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1. About this document

Yn Hafren Dyfrdwy, rydym yn gyfrifol am ddarparu dwr a gwasanaethau dwr gwastraff i dros 120,000 o
gwsmeriaid yng ngogledd-ddwyrain Cymru, yng nghanolbarth Cymru ac yn Sir Fynwy yn ne-ddwyrain Cymru.
Ymdrechwn yn galed i gyflawni’r safonau ansawdd uchaf ym mhopeth a wnawn. Boed hynny’n golygu
ansawdd ein dwr yfed neu’r wybodaeth am berfformiad rheoliadol rydym yn ei chyhoeddi ar ein gwefan,
mae arnom eisiau sicrhau y gall ein cwsmeriaid ymddiried ynom i ddarparu’r hyn sydd bwysicaf iddynt.

Mae ansawdd yr wybodaeth reoliadol a gyhoeddwn yn bwysig oherwydd ei bod yn helpu i roi hyder i’'n
cwsmeriaidaciranddeiliaid eraill ein bod yn agored ac yn ddidwyll, nid yn unigynglynag ym mha feysydd
rydym yn cyflawni’n hymrwymiadau iddynt ond hefyd ymhle nad ydym yn gwneud lawn cystal.

I helpu i ennill yr hyder hwn, fe ddefnyddiwn sicrwydd i brofi’n drylwyr yr wybodaeth rydym yn ei chyhoeddi
mewn modd sy’nannibynnol acynwiriadwy. Mae ein Bwrdd yn goruchwylio’r broses hon drwy’n trefn gadarn
o lywodraethu a’n fframwaith sicrwydd cryf.

At Hafren Dyfrdwy we’re responsible for providing water and waste water services to over 120,000
customers in North-East, mid-Wales and Monmouthshire. We strive to achieve the highest quality standards
in everything we do. Whether it’s the quality of our drinking water or the regulatory performance
information we publish on our website, we want to make sure that our customers can trust us to deliver
what matters to them most.

The quality of the regulatory information we publishis importantbecauseithelps to give our customers and
other stakeholders’ confidencethat we're being open and honest not only about where we’re deliveringon
our commitments to them, but also where we’re not.

To help to secure this confidence, we use Wt s

assurancetothoro ugh I ytest information we We perform ‘assurance’ to check that the information we
. . o provide isrobust, accurate and complete. Examples of
publishina manner that is independent and assurance may include checking that a spreadsheethas no

formula errors, that a customer call has been recorded

verifiable.Our Board oversees this process accurately on our systems or consulting with our customer

th rough our robust governance a nd assurance challenge group on our plans for vulnerable customers.
You can read more aboutthe levels of assurance we apply
framework. on page7.

Ofwat’s Company Monitoring Framework
On anannual basis, Ofwatassessesthe level of trust thatit has inthe data we produced and assessesagainst
three categories:

e Self-assured - indicatinga high level of trust. Companies who are self-assured havegreater levels of
freedom to dictate their own assuranceplansforthe reporting year.

e Targeted — indicatinga sufficientlevel of trust, however Ofwat dictates some areas that must receive
assurance.Targeted companies must also publishanannual statement of risks, strengths and
weaknesses and anaccompanyingassuranceplan.

e Prescribed —indicatingthat Ofwat has concerns with the information provided and dictates what
information should beassured by the company as well as the requirement to publishanannual
statement of risks, strengths and weaknesses and anaccompanyingassuranceplan.

This process is known as the Company Monitoring we make surethat our regulatory publications can
Framework (CMF). Under the CMF, we publish be trusted by our customers and our stakeholders.
assuranceand compliance documents throughout

the year as showninFig. 1 below. By doingthis,



What is the Company Monitoring Framework?
Ofwat’s company monitoring framework (published in
June 2015) set out its expectations for how it will oversee
information thatwe, and the 16 other largest water
companies, provide to our customers.

For more information pleasevisit Ofwat’s website
(www.ofwat.gov.uk)

Understanding your views

In November 2018, we published our statement of risks, strengths and weaknesses and our draftassurance
plan for consultation. Inaddition to publishing this document on our website, we proactively contacted our
key stakeholders to let them know we wanted to hear their views. As a result, we've considered the feedback
received and wider industry trends to produce this document — our final assuranceplan. This plan covers the
2018/19 regulatory reporting year and considers requirements for 2019/20 onwards.

Fig 1. The Company Monitoring Framework cycle
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This document contains the followinginformation:

e Aglossarytoensureyou canunderstand anyabbreviations usedin this document.
e Informationon our governance and assurance framework, which covers our Board arrangements and

the different levels of assurancewe apply.


https://www.hdcymru.co.uk/content/dam/hdcymru/regulatory-documents/company-monitoring-framework/hd-risks-strengths-weakness-and-assurance-plan.pdf
https://www.hdcymru.co.uk/content/dam/hdcymru/regulatory-documents/company-monitoring-framework/hd-risks-strengths-weakness-and-assurance-plan.pdf

e An overview of our internal complianceassessmentframework — Licence to Operate, which helps us
determine our greatest areas of risk.

e Details of the customer and stakeholder engagement we undertook to produce our initial draft
assuranceplanandthefeedback we received from our November consultation.

e Qurareasofriskandfinal assuranceplan, whichincorporates both our internal assessmentand
external engagement

Changes this year

InJuly 2018, we realigned the boundaries of the two regulated water companies within the Severn Trent Plc
group — Dee Valley Water and Severn Trent Water —to better match the boundaries between Englandand
Wales.Our new company - Hafren Dyfrdwy, serves customers in Wales while Severn Trent Water now serves
customers in England. This realignment has necessitated a change in how we report performance data and
how we operate to ensure we fairly protectthe interests of customers of both companies. The focus of our
assurancereflects this.

Alongsidethis, we submitted innovativeand customer focused business planthatset out what we intend to do
for our customers inthe next five year period (2020-25) and beyond. To ensure we can deliver our promised
commitments, our Price Review 2019 (PR19) assuranceframework used robust assurance processes to flagup
areas of risk or non-compliance.



2. Glossary

To helpto explainalltheterms inthis document, we’'ve included the table below.

Term Definition

AlM Abstraction Incentive Mechanism - AIM encourages water companies to reduce the environmental
impactof abstracting water at environmentally sensitive sites when water is scarce.

AMP Asset Management Period — this refers to Ofwat’s 5 year planning period. For example, we are
currentlyin AMP6. AMP7 will startin 2020.

APR Annual Performance Report —includes information aboutwhether we’ve achieved our

performance commitments ina given year, and our financial performance —based on the
accounting conventions in Ofwat’s regulatory accounting guidelines.

ARA Annual Report and Accounts — includes our annual financial statements based on International
Financial Reporting Standards.

Assurance A process that challenges the validity of our data and methodology.

CCG Our Customer Challenge Group (CCG); includes independent experts, CCWater, our regulators
including Natural Resources Wales and regional stakeholders.

