




















We did not labour this point at the time, but we consider that the reasoning for our approach
had been made clear and was evidence based.

Whatever the final view of the Partnership on whether we should have taken more account
of the years in question in our assessment of a future target we hope that you are able to
confirm and clarify in your full report that our approach has not been misleading, but
transparent and based on evidence.

Further issues

| acknowledge the other points made by Jeremy as differences of opinion. Some of these
are of a detailed nature so | have responded in an annex, including a restatement of the way
we have assessed customer valuations for poliutions and discharge consents.

There is of course a more fundamental difference between ourselves and Jeremy on how
the incentive structures available for us to propose in Ofwat's methodology should apply
where they interact with statutory obligations and the performance expectations set-out in
WISER.

| would like to point out that while | believe we continue to differ in our opinion | don't believe
there is disagreement on the desired outcome of avoiding all pollutions and achieving 100%
compliance. | believe the EA has also acknowledged this in its confirmation to us that it
considers our plan addresses WISER.

Furthermore, our plan goes beyond the statutory requirements by setting out how we will
work more widely with landowners to reduce polluting activities that the EA may otherwise
be required to take action against.

| hope you find this helpful.

Jeremy has requested his letter to be an appendix to your final report on PR19. This being

the case | would be grateful if you could also publish this letter and the associated annex
alongside it.

YOUfi}cerely

Phil Wickens
Director of regulation and reform



Annex
Discharge permit compliance

We are required to set a Performance Commitment (PC) target for treatment works
discharge permit compliance by Ofwat because it is a reasonable proxy of long-term asset
health — i.e. to show we are maintaining our treatment works appropriately. We are not
proposing this as a PC measuring our day-to-day operational performance, although in
practice it does also do this. The board has committed separately in our plan to continue to
aim to be an industry leader for environmental performance under the EA’'s EPA measure
which includes discharge consent compliance.

The EA is the statutory environmental regulator and can take actions against us where we
are not complying with the permits that it has agreed. Similarly we have not proposed a PC
for compliance with abstraction licences.

Following a challenge from the EA through the Partnership we agreed to set our PC target at
100% each year. We have set our deadband (the level below which financial under-
performance payments apply) at a level which is above the level most other companies are
able to consistently achieve. We consider that this is in line with the use of this measure to
ensure we are keeping our assets in good condition, as opposed to one which measures
whether we are operationally achieving our discharge permit obligations.

We note finally that the WISER publication states that companies should have a plan in
place that will deliver 100% compliance. Jeremy has interpreted this to be 100% in every
year but clearly the wording of that particular performance expectation can be interpreted in
other ways.

The use of evidence from customer valuations

We engaged with customers about pollutions in three different ways, initially through
valuations of the quality of rivers and the impact of CSO spills on them but in subsequent
rounds of research we explained the definition of a pollution incident and engaged explicitly
on this. This was both in the Accent conjoint analysis research (separately peer reviewed by
Professor Ken Willis at the request of the WWP as it had the biggest weighting in our final
triangulation) and also in our Populus slider research. Our final customer valuation for
pollutions used only the latter 2 approaches in the triangulation as we felt this explicitly
captured customers’ valuations without the need to impose additional assumptions in
translating figures. We disagree therefore with Jeremy that we have made “leaps and
assumptions” from “broad and generic research”, in fact we made changes to avoid that
charge.

We noted that it was important then that we did not double count the valuations for pollutions
where customers are making trade-offs.

For discharge permits then we have used valuations from more generic customer valuations
on river water quality, in particular we engaged about km of river improved which is more
understandable for customers and is also the way the EA itself expresses the outcome of
WINEP improvements (which primarily tighten our discharge permits). We gained six
separate customer valuations for kilometres of river improved, again with the highest
weighted piece of research being that which was peer reviewed by Professor Willis.

While it is fair to say that we did not specifically engage with customers on discharge
consents we therefore did this for good reason.



