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Glossary of Terms

AIM Abstraction Incentive Mechanism (a financial incentive framework used to incentivise
water companies to reduce abstraction on environmentally sensitive water bodies).

AMP7 Asset Management Plan 7 (the period 2020 to 2025 that the PR19 Business Plan will be
delivered over)

CAP Customer Advisory Panel (a group of customers brought together by Portsmouth Water
to understand their views)

CCG Customer Challenge Group (independent group formed to challenge Portsmouth
Water’s plans and the authors of this report)

ccw Consumer Council for Water (national NGO representing water customers)

C-Mex Metrics used by Ofwat to measure water companies’ customer service for commercial

and D- customers (C-Mex) and domestic customers (D-Mex)

Mex

CRI Compliance Risk Index (a water quality monitoring metric used by the Drinking Water
Inspectorate)

DWI Drinking Water Inspectorate (water quality regulator)

EA Environment Agency (environmental regulator)

oDl Outcome Delivery Incentive (a system of reputational and financial rewards and
penalties that are applied to Portsmouth Water in relation to exceeding or failing its
Performance Commitment Targets)

Ofwat Office of Water Services (economic regulator)

PAYG ‘Pay of You Go’ (in this case a measure of the cost that capital investment has on
current customer bills)

PC Performance Commitment (by Portsmouth Water in its Business Plan)

PCC Per Capita Consumption (amount of water used daily by each customer)

PR19 Periodic Review 2019 (the process through which Ofwat determines Portsmouth
Water’s targets and bill levels for the period 2020 to 2025)

RORE Return on Regulated Equity (measure of the amount of income relative to the total
equity in the regulated business)

WRMP | Water Resources Management Plan (statutory 25 year water supply and demand
planning document)

WTP Willingness to Pay (economic assessment of the amount of money that customers are,

on average, willing to pay for a given service level)




Executive Summary

1. This report has been written by the independent Portsmouth Water Customer Challenge Group
(CCQG) as aresult of the requirements that Ofwat has set out for all CCGs in relation to the 2019
Periodic Review (PR19) of water companies’ Business Plans. The key role of the CCG was to
provide independent challenge, and from this, provide assurance to Ofwat on the following two
guestions:

e the quality of Portsmouth Water's customer engagement; and

e the extent to which the results of this engagement have driven Portsmouth Water’s decision
making and are reflected in the company’s business plan.

2. A summary of our opinion on those two key requirements is provided below.

3. As part of its guidance, Ofwat also outlined six ‘good practice’ principles for the operation and
governance of the CCG. The Portsmouth Water CCG has worked in accordance with these
principles throughout the PR19 Business Plan challenge process. Evidence of this is provided
below:

‘Arms-length’ operation. As well as formal terms of reference and an independent Chair with
transparent, specified duties, the CCG has adopted a process of ‘private’ meeting sessions
where the group had the opportunity to discuss key issues without Portsmouth Water being
present. The CCG confirms that the nature of engagement or the Terms of Reference did not
change as a result of the recent acquisition of Portsmouth Water.

o Necessary expertise. The CCG contained members with specialist knowledge around
customer vulnerability and the provision of services to lower income customers,
representatives from business customers and local authorities, alongside representatives
from the environmental regulators and the Consumer Council for Water (CCW). They were
supported by an independent Engineering Advisor who provided information on business
planning and economic regulation as required.

o Evidence of challenge. This is provided within the body of this report, and in the ‘challenge
log’ within the appendices, which was kept as a live document throughout the process.

¢ Engagement with the Board. Members of both the executive and non-executive Portsmouth
Water Board attended all CCG meetings and addressed questions when required. In addition,
the CCG Chair met with the Board separately on three occasions during the PR19
engagement process.

o Clear statements of assurance. These are provided in the sections below and in the
conclusions to the report.

e Focus on required challenges. Where appropriate, the content of this report has been set out
according to the guidance in the ‘aide memoir’ that was sent out to the CCG chairs, and the
conclusions of the report have been set out specifically to address the seven core questions
raised by Ofwat. To ensure that Ofwat requirements were at the forefront of our challenges,
members of the CCG were provided with a ‘taking stock’ document in February 2018 that
contained the key questions and areas of focus. In addition, the questions raised in the aide
memoir, structured by reporting theme, were sent out to the CCG in April 2018 as part of the
initial process used to develop this report.