CCWater Consumer Council for Water — the statutory consumer representative body for the water industry.

Compliance Our internal team that monitors compliancewith our statutory and regulatory duties.

ERM Enterprise Risk Management — our system of identifyingand managingrisks within Severn Trent
Plc.

HD Hafren Dyfrdwy Cyfyngedig — the regulated water company within Severn Trent Plc whose area of
appointment covers North-East and mid-Wales.

Internal Reporting directly to the Severn Trent Plc Audit Committee, Internal Audit provides independent

Audit assessment of the effectiveness of our processes, controls and risk mitigation strategies.

K Factor K Factoris the pricelimitthatcompanies caninincreaseor decrease prices charged to customers.
This is reviewed and determined by Ofwat.

MOSL The market operator for England’s competitive non-household market. A small number of our
large user customers in Wales areeligibleto change their retailer in the competitive market.

NAV New appointments andvariations - Companies which providea water and/or sewerage serviceto

customers inanarea which was previously provided by anincumbent provider. Hafren Dyfrdwy is
a NAV asitprovides water and waste services inanarea previously supplied by Dee Valley Water
and Severn Trent.

oDl Outcome Delivery Incentives areindividual performance measures, which have a financial reward
or penalty attached. They are a sub component of our performance commitments (below).

Ofwat The Water Services Regulation Authority — the statutory economic regulator for the water
industry.

PC Performance Commitment — the level of performance we've committed to deliver either annually
or duringthe five-year period covered by business plans.

PR19 PriceReview 2019 - Every five years we publish our proposalsfor the next fiveyear period. Ofwat
reviews this and decides whether our plans aresuitablein a determination process.

RACI Responsible, Accountable, Consulted, Informed —a RACI matrix details who is responsiblefor
managinga duty or obligation,whois accountableand who should be consulted or informed of
any changes.

RORE Return on Regulated Equity — the percentage amount that we are allowed to give backto our
investors, whichis agreed as partof Ofwat’s pricelimits.

SLA Service Level Agreements —we have timescales and minimum levels of performancein placeboth
internally and with our contractors.

ST Severn Trent Water Limited — the regulated water company within Severn Trent Plc whose area of
appointment covers the Midlands.

ST Plc Severn Trent Plc — the parent company and ultimate controller of Severn Trent Water and Hafren
Dyfrdwy.

Third Party An independent auditcompany or organisation thatperforms auditorassuranceservices.
Auditor
/Assurer



3. Our governance and assurance framework

We’ve spent the last two years sharing best practice across Hafren Dyfrdwy and Severn Trent to
continuously improve our assurance approach, butit all starts with the right behaviours and values.

Starting with the right behaviours
Assurancealoneisn’tinfallible,and we believe ensuring balanced reporting - that our customers and

stakeholders can have confidencein - starts with the values of our company, our people and our behaviours.

We've worked to embed our code of conduct, ‘Doing the right thing —the Severn Trent way’, across Hafren

Dyfrdwy. This code of conduct is embedded throughout the wider Severn Trent organisationas a way of
working that ensures every employee is accountablefor upholdingour values.

Every day our people have to make choices aboutwhat they do and how they do it. Most of the time itis clear
what the rightthing to do is, whether itis aboutdoingwhat’s safe, doingthe right thing for customers, doing
whatis rightethicallyandindeed what is rightlegally.

But sometimes it's not soclear, so ‘Doing the Right Thing - the Severn Trent way’, details the five values we
work by, to help guide our people through those grey areas when there are no hardrulesinplace:

We put our customers first.

We arepassionateaboutwhat we do.
We actwith integrity.

We protect our environment.

iR wN e

We're inspired to create an awesome company.

These values apply to how we report information justas much as any other area of what we do.

A continuously evolving assurance approach

The assuranceprocesses we use come from best practiceidentified across manyorganisationsandindustries
ensuringthat managers, senior managers and directors areresponsiblefor delivering high quality data through
robustprocesses and methodologies in particular, we have benefited from becoming a member of the Severn
Trent group who have shared their learnings and assurance processes. For example, we introduced ‘licence to
operate’ to Hafren Dyfrdwy inthe lastregulatory reportingyear. Licence to operate has been operatingin
Severn Trent for over three years and ensures we understand our compliancewith all of our statutoryand

regulatory obligations. Moreinformation on licenceto operate can be found in section 4.

Our framework is underpinned by four main principles (as shownin Fig 2 below) which, while providing
consistency and clarity for our people, allowthe flexibility for our assurance processes to build and evolve with
our company and the environment we operate in. For example:

e Ariskbasedapproachtoassurancei.e.targeting areas of greatest importancewith three lines of
assuranceatthe areas that matter most or are highrisk. This approach ensures thatour assurance
programme maintains valuefor money whilealso giving confidenceto our customers and
stakeholders that the information they valueis trustworthy.

e Implementing a bi-annual assurance process for the areas of greatest riskto ensure that any potential
areas of non-compliancearenoted atthe mid-year point. This gives us the opportunity to rectify the
issues beforeyear end.

e Standardised process description templates to document each of our processes, providing us with an
auditable methodology from producing our data.


https://www.severntrent.com/about-us/corporate-governance/code-of-conduct/

Fig 2: Our assurance principles
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3.1 Robust assurance

To ensure we're applying an effective programme of assurance, whilebalancingvaluefor money, we operate a

three lines of assurance model. We target this model usinga risk-based approachsoareasthatwe know are of
prime importance to customers or may have a significantfinancial value or operational impactreceivethe full
three lines of assurance whileother areas may be targeted with firstor secondlineonly. This approach
ensures our spendingon assuranceis proportionateand aligns to what our customers’ value most. Fig 3 below
details the three lines and the typical activities thateach level is responsiblefor.

Fig 3: Our Levels of Assurance
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Firstlineactivitiesareembedded withinthe teams that areresponsiblefor reporting the performance so that
staff with the right expertise are conductingin depth quality checks atthe time the data is produced.

Second lineactivities arethen conducted by a separateteam that does not report into the same senior
manager as the firstlineto ensure anadditional level of checkingis conducted. For elements of our APR,
second linefunctions areembedded withinthe same directorate as the performance reporting. This ensures
that we maintaina stronglevel of expertise and understanding of the sourcedata.

Third lineactivities areconducted by a number of different providers depending on the specialisation required.

Generally the expertise can be divided into the following categories:



e Engineering/technical - where assurancerequires anexpert engineering / water industry technical
background.

e Regulatory - where challengeis required around the methodology used and assumptions againstour
regulatory requirements.

e Data integrity and consistency — understandingthe flow of data from sourcethrough to our final
publicationsensuringno data transposition errors are made.

e Financial - used for areas requiringspecific financial expertise,such as pensions.

e Model integrity - where a complex financial model is used and requires specialist external expertise
to test and challenge.