Appendix 6

Statement from the Drinking Water Inspectorate

74



Drinking Water Inspectorate statement
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2.1

PR19 Drinking Water Inspectorate statement for
Wessex Water Partnership report to Ofwat

Introduction

The Drinking Water Inspectorate (DWI) is the independent regulator of drinking water quality in
England and Wales. We protect public health and maintain confidence in public water supplies by
ensuring water companies supply safe clean drinking water that is wholesome, and that they meet all
related statutory requirements. Where standards or other requirements are not met, we have
statutory powers to require water supply arrangements to be improved.

We publish information about drinking water quality and provide technical advice to the Secretary of
State for the Environment, Food & Rural Affairs, and to Welsh Ministers.

For PR19, water companies are expected to ensure that their business plans make provision to meet
all their statutory obligations, including the need for public water supplies to be safe, clean and
wholesome, and that provision is made for a sustainable level of asset maintenance to maintain public
confidence in drinking water quality in the long-term. Ministers summarised these requirements in
“The government’s strategic priorities and objectives for Ofwat! (Sept 2017)”.

In addition, the Inspectorate set out in our “Guidance Note: Long term planning for the quality of
drinking water supplies (September 2017)2”. This includes guidance to companies on the regulatory
framework for drinking water quality, statutory requirements, the Inspectorate’s role in the Price
Review process and our requirements for companies seeking technical support.

It is worth noting the particular emphasis that Ministers placed in their Guidance on the resilience of
supply systems, and that the Inspectorate placed on existing duties to manage the introduction of
new sources and to plan supply arrangements to protect consumers and ensure no deterioration in
the quality of their supplies.

The Inspectorate have supported the Company’s CCG process throughout the PR19 process being
available to discuss any matters relating to drinking water quality.

Formal drinking water proposals requiring DWI technical support

As with previous periodic reviews, water companies seeking technical support from the Inspectorate
must demonstrate the need for each proposal. The case for justification must be accompanied by
evidence of the company’s options appraisal process to identify the most robust, sustainable and
cost-effective solution, with evidence that the preferred solution will adequately address the risk and
deliver the required outcome within an appropriate timescale.

! https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/661803/sps-
Ofwat-2017.pdf
2 http://www.dwi.gov.uk/stakeholders/guidance-and-codes-of-practice/Itpg.pdf
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Drinking Water Inspectorate statement

2.2

2.3

2.4

2.5

2.6

2.7

2.8

2.9

Wessex Water submitted 3 formal proposals for drinking water quality to the Inspectorate, listed in
the table in Annex A.

The Company submitted its proposals to the Inspectorate by the published deadline of 31 December
2017. Some further follow up information was requested from the Company and responses received
as required.

The Inspectorate has formally supported all of the Company’s proposals and we will put legal
instruments in place to make the proposals legally binding programmes of work. Our final decision
letter was sent to the Company on 30 May 2018.

The first of the Company’s proposals relate to facilitating compliance with the lead standard. The
Inspectorate expects that the Company will have a strategy in place for managing lead in drinking
water that should form part of a risk-based programme of work that includes a range of measures to
address lead in identified high risk areas, and target high risk properties and vulnerable consumers. In
AMP7 the Company proposes an extensive programme of lead pipe replacement/refurbishment as
part of the Company strategy to remove all lead pipe by 2045. In AMP7 the emphasis will be schools
and properties where levels of lead are greater than 7ug/I.

The remaining schemes are for blending in distribution to mitigate increasing levels of nitrate in raw
water to 2 groundwater sites.

It should be noted that these improvement schemes will make only a small contribution to enabling
the Company to meet its legal obligations in respect of drinking water quality. These obligations are
met overwhelmingly by the Company making sufficient provision for operational and maintenance
requirements in its business plan, and by its use of those resources. These are matters for the
Company to determine and deliver. For its part, the Inspectorate will continue to keep under review,
and report on, the performance of the Company in meeting its legal obligations.