Comments on the Quality of the Company’s Customer Engagement

4. The CCG can confirm that we have been included in a meaningful, timely and transparent
manner in the process of consultation that Portsmouth Water has used to elicit its customer
preferences for PR19. We therefore consider that we are in a good position to comment on the



quality of the customer engagement, and note that we were able to challenge and influence the
scope and process that was used.

Overall the CCG considers that Portsmouth carried out a high-quality process of customer
engagement, with meaningful views being sought in relation to potential commitments, the
importance of relative commitments and potential targets for those commitments. The CCG notes
that the initial process of eliciting customer preferences was essentially carried out through
gualitative methods, so there was some uncertainty and conflict around customer views, but this
was managed through a. process of triangulation. Where quantitative surveys were used later in
the process to elicit Willingness to Pay (WTP) values, Outcome Delivery Incentives (ODIs) and
levels of acceptability to both Performance Commitment targets and the overall Business Plan,
the CCG can confirm that we were comfortable with the process and transparency of the survey
methods and results.

Portsmouth Water used a variety of engagement methods, which started off with open
consultation on a wide range of potential concerns and issues. It then refined these through a
process of qualitative consultation based on focus groups and specific testing through the
Customer Advisory Panel (CAP). CCG members were able to attend focus groups and interview
the CAP, and confirmed that Portsmouth Water maintained a reasonable balance between
informing customers whilst avoiding bias in their responses. Through these focus groups and
CAPs we consider that there is good evidence that Portsmouth Water has engaged in a two way
and transparent process that allowed them to inform customers and solicit feedback from them,
before setting Performance Commitments (PCs) and associated targets.

Portsmouth Water used the qualitative process of engagement to identify customer preferences
and turn these into Performance Commitments, before it then adopted quantitative consultation
methods to check that potential targets were stretching. Quantitative surveys were also used to
elicit customers’ preferences in relation to rewards and penalties, review its Water Resources
Management Plan (WRMP) proposals and consult on the acceptability of its Business Plan. At
various points in the initial qualitative process the CCG challenged Portsmouth to adapt the scope
of its consultation to try and obtain a better understanding, particularly in relation to attitudes to
metering and leakage. Other sources of information beyond household customer focus groups
and the CAP were also used, including engagement with business customers, schools and
universities, to try and understand how potential customer priorities might vary between different
groups. The CCG considers that, based on its consultation, Portsmouth Water was able to
understand and consult with customers on the issues that matter to them. In terms of the
identification of customer priorities and willingness to pay for those priorities, the CCG considers
that Portsmouth Water did face some challenges, but this was as a result of conflicting feedback
from different information sources rather than the consultation process itself, as discussed below.

Portsmouth Water’s consultation process did seek to provide customers with a range of options to
support decision making in the Business Plan, particularly in relation to the Water Resources
Management Plan demand reduction initiatives (metering and leakage), environmental metrics
and, to a lesser extent, for proposals relating to resilience and supply interruptions. In relation to
the range of options that were considered, the CCG notes that there was conflict between
different sources of information about customer preferences on demand management
approaches. It was apparent that customer engagement had identified a resistance to compulsory
metering from some sources, but strong support for metrics associated with reducing abstraction
and improving the environment. Responses to the WRMP consultation indicated much broader
support for metering. Portsmouth Water did therefore try and ‘triangulate’ between these sources,
and, following CCG challenge, adapted its approach to metering, and the associated targets in
the Per Capita Consumption (PCC) commitment. The final proposals for change of occupier
metering where there is an existing meter box, and inclusion of some ‘not for revenue’ metering
do therefore represent a compromise position.