We usea combination of assurance providers for third lineactivity. The majority of our assuranceis provided
by the following:

e Black & Veatch — typicallyreview non-financial operational performance processes and data

e Jacobs — reviewing costallocation activitiesand financial reporting processes

e Deloitte —our financial data auditor

e Internal Audit — internal control reviews, data audits and other ad-hoc audits

3.2 Ownership and accountability

We have clear lines of ownership for both the delivery of performance, andthe accuracy of the data provided
through our ‘licenceto operate’ process, which every year assignsownership of all of our statutoryand legal
obligations in our appointed businessto managers, senior managers and directors. These managers are
responsiblefor ensuringcompliancewith our duties and raising potential risks or issues of non-compliance.
Any areas thatare noted as non-compliantaredisclosed by the Board as departures inits annual compliance
statement followingreview, scrutiny and remedial action by our senior leadership team and our Disclosureand
Audit Committees.

Section 5 includes moreinformation on our licenceto operate process.

3.3 Effective governance

Hafren Dyfrdwy was created on 1 July 2018 and has its own Board, whichis supported by existing Severn Trent
Plc governance arrangements. To ensure a level of independence between Severn Trent Plcand Hafren
Dyfrdwy’s Board members, in April 2018 we appointed three new Non-Executive Directors to specifically look
at our welsh business and provide independent challenge. We continue to adhere to the principles setoutin
Ofwat’s ‘updated assessmentof monopoly water companies’ governance arrangements’ publishedinJune
2015.Additional challengeis provided by the CCG who challenge us to evidence how the voice of the customer
has been consideredin our decision making processes.

Fig4 below shows how our assurance framework interacts with our governance arrangements to ensure that
all levels of the business have oversight of our assurance processes.



Fig 4: Our governance arrangements
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We alsooperatean Enterprise Risk Management (ERM) system for identifying, assessingand managingour
significantrisks —includingrisks to our corporate objectives, core processes, key dependencies, stakeholder
expectations and legal and regulatory obligations. Anumber of risk management systems feed our ERM
process including water quality risks,and health and safety. Significantrisks feed into our company risk profile
andare reported to our Executive Committee andto our Audit Committee and Board at leastevery halfyear.

3.4 Transparency and public accountability

As a publicservicewe want to be transparentabout how we balancethe needs of our customers, our strategic
plans as a businessanda fair return for our investors. We believe we areprudent in how we manage financial
riskand even-handed inthe way we sharethe returns from our outperformance with customers and
shareholders; we pay our taxes in full and on time; we pay executive salaries thatarereasonableand
sustainableand linked to the delivery of outcomes to customers; we avoid complex offshorefinancial vehicles;
we publicly reporton our performance, and hold ourselves to accountwhere we do not meet our
commitments.

Each year we evolve and update our reportingto make surethat itnot only complies with our regulatory
obligations butalso responds to our customers’ and stakeholders’ feedback. We have simplified the customer
version of our Annual Performance Report and included our comparative performance against other
companies to make our overall performance more transparentfor our customers. We also publish our
company structure on our website, which shows how the companies including Hafren Dyfrdwy and other

associated companies areconnected under the Severn Trent umbrella. And whilewe alreadyincludedetails on
executive payand our dividend payments inthe_Severn Trent Plc Annual Report and Accounts, we will lookat

how we candisplaythisinformationin our regulatory publicationsina waythatis transparent and easy to
understand for our customers.


https://www.hdcymru.co.uk/content/dam/stw-plc/responsibility/st-group-structure-november-2018.pdf
https://www.severntrent.com/investors/annual-reports/annual-reports-overview/

4. Our internal assessment — licence to operate

We use the wealth of expertise within the business to assess all of our statutory and regulatory obligations
relating to provision of water and wastewater. We call this assessment ‘licence to operate’ and it has been
operating in Hafren Dyfrdwy and previously Dee Valley Water for over a year.

4.1 The process

Sincejoiningthe Severn Trent group we have implemented and continued to embed the licenceto operate
process within Hafren Dyfrdwy. We have continuously reviewed the process to improve it by using new tools
such as SharePointto track the assessments and approvalsfromall levels of management. We monitor over
3500bligations including those specific toa business now operatingwhollyin Wales. Licence to operate is a
two stage process that operates through the mid and year-end of the annual regulatory cycle.

4.1.1 Mid-year risk assessment

In September we askour responsible managers tocomplete a riskassessmentof their regulatory and statutory
obligations. This involves assessing the following five categories as either low, medium low, medium high or
high risk, which we use to indicatelikelihood:

e Purpose — Does the responsible manager understand the purpose of the duty and what their
obligations are?

e Process — Has the responsible manager ensured that there is anadequate process in placetocomply
with our obligationandis this documented?

e RACI-Isitclear which employees areresponsiblefor which partof the process?

e Competency — Are there sufficientemployees suitablytrained andis therea clear skill matrix
defined?

e Controls — Are there measures in placeto monitor performance and is regular quality checking
undertaken?

Once this assessmenthas been completed, the centralised complianceteam assess theimpact of non-

complianceinthis area usingsix factors:

e Customer service impact — What would be the impact on customers of non-compliance?

e Competition compliance — Does the duty or obligationinteract with competition law?

e Impact on the environment — could we damage the environment if we didn’t comply with this
obligation?

e Health and Safety — could someone be hurt as a resultof non-compliance?

e Market confidence —would investors loseconfidenceinthe business?

e  Financial impact — could non-complianceresultinfinancialfines?

By combiningthe likelihood assessmentwith the impactassessmentwe are ableto understand the areas of
complianceriskthatrequireeither management actionor our assurance plan needs to target. This allows us
the opportunity to put action plansinplaceprior toour year-end reporting of performance. For further
verification, we alsoreviewthese risks againstour ERM register to ensure there has been a consistent
assessmentof riskacrossthetwo processes.

4.1.2 Year-end declarations

Prior to publication of our annual regulatory reporting we ask our responsible managers to declare whether
they have been compliantor non-compliantwith their obligations. If they have been non-compliant, we ask



them to complete a ‘departures’ form, which details what issue has occurred during the reporting year and

what action will betaken to prevent itin future.

All departures arethen reviewed by the accountablesenior manager anddirector who will assess thelevel of
materiality. Some departures, whilerepresenting an instance of non-compliancewith process may not be
material or for example it may be within the stated confidence of the measure. All departure assessments are
tracked on the departures form to ensure that we maintaina visibleaudittrail ofallareas of potential non-
compliance.

Departures that are assessed to have a material impactareincludedinourannual Compliance Statement,
whichis publishedinJulyalongsideour regulatory reporting. This document is reviewed and scrutinised by
Disclosure Committee and Audit Committee before itis endorsed by our Board prior to publication ensuring
that all levels of the business are made aware of any significantrisksorissues.