The summary of improvement schemes above reflects the position at the time of writing this note.
Further discussions are needed with the Company to finalise details. We will advise the Wessex Water
Partnership of any material changes.

This note will be copied to Mr Matt Wheeldon of Wessex Water. Any queries arising should be
directed to Sue Pennison, Principal Inspector, Drinking Water Inspectorate, at
Sue.Pennison@defra.gsi.gov.uk.

/w/a p ulce /4 :

Milo Purcell
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Drinking Water Inspectorate statement

Deputy Chief Inspector
Drinking Water Inspectorate
Area 1A Nobel House

17 Smith Square

London

SW1P 3JR

29 June 2018
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Drinking Water Inspectorate statement

Annex A: Drinking Water Quality schemes and DWI decisions

PR19 DWI ref Scheme Name Quality parameter Scheme type Preferred option DWI final decision

WSX 1 Fonthill Bishop WTW Nitrate Treatment Upgrade blending facilities Support - Regulation 28 notice
WSX 2 Sturminster Marshall WTW Nitrate Treatment Upgrade blending facilities Support - Regulation 28 notice
WSX 3 Lead strategy Lead Treatment/Distribution Implement lead strategy Support - Regulation 28 notice
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Appendix 7

List of Wessex Water Partnership and Sub-Group meetings and agendas

Wessex Water Partnership

Date Agenda

28 January 2016 Review of PR14

Ofwat’s Water 2020 programme

Engagement with the WW Board

WWP Terms of Reference

WWP membership

Forward work programme

Customer and stakeholder information and assurance process
23 March 2016 Reporting for the Partnership

Assurance Plan

Non-household retail price controls

Customer and stakeholder engagement programme
SDS and SDS research proposal

29 June 2016 Year-end performance

WWP report

Debrief of industry wide CCG events

Update on PR19 submission

Water 2020 update

Debrief of SDS research

New member inductions

6 October 2016 Debrief from industry wide CCG events

WW’s mid-year performance

Customer and stakeholder information assurance process
Charges 2017-18

Customer engagement updates including research on SDS
26 January 2017 WWP Trust Fund update and code of conduct

Customer engagement update

Information assurance

Strategic Direction Statement

22 March 2017 Areas of focus 2016/17

Environmental programme for PR19

Customer engagement update

Future timetable

22 June 2017 Biodiversity update

Resilience research debrief

Feedback from Customer Sub-Group

Feedback from Blueprint for Water PR19 launch event
Year-end performance

18 October 2017 Information Assurance Plan

Charges 2018/19

PR19 Performance Commitments

Water Resources Management Plan

Debrief of leakage research

5 December 2017 Sub-group progress updates

Areas of Focus 2017/18 progress update

Water Resources Management Plan

PR19 Performance Commitments and investment overview
6 February 2018 Initial Business Plan

Testing acceptability and affordability of the Business Plan
Update from DWI

22 March 2018 Submission of PC definitions

Special cost factors

Customer effort PC

Update on acceptability testing and other research
Freeze and thaw event

15 May 2018 Annual review

Customer engagement update including acceptability testing
Business Plan update

18 June 2018 Business Plan update
Acceptability testing debrief
12 July 2018 WWP report status

Business Plan update




Customer Research Sub-Group

Date

Agenda

9 May 2017

Terms of reference for the sub-group
Status of customer research and forward programme
Future workload of the sub group and timing

13 June 2017

Customer valuation research

3 October 2017

Leakage research

Young People’s Panel

Online game

Customer valuation research
Revealed preference activities

22 November 2017

Young People’s Panel

Online game

Customer valuation research
Revealed preference activities
Image Tracker

Acceptability testing

18 January 2018

Ofwat’s CCG Aide Memoire
Leakage research
Acceptability testing

7 March 2018

Triangulation
Acceptability testing
Customer research projects update

1 May 2018

Bill profiles and associated research

Financial governance research

Customer research projects update

Customer engagement and Performance Commitments
Co-creation and co-delivery

Ofwat Aide Memoire review

4 June 2018

Feedback from ODI research
Business plan acceptability testing
WWP challenges

Affordability & Vulnerability Sub-Group

Date

Agenda

19 January 2018

Terms of reference

Ofwat’s expectations of CCGs
WW’s approach to customer care
Performance commitments
Reporting against common metrics

