and non-household void targets.

We arenot proposinga performance commitment for gap sites because of the increased difficultyin
establishingarobustandreliable measurement method. We have reviewed how other sectors approach this
problem and the most viableapproachis tocomparethe number of billed supply points between utilities,
adjusted to reflect the same supplyarea.This approachis problematicfor Hafren Dyfrdwy due to the high
proportion of customers that have a private water supply, but don’t have a privategas or electricity supply.
Inthe current AMP, companies aredis-incentivisedin pursuingvoid properties and bringing thosewhich are
wrongly classed as unoccupied into charge.

This is firstly dueto companies’ revenues being subjectto a revenue cap (known as the Wholesale Revenue
ForecastingIncentive Mechanism (WRFIM)). Through this mechanism, any revenue collected over and above
those allowed for in our PR14 final determinationis adjusted for in the following period. Secondly, void
properties historically havea very high debt rate so billing void properties incurs extra bad debt costs, leaving
the company ina net negative position. The introduction of this PC is intended to address this imbalance.

Customer views

Our research consistently shows thatcustomers placea high valueon receivingvaluefor money; havingthe
lowest possiblebills isone component of this. We have not asked customers directly for their views on void
sites or about the level of performance they would expect inthisarea. Butitis clearthatthey expect bills to be
fairandas lowas possible,soitis clear thatcustomers would welcome any progress to improve this.

> Ofwat (Dec2017), “Delivering Water 2020: Our methodology for the 2019 price review —Appendix 13: I nitial assessment

of business plans,” p18
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Historical performance

We arestartingfrom a positionat2017/18 where we have seen the number of residential voidsincrease over
the last2 yearsin Dee Valley.Inthe last2 years of AMP6 we planto stop the increaseas showninthe table
below.

Number of void 18/19 19/20

properties

Dee Valley Wales 2,323 2,249 2,514 2,514 2,514

Severn Trent Wales

. 4,494 4,966 4,709 4,709 4,709
(Mid Wales)

Hafren Dyfrdwy 6,818 7,216 7,223 7,223 7,223

15/16 & 16/17 voids for both DV Wales & ST Wales havebeen calculated on the same % of 17/18 voids.

Comparative Information

The onlysource of comparativeinformation availableto us can be found inthe 2017 debt report prepared by
PWC for Ofwat. The figurebelow shows that the industryaverage is around 2.5%and upper quartileis around
2% of connected household properties. Our performance would put us comparable with the worst performers
across theindustry. Thisis in partdue to the rural nature of our region. As we cansee from the PWC chartthat
DVW was below the industry average and Seven Trent was above it but by no means the worst company. But
when Mid Wales is extracted and Chester removed itcompletely changes the overall performance,to a worse

picture.

Voids as % of Connected Households Within the

Water Sector

0%

”"w

Void Households as a % of Household Bills

2%
0%
2012 2013 2014 2015
= Lower Quartile = Median = Upper Quartile = Worst Performer

= Best Performer
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Total Comnected Households

=%

Voids as a % of Househalds Billed

%

P S S

B Average Voida as % of Connected Households = Number of Connected Households

Cost benefit analysis

The reduction invoids delivers a benefit to customers through lower bills,as any additional revenue brought
into chargeis recycled through the wider customer base(via WRFIM). From a company perspective the
benefit of bringing voids into chargeis equal to the additional retail revenue and the incentive rate.

Average Voids as a % of Total Connections vs

Number of Connected Households

The most significantcosts associated with deliveringthis performancerelate to a significantly heightened level

of bad debt risk. Although our bad debt rate is amongstthe lowest inthe sector, the bad debt riskassociated

with void properties is much higher. Recent trials indicatean 85% bad debt risk with billing void properties.

The PC level of a 72 reductioninvoid properties over the AMP therefore incurs this additional bad debt cost,

offset by the retail revenue, leavinga costburden within Hafren Dyfrdwy. Any reductioninthe voids pot over

72 will attractthe ODI reward, however to get to a breakeven point HD will need to reduce the voids pot by

1,637 over the AMP (illustrated below)so whilstthe target is relatively lowthis results in HD needi ng to reduce

the voids pot by 1,637 (23% of the current voids pot) whichis a significant & stretchingtarget.