4.2 Changesin 2018/19

This year we added new obligations to our ‘licenceto operate’ process to respondto changes inour operating
model within Hafren Dyfrdwy and our statutory obligations:

e Regulatory Accounting Guidelines 5.07 (RAG5) — we asked all senior managers torisk assess whether
they had adequate procedures in placeto comply with RAG5 e.g. ensuringaccuratecostallocation
processes between pricecontrols and between Hafren Dyfrdwy and other businesses in the Severn
Trent Plc group including Severn Trent Water and that they were compliantwith arm’s length trading
principles. Wealsosetup a RAG5 steering committee to oversee compliancewith our obligations

e General Data Protection Regulation (GDPR) —as GDPR came into force in May 2018 all of our
colleagues have undertaken GDPR e-learningtrainingtoensure all colleagues areawareof our
procedures incaseof a data breach and how to prevent one from occurring. Again we asked our
senior managers who are assignedinternally as ‘data owners’to riskassesstheir compliance with
GDPR legislation.

4.32018/19 risk assessment outcome
Inthis year’s assessment, the followingareas were noted as either high or medium highriskin order of
importance.

e Performance commitments - in recognition of the potential impact our performance commitments
have on our customers, the environment and market confidence, our customer ODIs continueto
feature inour assurance plans aspartofthe Annual Performance Report. Customer ODIs remaina
high priority for our stakeholders and customers because:

o our performance commitments reflect the areas of servicethat our customers have told us
are mostimportant to them — we have anobligationtoaccurately reportif we are meeting
our commitments; and

o ourinvestors can make decisions asto whether to investinour companybased on the
performance data we provide— we have a fiduciary duty to accurately reporthow we are
performing.

e Reservoir resilience — our highestriskin our ERM risk management system and highlightedin our
PR19 plan.There are some inherent risks with our reservoirs.Inthe short term, we have carried out
detailedriskassessments and as a resultwe have increased the inspection regime carried out by
trained reservoir engineers and improved the emergency plansinplace. However, to ensure we
address this longer term we have carried out pre section 10 inspections and developed a business
casethat sets out the required interventions to ensure these assets remain compliantwith all relevant



legislationand to ensure they aresafe andserviceable. This riskis monitored through our ERM and
licenceto operate systems.

Charges - We areconscious thatthis maybe a sensitivearea for our customers in partdue to the
recent creation of Hafren Dyfrdwy. We want to be transparent with customers about how charges are
calculated and be clear that any change in priceis not a directresultof this. We will engage with
CCWater and our CCG to helpalleviate customer concerns.

Water Quality obligations —Due to existingprocesses thatarein place, we believe we are compliant
with our obligations under the Water Quality (Water Supply) Regulations and the Water Industry Act.
All of our managers are competency checked andtrained, whether they are new or existinginroleas
part of a three year programme, however due to staff changes inthe teams that carry out these
duties we want to ensure that all of our managers have an up to date understanding of what their
responsibilitiesare. Our Regulatory Performance team are conductingan internal reviewto ensure an
appropriateRACI isinplace.

Licence Condition L (Asset Management) — Followingcreation of Hafren Dyfrdwy, we want to ensure
that we have confidencein our programme to maintain our underground assets. Following
integration of the two companies we have merged our programmes of work to ensure visibility of
outputs and control frameworks. This work is ongoing.

Where appropriate,action plans havebeen put in placeto address these areas and reduce the level of risk

associated.

Our internal complianceteam also provides further oversightof ourassuranceplantoensure that we include

areas that may not necessarily scorehigh on our internal riskassessmentin the present, but that we know are

subjectto or could be subjectto regulatory change or emphasis.

Boundary realignment — Followingthe creation of Hafren Dyfrdwy on 1 July 2018, our regulatory
reporting has now been splitaccordingtothe new licence area. We have asked all lines of assurance
(includingthirdline) to consider how the boundary realignment has impacted regulatory reporting
and whether performance has been allocated to the correct entity.
Cost allocation — Costallocation activities within our financeteam are part of our established third
lineassuranceannual processes however the followingfactors have meant that we wanted to place
additional emphasis onthis area for 2018/19:

o Boundaryrealignment and the creation of Hafren Dyfrdwy meaning that we wanted to

ensure costs areallocated correctly between our businesses.
o Ofwat’s licencesimplification consultation thatembedded RAG 5.07 into our licenceas of
January 2019.

Drought Plan - The Water Act (2003) made ita statutory requirement for water companies to
produce and maintaina Drought Plan. We update these plans every five years. Our Drought Plan sets
out how we will manageour resources and supply system indry years, to maintain our serviceto our
customers.
Governance of regulatory and statutory duties — As noted above, we want to ensure we can
demonstrate we have good governance arrangements in placein order for us meet ourregulatory
and statutory obligations. During PR19, Black & Veatch reviewed our governance arrangements and
our processes for meeting these obligationsto ensure these were appropriate.
K factor and ODI Model- Ofwat noted inits ‘in period ODI draft determination’ that ithad found a
small number of errors andinconsistencies inthespreadsheets we provided, which were used to

calculateour reward / penalty for performance on our ODIs. We acknowledged that these errors had
been missed by our two lines of assurance. Wewill conductaninternal review and consider if
additional assurance and/or controls isrequired for this year.


https://www.ofwat.gov.uk/wp-content/uploads/2018/11/In-period-ODI-draft-determinations-2018.pdf

e  PR19 future reporting — As part of our PR19 business plan we proposed a suite of performance
commitments for the next five year period (2020-2025),a number of which requirenew reporting
processes to be developed. As such, we want to ensure we canreport our data accurately before the
next AMP starts.Lastyear we asked our regulatory technical auditor to review our plansinadvanceto
check that we hadsuitableactionplansinplaceto address anyareas where we would potentially be
unableto reportthe new measures. This year we're usingthe same process that we use for our
performance commitment datain‘shadow’ i.e. halfyear andfull yearaudits to ensure we get a
snapshotofriskareas prior toyear-end.

e Water Resource Management Plan — Our draft Water Resource Management Planwas publishedin
January 2018 and was open to consultation with all our customers and other stakeholders. This year
we will be publishingthefinal planthatrequires a signed Board assurance statement to be published
alongsideit. Given the complexity and strategic importance of managingour water resources, we
wanted to make sure that our statement of responseand final publication was subjectto third line

review.

We used these areas as partof our customer engagement describedinsection5 and published them as partof
our November consultation document to understand whether our customers and stakeholders believed were

targeting the right areas. How we address these areas with assuranceis coveredin section 6.



5 Customer and stakeholder engagement

To understand which areas matter most to our customers and stakeholders, we use our regular engagement
methods and also some bespoke research specifically designed to inform this plan. We also put this plan out
for consultation in November.

5.1 Customer engagement

Prior to publishingour draftassuranceplanin November we undertook customer focus groups to understand
what areas mattered most of them by usingthe results fromour internal assessmentdescribedinsection 4

above.

5.1.1 Focus groups (Wrexham and Powys)
We wanted to talkto our customers face to face inthe areas that were primarily affected by our company

boundary changes inJuly 2018 followingthe creation of Hafren Dyfrdwy. We also wanted to hear their
opinions on key topics likerenationalisation and executive pay.