9 March 2018

Customer engagement
Common metrics
Meeting Ofwat’s assessment criteria

15 May 2018

Customer engagement — qualitative research
Vulnerability strategy

Acceptability testing

A&V Performance Commitments

76



Performance Commitment & Investment Sub-Group

Date

Agenda

3 January 2018

Purpose of the PCISG
Performance Commitments

23 January 2018

The Business Plan

Investment

Supply interruptions

Pollution incidents

Sewer flooding

Water quality

Customer experience

Leakage and efficient use of water

19 February 2018

Outcomes

Customer research

PR14 Performance Commitments

Asset health metrics

Proposed PR19 Performance Commitments
Incentives

WINEP

28 February 2018

Review of updated PR19 Performance Commitments

30 April 2018

WINEP update

Submission of PC definitions
Submission of cost adjustment claims
Introduction to ODIs

Triangulation update

14 May 2018

PC and ODI assurance
Cost benefit analysis
Incentive rates

Bill impacts

PR19 investment plan

30 May 2018 (Sub-
Group members only)

Review of draft PCs and ODlIs

15 June 2018
(Teleconference - Sub-
Group members only)

Review of draft PCs and ODlIs

18 June 2018

PR19 assurance
WINEP delivery
DWI support

WWP feedback
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Appendix 8

Ofwat Aide Memoire: Partnership Assurance Report references

Ref Subject AM requirement CCG to CCG to Customer Partnership report
comment | challenge | evidence reference
needed
1 CCG role Customer challenge groups (CCGs) will provide independent challenge to companies and provide independent assurance to us on the n/a n/a n/a All sections
quality of a company's customer engagement; and the degree to which this is reflected in its business plan
2 Customer engagement Customer engagement will be a central part of the initial assessment of business plans. Customer engagement also provides essential
evidence for companies' proposals in their plans. In assessing the customer engagement test, we will take into account evidence v v v All sections
including, not limited to, evidence from its CCG
3 Engagement with We consider wholesale should engage with business retailers as part of the customer engagement process to learn about their views and
business retailers the views of their customers. v Section 5.2
4 Affordability Companies are required to provide robust evidence in their business plans on how their approaches, have, and will, deliver affordability
for current customers, future customers, and those struggling, or at risk of struggling, to pay. This includes evidence on the customer v v v Section 8.1
engagement they have carried out on their approaches, how well the company understands what affordability looks like for their
customers, and the customer support for the approach they have taken. Our assessment on affordability will be supported by evidence
provided by companies, the independent reports from CCGs, and evidence from other expert organisations
5 Vulnerability In our February 2016 Vulnerability focus report we said that we would encourage CCGs to use the report as a base on which to challenge
companies and their business plans when considering both customer service excellence and their companies' approaches to addressing v v v Section 8.2
vulnerability. In assessing the vulnerability test, we will take into account evidence that the company's approach to vulnerability is
targeted, efficient and effective, including evidence from the independent CCG report.
S5b Vulnerability: bespoke We are requiring companies to include at least one bespoke performance commitment for addressing vulnerability in their business
performance plans, after engaging with customers and taking on board challenges from their CCGs v v v Section 8.2
commitment
6 Performance
commitments
6a General approach to CCGs will challenge companies on their approaches to setting performance commitments including how well they reflect customers'
performance views and how stretching they are. Our assessment will include focussing on the CCG report. v v v Section 6.2
commitments
6b Setting stretching Our approach to setting stretching performance commitment levels for PR19 is that companies should: engage with their customers on
performance their performance commitment levels; and challenge the level of stretch in their performance commitments with the customers, CCGs v v v Section 6.3
commitments and other stakeholders
6cC Using multiple data Companies will need to engage with their customers on the factors they take into account and will need to explain how they have
sources for performance balanced these factors when setting their performance commitment levels using multiple data sources. The role of CCGs will be v v v Section 6.3
commitment levels important in assuring how companies have engaged with their customers on this issue
("triangulation")
6d Setting initial service At PR19 we expect companies to forecast appropriate levels of 2019-20, and for these to influence the level of their performance
levels (2019-20) for commitments. CCGs will challenge companies on their forecasts for 2019-20, as well as their performance commitment levels v v Section 6.3
performance
commitments
6e Common performance We expect companies to have four common performance commitments on asset health; mains bursts, unplanned outages. This will
commitments enable customers, CCGs and us to compare performance and challenge companies about their proposed levels for these commitments. v v Section 6.4