Performance beyond the breakeven point of 1,637 will deliver marginal gains to Hafren Dyfrdwy, however will

still deliver benefits to customers by spreading costs over more properties.
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Inabsolutevoid properties this means:

Year Connected Properties Voids % Voids
2017/18 100,453 7,223 6.9%
2018/19 105,503 7,223 6.8%
2019/20 106,199 7,223 6.8%
2020/21 106,910 7,209 6.7%
2021/22 107,673 7,194 6.7%
2022/23 108,485 7,180 6.6%
2023/24 109,311 7,165 6.6%
2024/25 110,152 7,151 6.5%

AMP 7 Reduction -72 -1%

Rationale for target

The target has been set based on a balanceof:

1. costsassociated with bringingthese properties into charge; and
2. the process improvements that can be implemented atno significantadditional costs to ensure we
are meeting this target without increasingthe costs for our customers.
The target alsotakes intoaccountthe additional bad debt riskassociated with bringing void properties into
charge.

We believe this is stretching becauseitis likely that we do have a higher proportion of genuinely unoccupied
voids.The combinationif high deprivation and very rural areas makes itboth more expensive to find and more
likely thatthere areabandoned properties, especially business properties. Given the DVW company level



household voids was around 2% and business is 19% (which arealmostall metered) suggests there is reduced
scope of finding occupied voids to bringinto charge.

ODI rationale

To mitigate the bad debt risk, we have proposed an outcome delivery incentive payment for this performance
commitment. The incentiverate is setat a rate slightly lower than the bad debt rate (whichincentivises
improved performance) whilstthe extra revenue generated offsets the bad debt riskleaving HD largely cost
neutral whilststill delivering a benefitto customers. The incentiverate will stretch us to become more

efficient at identifying void properties that are occupied and then bringingthem into charge.
We arenot proposingany deadbands or caps.

Under the (WRFIM) revenue cap, the adjustments for additional revenuerecovery that take placeinthe
subsequent period would be expected to leave companies indifferentto collecting voids. However, because
void properties also havea very highincidence of debt (around 85% in our latest analysis) billing void
properties actuallyresults in extra bad debt costs that disincentivises the pursuitof voids. Nevertheless, even
with the potential for bad debt, customers stand to benefit from reducingresidential voids. This is because
bringinga voidinto charge means that, at least,some revenue will begenerated where there was none
before, thereby reducingthe need for other customers to bear the costs associated with residential void sites.

The aimof the ODI is to incentivisethe company to resolvevoids,sowe have setitusingthe combination of
the average 2017/18 annual combined bill of £237 and the water-only bill of £161. And, to incentivise
improved performance, we have included a slightly reduced bad debt rate of 80%. This implies anaveragebad-
debt of either £190 from combined bills or £129 from water-only bills, for each void brought into charge.
Taking 50% of this value, then applyingthe 20% upliftgives anin-period ODI for each void property brought
into chargeover the annual targetof £114 for combined bill sites and £78 for water-only premises. The ODI
will bereward only, becauseapplyinga penalty for increases invoids would disincentivise their identification —
voids areunknown until the point of discovery.

Long term ambition

As a percentage of total properties the number of void sites is comparatively high. During AMP7 we will
improve our understanding of these properties and improve the efficiency of bringingthem into charge.
Assuminga large proportion of these properties are incorrectly recorded as voids and areoccupied then we

will takea phased approachto realigntothe industry average and upper quartile.

AMP7 AMPS8 AMP9 AMP10 AMP11
% of voids 6.5 5.5 4.5 35 2.5
Number of void properties 7,151 5,922 4,919 3,800 2,700
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8.1 Outcome: Making a positive difference (in our communities)

There are several aspects to our plan that have a positive impact on the communities where we serve. The
outcome narrative “makinga positive difference” in chapter 6 describethis. The only performance commitment
included that falls entirely in this outcome is our customer education programme.

Summary of performance commitments for this outcome

retained new Removed/ discounted
Mandated by Ofwat
Customer driven
Company or CCG driven -customer education

The diagrambelow shows where it sits on the framework, which shows the primary target setting
methodology.