Insummary the feedback we received was:

e Thatthe participants wereaware of Hafren Dyfrdwy. All participants had received a letter from usin
advanceof receivingtheir bill informingthem of the changes. Aside from this, customers knew little
about Hafren Dyfrdwy.

e The majority of customers assume Hafren Dyfrdwy are makingthe right decisions and performing
well, although most customers simply don’t give the subject much thought on a day-to-day basis.
They assumewe areprovidinga good quality serviceto customers anyway, mainly becauseitis our
jobto be doing so. It was mentioned that Ofwat’s presence inthe industryas an overseeing body
means that they [customers] indirectlytrustHD to do ourjob.

e Duringthe session, we asked participants torankthe elements of our proposed assuranceplanin
order of importance to them. The results indicated thatcharges and our performance commitments
were largely considered the most important elements inour assuranceplan.

e The topic of renationalisation tended to dividethe group with some seeing benefits inrenationalising
the water industry such as sharing outthe water resource, perception of greater control and a belief
that everybody would be payingthe same rate. However, once customers were prompted with some
pros and cons of renationalisation they areless passionateaboutrenationalising the water industry.
Thisis mainly dueto prices onaverage being lower since privatisation, fewer supplyinterruptions and
the amount spent on funding and infrastructure.

e Customers were also asked for their views of Dwr Cymru being a not for profit organisation, of which
some but not all customers were aware. Views were varied dependent upon location, those
customers in North-East Wales supported the not for profitstatus, although opinion wavered when
they understood that HD bills were lower than Dwr Cymru. Those customers in mid-Wales didn’t mind
the fact that Dwr Cymru is not for profitand HD is partof a FTSELI00 company.

5.1.2 Stakeholder engagement

As well as listening to our customers, we wanted to take on board feedback from our regulatory stakeholders.

5.2.1 Ofwat—-2017 CMF Assessment

We were disappointed to be overall assessed as ‘prescribed’in Ofwat’s 2017 CMF assessment. However, we
have worked hard over the lastyearto address the concerns noted and have tried to go beyond the
requirements identified by Ofwat. Last year Ofwat identified three mainareas of concern:

1. Boardleadership,transparencyand governance.Earlier this year we appointed three new independent

non-executive directors to the HD Board to provide additional confidence in our directors’ focus on



Hafren Dyfrdwy. To aidtransparency wehave added our group structure onto our website and plan to
includea copy of this in our annual regulatory publications. We havealso consulted with our customers
on key topics such as renationalisation and executive pay to gain their views on how we can further
engender trust.

Customer engagement. Under ‘outcomes’, Ofwat was concerned that there appeared to be Timited

evidence that the company has provided the wider assurance to demonstrate that it is listening to
customers and delivering the services they want and can afford’. As detailed in our PR19 business plan,
we undertook extensive customer engagement to understand what areas mattered most to our
customers. For this assurance plan we undertook further specific customer focus groups in Wrexham
and Powys to support our assurance plans as described above in section 5.1.1.
AssurancePlan.Ofwat commented that lastyear our assuranceplanwas ‘very high level with no
examples of the sort of work to be performed except for the five highest risk areas.” This year we've
got into more detail about our riskareas insection 6, which includeareas subjectto thirdlinebutalso

cover second lineactivitiesas well.

In seeking to continue to demonstrate best practice to support the legitimacy of the sector and to exceed

Ofwat’s expectations in this regard we've also made improvement to other areas, for example:

Transparency on wider assurance. We made our CCG minutes available on our website.

Leadership and governance. In our year-end reporting and PR19 plan we provided clarity on how our

governance arrangements meet customer and stakeholder needs and demonstrate how our Board
discharges the regulated company obligations. During PR19, Black & Veatch reviewed our governance
arrangements and our processes for meeting these obligations to ensure these were appropriate.

Ease of findinginformation. We have updated our website to ensure linked information can be found

conveniently, for example:

o Charges.Our charges and the related assurancestatementcan be found on both our domestic
and business website areas to meet the needs of all our customers and stakeholders and in
our library. In addition, prior to our final charges being published in January 2018, we
undertook a full internal review of our charges documents to review whether we were
adequately meeting Ofwat’s CMF guidance around charges and the chargingrules. Following
the review and the feedback, we have improved the format and structure of our statements
of significantchanges to clearly signposthow we engage with CCWater and our customer base
on changes to their charges.

o Document Library.We have a categorised library with both current and historical documents
as well as links back to the content pages for the most recent documents.

5.2.2 Ofwat-2018 CMF Assessment

While Ofwat noted improvement inour positionfrom2017 (with no serious concerns noted inthe

assessment) we have remained inthe ‘prescribed’ category. We will continueto work with our customers and

stakeholders to address the themes noted in Ofwat’s assessment:

1.

Data Quality. Ofwatnoted that were some instances where regulatory submissions (APR, PR19 and the
dWRMP) included either data that was incorrect or incomplete. For example, there were differences
between our submitted excel tables and the final Annual Performance Report publication.To prevent
this from reoccurring, we will review our change control process.

Data Commentary and Explanation of Variance. Sometimes we failed to adequately explain variances

inour data or provided no commentary resultingin Ofwat requesting clarification fromus through the
formal query process e.g.our accounting separation methodology did not provide enough detail around
our cost allocation of water resources and raw water distribution price controls. To address both this
concern and the one above, we are planninga deep dive of the APR and PR19 queries we received in


https://www.hdcymru.co.uk/about-us/customer-challenge-group/
https://www.stwater.co.uk/my-account/our-charges/
https://www.stwater.co.uk/businesses/wholesale-charges/tariffs-and-charges/
https://www.deevalleywater.co.uk/library/

2018 to understand where our creation of data and/or assurance processes failed to spot potential
errors before submission and where we should be providing additional commentary.
Long Term Viability Statement. Ofwat were concerned our long term viability statement did not

include enough detail around the impacts of our principal risks. Wewill review our disclosurein the
viability statement in the light of other companies in the sector with the objective of drawingon best
practicewhilstreflectingthe particular circumstances of Hafren Dyfrdwy.

Meeting the requirements of IN18/07. Last year Ofwat asked all companies to providea performance

statement, setting out how the companyis delivering for the stakeholders that reply on its services
and how its aspirations have been shaped inthe APR. While we did publish this statement within our
customer summary on our website, we acknowledge that we did notincludeitwithinthe APRitself.

We will ensurethis is rectified for this year’s submission.

5.2.3 Customer Challenge Group

Our Customer Challenge Group (CCG) continues to represent the voice of our customers following extensive

engagement duringthe development of our business plan. Whilewe received no specific comment from our

CCG following publication of the consultation, moving forward we will look atthe role the CCG will playinthe

next AMP to ensure we continue to hear their views.

5.2.4 Other Stakeholder Feedback

Following publication of the consultation, we sent out notices to nearly 100 stakeholders including Natural

Resources Wales, CCWater Wales, local environmental groups and local councilsto ask them for their views.