The CCG challenged whether the final set of ODI rewards and penalties adequately reflected
customer preferences for environmental protection, as one of the key initial environmental PCs
became redundant as a result of the Environment Agency not requiring any river flow/resources
schemes under the Water Industry National Environment Programme (WINEP). Portsmouth
Water did consider transferring the expressed customer value to the reward and penalty structure



for the other environmental PCs contained in its Business Plan as a result of this challenge.
However, the nature of the other PCs meant that this would have resulted in a large ‘upside’ risk
(i.e. increased the likely range of rewards), which would not have been in line with customer
preferences around rewards and penalties generally, and would be unlikely to be viewed
favourably by Ofwat. We consider that this omission is therefore reasonable and results from the
process of Business Plan development, rather than a specific desire to reduce the rewards and
penalties on environmental issues, but note that their relative importance within the financial
rewards and penalties in the Plan may be smaller than customer preferences suggested.

10. Consultation around asset health and water quality tended to be based on initial customer
feedback, which showed that customers view it as Portsmouth Water’s role to maintain, rather
than significantly change, current supply system health and reliability. Portsmouth Water therefore
chose to focus on testing the acceptability of targets that seek to maintain asset health and upper
guartile system performance, and used ranges of performance to determine WTP and associated
rewards/penalties, rather than set targets for those metrics.

11. The development of metrics for vulnerable customers and affordability was a particularly strong
area of liaison and feedback with the CCG, as Portsmouth Water completely changed its
approach to the development of the vulnerability metric following CCG challenge and subsequent
advice from suitably qualified members. The nature of the affordability metric was also challenged
and reviewed with the CCG before targets were consulted upon with customers.

12. As noted above, Portsmouth sought to engage on long term resilience issues with its customers
from various perspectives, including future drought resilience through the WRMP, resilience of the
network to major events (e.g. losses of treatment works) and the maintenance of asset health.
This included consultation with younger people in schools and universities. From this Portsmouth
Water was able to identify relatively clearly that customers value maintenance of, and possibly
marginal improvements in, resilience and asset health, provided bills are kept low both how and
into the future.

13. Portsmouth Water’s consultation on the acceptability of its proposed PC targets contained
reasonable, digestible information on current performance (and where available industry
comparable information). This was tested using ‘Town Hall’ style methods before the consultation
was carried out. They also used the CAP and some focus groups to test specific options for
performance commitments based on ‘informed’ decisions. The CCG were able to observe the
processes used to inform customers and we do not have any significant concerns that the
process used to inform customers of current performance and the costs and risks of different
future performance was intentionally leading or biased. Testing of ‘informed’ customers was
particularly important when technical issues such as levels of leakage reduction and options for
resilience were being discussed, and when the affordability implications of the small company
premium and ‘pay as you go’ costs were being tested for acceptance.

Comments on the Extent to which the Business Plan Reflects Customer and Stakeholder
views

14. The CCG consider that the Business Plan that has been presented is a clear reflection of
customer views across the majority of the PCs, rewards/penalties and associated investment. As
noted above, we do have some concerns about the level of support for the metering strategy that
has been adopted, but that is due to conflicting views between the consultation responses and
direct customer engagement, rather than any particular unwillingness to take on board customer
views. Portsmouth Water’s approach in that case appears to be a reasonable trade-off between
different views. For the ODI rewards and penalties the CCG note that customers do not
particularly support rewards, and were not supportive of large ranges of Return on Regulated
Equity (RORE) risk/reward for the Business Plan, but there is a clear regulatory pressure from
Ofwat to include ‘significant’ rewards and penalties in the Plan. The CCG therefore consider that
Portsmouth Water has adopted a reasonable approach whereby penalties and rewards (in
particular) are low if they outturn within the range that is likely to be experienced, and only
become larger if their performance outturns at highly stretching values.



15.

16.