‘ Understand customer priorities ‘

Identify/Develop PC
Yes No

Customers support the Regulator (EA/DWI)
requirement? < qui t for » Customer priority
target?
Very Important ‘/\ Important
Yes O o o o B
Comparative data Set target at higher of UQ Set target at median &
exists or CBA CBA (with cross check)
NUI
Set target at Set target at CBA —
(i @l @b en S at_ hlgr_\er of CBA and/or expert/model
Y EReLR (B0 CBA & historic input (with cross check)
performance
o

v
New innovative ‘ CBA analysis and/or expert/model input
measure

Customers pledging to change behaviour

8.1 Inspiring our customers to use water wisely —rationale and evidence

We areproposinga bespoke PC thatis defined as the number of people who have agreed to change their
behaviour as aresultof our educational activities. Thedefinitionis setout in detail in Appendix 3 which has
been updated following Ofwatfeedback on the May submission.

Regulatory guidance

This is a company bespoke PC and therefore there is no regulatory guidance on the appropriate target.

Customer views

Across all of our research one common theme emerges - customers expect us to be more proactivein our
communications to engage and educate them. This includes more effective education about water efficiency
and sewer use.

Inour qualitative customer needs research we find that customers were very enthusiastic abouteducational
visits,and would welcome more information.They sawa role in promoting good water saving behaviours,
providinginformation aboutwhat can’t be disposed of down sinks and toilets and promoting visitor sites /
reservoirs. They thought itwas most important to focus on children (teaching them good habits for later life),
but there was also anappetite for educational visits for adults.
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“I think it’s a good thing. Kids turn on the tap and run a bath to the top, and they need to think about where

their water comes from.”- Customer needs research, Mid Wales

Whilstthis is purely qualitativeinsight, our findings areconsistentwith insightfrom quantitativeresearch.In
our willingness to pay research we asked customers to prioritisetheir top three, from a range of additional
services. Educationinlocal schoolswas thetop priorityin North Wales, and the second highestin Mid Wales.
The latest wave of our customer tracker tells us the greater trust amongst household customers could be
leveraged through enhanced visibility in the community, and “educating school children to help protect the
environment” was considered by respondents to be the second highestfrom a range of activities the company
could do to more of to protect or improve the environment (after reducing leaks).

“[To improve my trust in them, DVW need to] be more visible in the media and put more information in the
local papers.” — Customer tracker, North Wales

Inthe PCs and ODIs research we found that the customer education was the most acceptableof all the PCs
presented to customers, with 95% of household customers, and 94% of non-household customers finding the
proposal acceptable. Customers saw this PC as a key priority,and education of customers and school children
about conserving water and avoiding blockages is mentioned spontaneously. Customers saw the link between
education and some of the other serviceissues we discussed with them, such as blockages. The use of digital
media, virtual reality and interactive experiences is seen as a good idea, making the message more
memorable.

“It is a good idea because we weren’t educated when we were younger on water and we take it for granted”

— PCand ODI research, household customer, Mid Wales

“Excellent to target that for the next generation, but we probably all need more education as well” —PC and

ODl research, non-household customer, Mid Wales

Historical performance
We have never recorded or measured the impact of our education programme so don’t have any historical

information on which to base the target.

Comparative data
This is a bespoke measure and whilst other companies do carryout various engagement and education

programmes there is no publically available information that can be used to help us define the target.

Overall rationale for the target.

We want to give all children an opportunity to experience our innovative engagement programme. We have

calculated the target on the following basis:

e amore immersive programme of education targeting behavioural changerather than number of touch
points;

e the number of schools in our region where the age groups align with our target for the education
programme; and

e anassessment of the number of schools we will be able to make a successful partnership with.

Long term ambition

We are not committing to a long term ambition on this measure. The reality is the type of education, and the
best way to deliver it, can vary over time. As the messages around water efficiency and sewer misuse embed
the need to re-educate people will reduce. However, future pressures may requireeducation abouta completely
different topic. As such we will review the scope and type of education programme as part of PR24.
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