Whilewe received no direct feedback on our assurance plan for Hafren Dyfrdwy, we have incorporated wider

feedback into our final assuranceplan:

Expanding the scope of licence to operate — when licenceto operate was implemented, we made a
decisiontoonly cover the most material regulatory and statutory obligationsusingtherisk based
approachas describedinsection 4 above. Given the amount of regulatory and legislativechangethat
has occurred, the next AMP gives us anopportunity to review what is currently included and whether
the scope should be expanded further. We will alsolook atpotential technical solutionsto ensure
that the riskassessment process does not become overly burdensome.

Customer Engagement - We are committed to engaging with our customers throughout the AMP
usinga range of survey types through our existingtools; Pipe Up (Qualtrics SMS Surveys), Qualtrics
Research Campaign Surveys (SMS and Email based), Qualaroo (websitesurveys), and our quarterly
customer tracker (conducted by telephone twice a year). We will also continueto use customer focus
groups, workshops, in-depth interviews and other bespoke survey methods on ad-hoc basis to consult
on specificissues whererequired. Our future goal is survey through the customer’s channel of choice

to help us achieve the best response rate from a broad range of our customers.


https://www.hdcymru.co.uk/content/dam/hdcymru/regulatory-documents/regulatory-reporting/HD-2017-2018-annual-performance-report-english-language-summary.pdf

6 Areas of risks and our final assurance plan for 2018/19 and beyond

Following our external andinternal engagement we believe the followingareas should be categorised as either high or medium highriskand therefore should be subjectto

a greater level of assurance, whichis detailedinthe table below. The tablebelow also considers whether activities will continue beyond this year.

Risk Area

What assurance will we be doing?

New in

Planned for

Annual
Performance
Report (APR)
including our
Performance
Commitments

This reportis the principal way that we will
document our annual performanceand hold
ourselves publiclytoaccount. The reportis
dividedinto the followingsections:

Section 1: Regulatory financial reporting
Section 2: Price review & other segmental
reporting

Section 3: Performance Summary

Section 4: Additional regulatory information
The report will includeinputs fromother areas
covered by this assuranceplan (e.g. financial
accounts)andrequire some forecasts of
performance. Itis importantthat we present
informationinafairandbalanced waythatis
accessibleto our broad range of customers and
stakeholders.

In addition some of our performance
commitments have afinancialrewardor
penalty associated so customer bills will be
directly affected by our performance.

On anannual basisall performancedatais subjectto
thirdlineassurance.Inaddition,usingarisk based
approach,some of our measures are also subjectto
halfyearassuranceto get early sightof any potential
riskareas, which we canaddress prior toyear-end.
For sections 1 and 2 of the APR, the data and
methodology is subjectto three lines of assurance
with our financial auditor, Del oitte performing third
lineassurance.

For section 3 of the APR, the data and methodology
subjectto three lines of assurancewith our
regulatory technical auditor, Black & Veatch
performing thirdlineassurance.

For section 4 of the APR, the data and methodology
subjectto three lines of assurancewith our
regulatory technical auditor, Black & Veatch,
Deloitte or Internal Audit performing thirdline
assuranceas appropriate.

Our operational data and reporting methodology are

subjectto three lines of assurancewith our
regulatory technical auditor Black & Veatch
performing third lineassurance.
Financialdataissubjecttothree lines of assurance
with third line performed by Deloitte or Internal
Audit.

2018/19?
Established
process since
acquisition of
Dee Valley
Water by
Severn Trent.

2019/2020?
Yes. Established
processes will
continuein
2019/20and
AMP7, which
will berefined
to take account
of evolving
regulatory
requirements.




Annual Report
and Accounts
(ARA)

We have a statutory obligation to ensure that
our financialaccounts arerobust,accurateand
complete.

Methodology and data subjectto three lines of
assurancewith our financial auditor, Del oitte
performing third lineassurance.

Methodology and data of our RORE calculations
subjectto three lines of assurancewith our
regulatory technical auditor performingthirdline
assurance.

Established
process since
acquisition of
Dee Valley
Water by
Severn Trent.
New in
2018/19—we
have asked
Jacobs to
performed a
more detailed
review of our
RORE
calculationsto
ensure
alignment with
the NAV
determination

Yes. Established
processes will
continuein
2019/20and
AMP7, which
will berefined
to take account
of evolving
regulatory
requirements.

Annual report
to CCWater

CCWater are the statutory customer
representative body for our industryand a
member of the Customer Challenge Group. We
want to ensure the information we provideon
a quarterlyand annual basis isaccurate. The
majority of this datais directly fromour
performance commitments reporting.

Where informationis derived from performance
commitment data, assuranceis as noted above.
Where informationis notderived from performance
commitment data, secondlineassuranceis
performed.

Established
process for
every year of
AMPG6.

Yes. Established
processes will
continuein
2019/20and
AMP7, which
will berefined
to take account
of evolving
regulatory
requirements.




Boundary
realignment

Followingthe creation of Hafren Dyfrdwy on 1
July 2018, our regulatory reporting has now
been splitaccordingtothe new licencelines.

We have asked all linesof assurance to
consider how the boundaryrealignment has
impacted regulatory reporting and whether
performance has been allocated to the correct
entity.

All lines of assurancewill review whether data and

performance has been allocated to the correct
entity.

Process
establishedin
2017/18
following
creation of
Hafren Dyfrdwy

on July 15t 2018.

As aresult, this
year is split
between Q1 —
oldlicence
boundaryareas
and Q2
onwards — new
licence
boundary
areas.

Yes though
assurance
activity will be
the
responsibility
for 1stand 2nd
lineas we
further embed
into Severn
Trent’s systems
andassurance
framework. All
business areas
responsiblefor
reporting will
be expected to
ensure that
their
performance
data has been
allocated to the
correct area.

Drought Plan

The Water Act (2003) made ita statutory
requirement for water companies to produce and
maintaina Drought Plan. We update these plans
every five years.Our Drought Plan sets out how we
will manageour resources and supply system indry
years, to maintain ourserviceto our customers.

For draftsubmission, data and methodology
subjectto two lines of assurance with Director
and Disclosure Committee signoff.

For Statement of Response and Final
submission, data and methodology subjectto
three lines of assurance with our regulatory
technical auditor performingthirdline
assurance.

New in
2018/19.
Requirement to
publish every 5
years.

No.
Requirement to
publish every 5
years.