Early on in the consultation process it was clear that low, stable bills are a key priority for
customers, and their support for additional costs associated with the small company premium and
the Pay as You Go (PAYG) cost of capital premium were at least partly related to the fact that
they have the lowest water bill in the country. Portsmouth Water’s proposals that are associated
with large capital investment needs, relating to areas such as asset health, water quality
management, resilience, leakage and metering are reflective of this underlying preference, where
investments now are not intended to put pressure on bills in the longer term. At the same time
Portsmouth has sought to identify low cost ways of making improvements and set itself targets
that customers agree are stretching for commitments that are more closely related to operational
management. Therefore, the underlying long-term nature of Portsmouth Water’s plans appears to
be in line with customer preferences. The Havant Thicket reservoir proposal was a particular area
of focus and challenge for the CCG, particularly in relation to longer term risks to customer bills.
We note that discussions with Southern Water and the regulators are ongoing, but Portsmouth
Water has provided assurances that this will not unduly affect their bills, both during AMP7 and in
the longer term.

The acceptability level of the proposed Business Plan to customers was notably high, at over
80%. The CCG can confirm that this testing was representative of the customer base and that
survey respondents understood the questions that were being asked of them. This gives further
confidence that the proposed Business Plan has a high level of support amongst Portsmouth
Water’s customer base.



Report on Portsmouth Water's PR19
Business Plan

1. Introduction

1.1. Role of the CCG and Scope of this Report

17. The Portsmouth Water Customer Challenge Group (CCG) consists of members that are fully
independent from Portsmouth Water, with a remit to provide independent challenge to the
company and assurance to Ofwat. For the 2019 Business Plan, the key role of the CCG was to
provide independent challenge and from this provide assurance to Ofwat on the following two
guestions:

e the quality of Portsmouth Water’s customer engagement; and

e the extent to which the results of this engagement have driven Portsmouth Water’s decision
making and are reflected in the company’s business plan.

18. This report sets out how the CCG has fulfilled this task, the challenges we have made to the
company as it developed its customer engagement strategy and Business Plan, and the
conclusions that we have drawn in relation to these two questions. Where we can, we also try to
provide comment on the range of additional questions Ofwat asked of the CCGs in its Aide
Memoire’ published on 13/02/18, which incorporates the May 2016 Customer Engagement Policy
Statement and Expectations for PR19 (the “Customer Engagement Policy Statement”);

19. Based on the CCG guidance described above, this Report has therefore been structured into the
following sections:

e Section 2 provides an overview of the CCG governance and process of engagement and
challenge between the CCG and Portsmouth Water undertaken for PR19. This includes a
demonstration of how Portsmouth has engaged with the CCG and evidences how the Ofwat
criteria for good practice in terms of CCG challenge and reporting have been met.

e Section 3 provides comment on Portsmouth Water's Customer Engagement incorporating
the scope, consultation process, results and analysis and the conclusions drawn by
Portsmouth Water. This includes comments on Portsmouth Water’s understanding of
customer preferences, and the adequacy of engagement over longer term issues;

e Section 4 provides comment on the adequacy of the Reflection of Customer Priorities in
the Business Plan, covering the setting of Performance Commitments, development of
Outcome Delivery Incentives (ODIs), the reflection of customer priorities in Business Plan and
customer acceptability of the costs and activities proposed and resultant bill profile.

20. Where appropriate, all sections use sub-headings that reflect the questions set out within
the Ofwat ‘aide memoir’.


https://www.ofwat.gov.uk/wp-content/uploads/2015/12/pap_pos20160525w2020cust.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2015/12/pap_pos20160525w2020cust.pdf

2. CCG Governance, Engagement and Challenge

2.1. Membership and Working Arrangements
21. The CCG for Portsmouth Water comprises the following contributors:

e The Chair, who has been appointed by Portsmouth Water based on an open selection
process, employed under the terms of a specified contract. Within this contract the role of the
Chairman is stated as follows:

o Chair the meetings of the Portsmouth Water Customer Challenge Group the terms of
reference for which are attached.