of Bespoke performance Companies have the freedom to engage widely with their customers and local stakeholders, to propose performance commitments that
commitments reflect their customers' particular preferences. There should be no, or very few, exemptions included in the definitions of bespoke Section 6.5
performance commitments and any exemptions need to be well justified and supported by customers.
6g Abstraction Incentive It is for companies to propose their AIM incentives following engagement with their local stakeholders, and assurance from the CCG.
Mechanism (AIM) Companies should identify suitable sites in liaison with the Environment Agency [or Natural Resources Wales] and provide evidence of Section 6.6
their engagement
6h Leakage performance We expect companies to explain how their five-year performance commitment levels and long-term projections for leakage take into
commitments account the views of their customers (with CCG assurance on how those views have been taken into account) and local stakeholders. Section 6.7
Companies can make the case for leakage reductions that do not achieve our challenges above where they can provide robust evidence
and a strong rationale for this. For example, that a company is already a frontier performer or has strong customers support not to
reduce leakage to this extent.
6i Transparency of We require companies to explain in their business plans, how they will disseminate their performance information during 2020-2025
performance period to customers, CCGs and other stakeholders Section 6.3
commitments
6j Scheme-specific A company should engage with its customers and CCGs on any scheme-specific performance commitments, as part of its engagement
performance process on all its performance commitments Section 6.8
commitments
7 Outcome delivery
incentives
7a Consulting customers on We expect companies to develop their ODIs in consultation with their customers. CCGs will challenge companies on how well their
ODIs proposed ODI outperformance and underperformance payment rates reflect a suitably wide range of evidence on their customers' Section 7.2
preferences. Companies can propose outperformance payment caps and underperformance penalty collars on their individual ODIs, if
supported by their customer engagement. Our approach allows for a company to propose a reputational-only ODI, if a company provides
convincing evidence that this is appropriate, this includes evidence from its customer engagement or that a performance commitment is
not well suited to a financial ODI
7b In-period ODIs Companies would need to justify, with evidence why in-period ODIs are not in customers' interests, including why future customers
should pay for/benefit from incentives related to the service performance affecting current customers. The evidence should include Section 7.2
customer research and view of the CCG
7c Setting ODI rates CCGs will challenge companies on how well their proposed ODI outperformance and underperformance payment rates reflect a suitably
wide range of evidence on their customers' preference. Companies can base their ODI outperformance and underperformance payment Section 7.2
rates on the existing formulas, but amended, so that companies can use alternative customer valuations instead of only marginal stated
preference WTP
7d The overall size of a We expect companies to develop their ODIs in consultation with their customers, and obtain customer support for the overall RORE
company's ODIs (the range proposed in their business plan. We expect companies to propose approaches to protecting customers in case their ODI payments Section 7.2
RORE range) turn out to be much higher than their expected RoRE ranges for ODls.
7e ODls for resilience Companies should only propose financial ODIs related to resilience performance commitments if they reflect the particular resilience
performance challenges facing them, are supported by evidence and by their customers and do not involve ODI outperformance payments that Section 7.2
commitments overlap with funding received through the cost allowances.
7f ODls for asset health Companies should engage with their customers and CCGs on how their asset health metrics protect current and future customers and
performance the environment. Companies should explain to their customers, CCGs and Ofwat the size of their asset health underperformance Section 7.2
commitments penalties (and any outperformance payments) and how they relate to their past performance and the asset health challenges they face,
Companies can only propose outperformance payments for asset health performance commitments if they can show there are benefits
for customers and their proposals reflect evidence of customer preferences -as above
7g Enhanced ODI The enhance outperformance and underperformance payments are only appropriate for the common performance commitments, which
outperformance are based on comparable data. This is so that customers, CCGs and Ofwat can be more certain that the enhanced outperformance Section 7.2
payments and threshold truly represents frontier-shifting performance.
underperformance
penalties
8 Securing confidence and This section repeats CCGs main role; it is also important that CCG reports highlight areas of challenge and disagreement, including how
assurance the company has responded to challenges and any areas of outstanding disagreement. The Environment Agency, Natural England and
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Natural Resources Wales have also set out wider expectations for companies, as have the UK and Welsh Governments through their
strategic policy statements. We expect companies to take these into account when developing their business plans and outcomes, and to
implement them when they are in customers' interests and have customer support.