Reservoir Highlighted as high riskin ERM due to potential e We haveatrainedsurveillanceteam monitoringour  Establishedrisk Dependent on
resilience loss of life. assets. New in ERM risk
e Emergency plansinplacetoensure no loss of life 2018/19- assessmentin
Due to the nature of these assets, whichare with a desktop exerciseof an emergency situationto  Captured 2019/20.PR19
largewater retainingstructures, they have the be conducted later this year. through new business plan
potential to causesignificantdamage. e Reviewing and where necessaryrespondingto the HD ERM risk sets out
regulatory assessment of the PR19 business case, register. required actions
which sets out the interventions that are required to for decreasing
manage the risks. the level of risk.
e Regular monitoring of riskand compliancethrough
ERM and Licence to Operate systems
Charges We want to make sure that what we chargeour  For both draft andfinal charges, we use the same assurance Established Yes. Established
including customers is correct. We have established processes although depending on the level of change processusedin processes will

access price,
non-primary
and new

connections

assuranceprocessestoensure we are within
our revenue cap and compliant with Ofwat’s
chargingrules. The charges process is splitinto
two parts:

Draft —Since the non-household retail market
opened, we have been required to publish draft
wholesalecharges in October to give retailers
early sightof charges for the next financial year.
Access prices arealsoreviewed at this stage.
Final — InJanuary, companies arerequired to
publish all of their proposed charges for the
next financial yeari.e.non-household and
household, retail and wholesaleand non-
primarycharges.

New Connections — Onan annual basis we
publishinformation relating to our New
Connections charges as per the requirements of
the Water Industry Act. Ofwatis currently
consultingon whether the current charging
rules appliedin England should beintroduced

in Wales. Whilethis won’t impact our current
year’s assuranceplanswewill comply with any
future requirements.

between the draftandfinal publications,thefinal review may
be more lighttouch:

Methodology subjectto three lines ofassurance
with our regulatory technical auditor, Jacobs
performing third lineassurance.

Model assuranceundertaken by specialists,
Numeritas.

An assurancestatement signed by our Board
demonstrating Board oversight and scrutiny.
Engagement with customers and CCWater to ensure
bill impacts areunderstood (particular wherethese
are greater than 5%).

every year of
AMPG6.

continuein
2019/20and
AMP7, which
will berefined
to take account
of evolving
regulatory
requirements.
New
Connections
assurance
requirements
will bereviewed
followingthe
outcome of
Ofwat’s
consultationon
Welsh charging
rules



Cost allocation
activities

Followingthe creation of Hafren Dyfrdwy we
wanted to ensure that across thebusiness we
allocatecosts correctly so that Hafren Dyfrdwy
customers in Wales only pay for the services
they receive, andvice versa for customers of
Severn Trent in England.

Data and methodology subjectto three lines of
assurancewith our regulatory technical auditor
performing third lineassurance.

New in
2018/19. While
we have always
performed
assuranceon
costallocation
activities as
part of our
regulatory
accounts, we
have placed
additional
emphasis on
this activity for

Yes. Increased
emphasis will
continuein
2019/20and
AMP7.

this report
year.
Governance of  As noted above, we want to ensure we can e Thirdlinereview of our governance arrangements New in We will review
regulatory and  demonstrate we have good governance and processes for ensuringwe meet our regulatory 2018/19. our approachin
statutory arrangements in placein order for us meet our and statutory obligations during PR19. readiness for
duties regulatory and statutory obligations. During e Monitoring of obligations undertaken through AMP7.
PR19, Black & Veatch reviewed our governance licenceto operate and ERM.
arrangements and our processes for meeting
these obligations to ensurethese were
appropriate
K factor and We providea set of data spreadsheets to Ofwat e We will conductaninternal reviewand consider Newin Dependent on
ODI Model on anannual basissothatitcancalculateourin what additional assurance and/or controls is 2018/19. outcome of

year ODI reward / penalty. Following Ofwat’s
review, we acknowledged that a small number
of errors were made inour submissionand had
been missed by our second lineassurance
process.

required this year.

internal review.




Licence Following creation of Hafren Dyfrdwy, we want Action plans areinplaceto ensure we are working New for Dependent on
Condition L to ensure that we have confidence inour towards havingclear visibility of performance 2018/19. licenceto
programme to maintain our underground againstplan. operate risk
assets. Action planto be reviewed by the accountable assessmentin
senior manager and through licenceto operate. 2019/20. Action
planshould
decrease the
level of risk
associated.
Market To help these markets grow successfully, itis Data and methodology subjectto three lines of Process Yes. Established
information important that customers and potential market assurancewith our regulatory technical auditor establishedin processes will
(water participantscantrustour costs areaccuratein performing third lineassurance. 2017/18. continuein
resources) these areas for activities such as demand 2019/20and
management, treatment, transportand other AMP7, which
‘search costs’.We will supportthese new will berefined
market areas and ensure our data is accurate to take account
and has hada thirdlinereview before of evolving
publication. regulatory
requirements.
Market On a quarterly basis, we arerequired to submit OPS data and procedures subjectto three lines of Process Yes. Established
Performance a number of key performance indicatorsto the assurancewith Internal Audit performing thirdline establishedin processes will
Standards market operator, MOSL who then publishes the assurance. 2017/18. continuein
(MPS) and information on their website. This information MOSL obtains MPS reporting directly from its own 2019/20and
Operational is used by retailers, Ofwat and MOSL to ensure systems therefore no assuranceis required other AMP7, which
Performance that wholesalers aredeliveringa competitive than data entry into CMOS is correct, which is 15tline will berefined
Standards andfairserviceto all customers inthe market. activity. to take account
(ops) This year, failureto meet MPS SLAs will also Performance reviewed on a quarterly basis at of evolving
resultina financial penalty. Disclosure Committee. regulatory

requirements.




PR19 - Future We want to ensure thatinadvance of the next e Data and methodology subjectto three lines of New for Yes. With
reporting reporting period (2020-25) we have adequate assurancewith our regulatory technical auditor 2018/19.While greater
processes in placeto be report our new performing third lineassurance. we undertook emphasis from
measures especially for our performance assuranceon 2020 onwards
commitments that have afinancialreward our shadow as the
associated with them. measure performance
reporting as commitments
part of our formallygolive.
PR19
assurance, we
have formally
incorporated
this intothe
same assurance
processes that
our
Performance
Commitments
undergo (i.e.
halfyearand
year-end third
lineassurance)
PR19 - Following Ofwat’s Initial Assessmentof Plans, e |Independent peer review of the customer Process Dependent on
‘Significant our business planwas assessed as requiring engagement to be undertaken establishedin outcome of
Scrutiny’ re- ‘significantscrutiny’, which means that we will e Proposed ODIs will be subjectto thirdlinereview by ~ 2017/18as part Ofwat’s final
submission need to reconsider andresubmit a new Frontier Economics of the original determination.
business planin April 2019. While we were e Financialinformation used as partofour ‘aligning PR19 plan.

disappointed with this outcome we are
committed to producinga high qualityre-
submission.

riskand return’ chapter will besubject to third line

assurancewith our regulatory technical auditor.
Blackand Veatch will beconductinga review to

ensure we have covered all the actions inlinewith

Ofwat’s request to sufficientlevel.

Assuranceof individual data tables will beapplied at

the same level as the original submission.

Further detail of our assuranceframework will be

set out inthe PR19 resubmissionitself.



Water quality

Our internal risk assessment noted this as

Where data is provided to the DWI or is partof our

Established

Yes. Established

obligations potentially medium high risk dueto recent staff Performance Commitments, data and methodology processusedin processes will
changes within the teams involved. We believe subjectto three lines of assurancewith our every year of continuein
we are compliantwith our obligations dueto regulatory technical auditor performing third line AMP6. 2019/20and
existing processes butwe want to refresh our assurance.Other areas subjectto second line AMP7, which
managers on their obligations. assurance. will berefined
Reporting of risks andissues through both ‘cleanest to take account
water’ and ‘upper quartile’ programmes of evolving
Action planto be reviewed by accountablesenior regulatory
manager and through licenceto operate process. requirements.
Water This document sets out how we planto meet Data and methodology subjectto three lines of Process No. The WRMP
Resource our customers’ need for clean water both now assurancewith our regulatory technical auditor establishedin will be
Management andin the future, takinginto accountthe performing third lineassurance. 2017/18.Inthe  publishedin
Plan changingimpacts of climate change and An assurance statement signed by our Board lastreporting 2018/19so0
population growth. The EA have set out the demonstrating Board oversight and scrutiny. year we further
approach they expect companies to followin Independent challenge from external stakeholders -  published our assurancewill

completing the submission and haveoutlined
specific requirements for assurance, includinga
signed Board assurance statement.

Natural Resources Wales, Environment Agency

draft plans. This
year, following
consultation
with our
stakeholders
we will be
finalisingthese
plans.Plus we
performed
external
assuranceon
SoR.

not be required,
however we will
look to monitor
our
commitments in
the plan.



7. Our approach to assurance from 2020 onwards

Our approachtoassuranceis constantly evolvingand as welook to the next AMP, we want to develop our
assuranceprocesses further andinnovate new methods of working to help us achieve our aimof being the
most trusted water company.

7.1 Board governance and oversight

Our Board will continueto remain fully engaged in monitoringour performance and providing challenge where
required through our established governancearrangements inthe next AMP. In particular, performance
againstour new PR19 measures will be monitored by the Executive Committee and Board, andthrough the
Disclosure Committee and Audit Committee atleastduringmid-yearand year end points inthe reporting
cycle.Our assuranceplans will continueto be reviewed by Disclosure Committee and Audit Committee for
their inputand challenge.

7.2 Our risk based approach to assurance

We will continueto use ourrisk based three lines of assuranceapproach to target the areas that matter most
to our customers andto respondto changingregulatory conditions. Toensure we spotpotential issues early,
our future assurance planswill continueto highlightnew reporting requirements or new legislationasanarea
of focus. For example, we expect all new PR19 performance commitments to go through both mid-year and
year end audits inthe firstyear to enableus to adequately assess areas forimprovement and ensure we've the
best data availableto report our performance.

As partof ourestablished processes, our new performance commitments will alsobeadded to our licenceto
operate framework with accountable managers assigned to ensure strongbusiness ownership and to capture
anyrisk of non-compliance with the measures. Any business critical risks associated with our performance
commitments will also becaptured through our established Enterprise Risk Management system.

7.3A transparent approach to historicrestatement
We arecommitted to continuouslyimprovingour data and information to support our regulatory returns and
other information we publishintwo ways:

e  Strivingto improve our current reporting methods — we review our internal processes and look
externally for improved ways of reporting especiallyinareas where our information gathering process
may still be maturing. For example, we acknowledged in our compliancestatement in 2018 that we
were unable to report unplanned outages inlinewith the PR19 convergence measure guidance.As a
resultwe’ve pulledtogether an action planthatwas externally reviewed by Jacobs to ensure that by
2020 we will be ableto report inlinewith the guidance.

e Correcting errorsinatransparentmanner and protecting our customers — while we believe our
assuranceframework minimises errors fromoccurringinthe firstplace, we recognisethat as we
review our historic performanceretrospectively we may discover examples where we didn’t get
things right firsttime. In these small number of instances, we are committed to issuingclearand
public corrections in theregulatory publications affected.

7.4 Commitment to independent assurance

Trusted independent assuranceisa critical partof providing confidenceso we have already engaged our
technical and regulatory assurancespecialist, Jacobs to work with us from now until 2025. We received and
reviewed comprehensive bids from a number of external assurers through an OJEU tender process -an
advertised tender with a scoring mechanismdesignedinadvanceof receivingfull bids. As a resultof this



process, we've selected Jacobs as our technical auditor for the next seven years. They offered the strongest
packageof assurancewhilealso demonstrating valuefor money. During the lastfew years, Jacobs have
provided a number of independent reports and presented their findings to our Disclosure Committee, Audit
Committee and Board whiledeveloping a cooperative relationship with data providers and owners across the
wider business.Jacobs havebuilta stronghistoric knowledge of our systems and processes, which will enable
them to continue to actas a ‘critical eye’and challengeus inareas of potential risk or non-compliance over the
coming years.

7.5 Customer and stakeholder challenge

From an external stakeholder perspective, we will continueto shareour operational performancewith
CCWater on a quarterly basis and consultwith external stakeholders on ourassuranceplanstoensure we
receive appropriatelevels of customer challengeand scrutiny. Our communications and customer research
teams will also continuetolook at the best ways of sharing our regulatory reporting informationina
transparentway thatis accessibleand engagingto our customers.

As a publicservicewe want to be transparentabout how we balancethe needs of our customers, our strategic
plans as abusinessanda fair return for our investors. We believe we are prudent in how we manage financial
riskand even-handed inthe way we sharethe returns from our outperformance with customers and
shareholders; we will continueto pay our taxes infull and on time; pay dividends and executive salaries that
arereasonableandsustainableand linked to the delivery of outcomes to customers; and avoid complex
offshore financial vehicles.

Detailed historic financialinformationis published within the annual report and accounts of Hafren Dyfrdwy,
whichis shared with customers and stakeholders through the Hafren Dyfrdwy website where we will continue
to disclosethis information throughoutthe next periodto 2025.Our regulatory financial reportingis subjectto
external assuranceby our third linefinancial auditors, Deloitte, as detailed in our annual assurance statement.

Hafren Dyfrdwy is part of the Severn Trent Plc group, whichalso publishes its own annual reportandaccounts.
We publish a history of our dividend payments for Severn Trent plc goingback to 1990 and our dividend policy
on our website to ensure clarity abouthow our investors arerewarded based on our performance through the
group’s activities. This information will continueto be subjectto thirdlineassurance prior to publication.

We recognisethat these elements are growing areas of interest to our customers given the ongoing national
debate around executive pay and nationalisation. Whilethe information we’ve publishedin our annual report
and accounts is very detailed, we recognisethat itmay not be accessibleto all segments of our customer base.
So we will providea summary of this informationin our customer annual performancereport and going
forward, we'll consider how best to display this information while complying with currentand future statutory

andregulatory reporting requirements.
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