Section 3

8h Corporate and financial We have introduced a new IAP test to require assurance from company Boards that their business plan will enable customers’ trust and
structures confidence through high levels of transparency and engagement with customers on issues such as its corporate and financial structures. Section 10.1
9 Resilience planning Principle 3: Customer engagement. Assessments of resilience should be informed by engagement with customers, to help companies
principles understand their customers’ expectations on levels of service. This will also help companies understand their customers’ appetite for risk Section 5.6
and how customer behaviour, in matters such as water efficiency, might influence approaches to resilience.
9b Operational resilience The company will need to demonstrate the incremental improvement of the proposed investment, that it considered a range of options,
and that the proposed solution delivers outcomes that reflect customers’ priorities, identified through customer engagement. Section 5.6
10 Securing cost efficiency - In relation to cost adjustment claims: Where appropriate, is there evidence —assured by the customer challenge group (CCG) — that
need for investment customers support the project? Best option for customers:® Does the proposal deliver outcomes that reflect customers’ priorities, Section 9
identified through customer engagement? Is there CCG assurance that the company has engaged with customers on the project and this
engagement been taken account of?e Is there persuasive evidence that the proposed solution represents the best value for customers in
the long term, including evidence from customer engagement?
11 Financeability We will look for evidence of customer support where companies take steps to address financeability constraints.
Section 10.2
12 Bill profiles Companies should take into account customers’ views on the profile of bills over time, which will enable companies to understand
customers’ implicit views on the impact of their PAYG and RCV run-off choices on bills, both in the short and long term. We acknowledge Section 10.3
feedback from respondents to the consultation and we do not expect companies to directly ask their customers about their PAYG and
RCV run-off rates.
13 Accounting for past When testing how well the company has provided evidence for its proposed reconciliations for the 2015-20 period and how well it has
delivery followed the PR14 reconciliation rulebook methodology ....we would expect to see.... evidence of customers’ support, and the strength of Section 10.4
that support, for its proposed adjustments to the 2020-25 price controls.
14 The initial assessment of A high-quality business plan (the bullet points most relevant to the CCG role):

plans (IAP)

Is grounded in excellent customer engagement, with a wide range of evidence;

Should include stretching outcomes and performance commitments that reflect what customers want, and their relative priorities, and
clear line of sight from these through the plan. It should also include evidence of consideration of customer participation;

Is affordable for all current and future customers, with appropriate assistance provided where needed; and

Sets out the company’s approach to effectively and efficiently identifying and providing support for customers in circumstances which
make them vulnerable.

All sections
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