o Ensure that all stakeholders which participate in the Group will be heard.

o On behalf of the Group, produce reports to the Regulator as required, commenting on
the Company's proposals and which reflect the views of the Group.

o Be accountable to the Group, not the Company.

o Ensure that Governance Arrangements are in place which will maintain the
independence of the Group.

e The members, who all represent external stakeholder organisations and have voluntarily
agreed to provide their independent input to the process. Many of these were involved in the
PR14 CCG process. A full list of the active members is provided in Appendix A of this report.

o Two sub-groups were formed to review and challenge specific features of the
consultation process outside of the main CCG meetings. These were a research and
customer engagement group and an environmental challenge group.

e An Engineering Advisor, who is employed by Portsmouth Water, but acts entirely on behalf of
the CCG to provide recording and monitoring of the challenge process, plus provide
clarifications or opinion on papers submitted to the CCG by Portsmouth Water.

22. The terms of reference for the CCG were formally set after the PR14 process, based on the
lessons learned from that process. These are replicated in Appendix A of this report.

23. The frequency of meetings has varied depending on the requirements of the AMP6 and PR19
programme, moving from quarterly meetings during the pre-business planning period to monthly
meetings during 2017 and 2018. A full list of meetings is provided in Appendix B of this report.
During the intensive 2017/18 period, meetings were held alternately by telephone and face to face
at Portsmouth Water’s offices.

2.2. Process of Engagement and Challenge with Portsmouth Water

24. All CCG meetings followed an agenda set by the CCG chair, in consultation with Portsmouth
Water. Members were consulted on the agenda prior to the meeting and additional items were
included where appropriate. During the 2017 and 2018 period there was a private (CCG Members
only) session prior to the main meeting, where members discussed issues arising from the CCG
meeting papers, challenges and key issues without Portsmouth Water being present.

25. All papers were issued to the agreed timescale prior to the meetings, and a draft set of minutes
were circulated to the CCG prior to finalisation. All presentations were also circulated to members,
where possible in the formal meeting paper pack.

26. Relatively early on in the PR19 process the CCG challenged Portsmouth Water to provide greater
clarity on key milestones in the PR19 programme and importantly when the CCG would have an
opportunity to input and challenge the company as it conducted its engagement with stakeholders
and customers and as it developed the key components of its Business Plan. In response the
company produced a helpful timeline that gave the CCG a clear understanding of the overall
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27.

28.

29.

30.

31.

programme, an opportunity to plan meetings appropriately and attend key engagement activities.
The customer and stakeholder research programme was appropriately constructed and
scheduled to allow each phase to inform the next.

In addition to the main CCG, a small working group was set up to focus on the customer research
activity. This group was informed in advance of, and made comments on, the proposed
programme of customer engagement, research proposals and materials.

The company undertook a range of engagement activities including public consultation,
stakeholder events, customer and stakeholder surveys and focus groups. Results of all the
customer and stakeholder engagement activities, and the customer advisory panel (CAP)
meetings were provided to the CCG through a series of presentations by Portsmouth Water.

In addition, where consultants were employed to conduct research of a more technical nature the
CCG were provided with access to the consultants who presented their findings at CCG meetings
and were themselves open to challenge. This included:

e A presentation by the consultants, Accent, on initial findings on customer preferences, and
feedback on the CAPs by Community Research.

e Areport on the derivation of the Outcome Delivery Incentives (ODIs) by Portsmouth Water’s
consultants, ICS.

¢ Interim findings from the acceptability testing, also by ICS.

The CCG also pressed the company to demonstrate that it was using a robust approach to
triangulate the insight it was gathering through the engagement programme, third parties and its
‘business as usual’ activities. In response to this challenge the company produced a ‘triangulation’
table that tracked all of the evidence sources, the key conclusions so this could be linked to the
generation of Performance Commitment targets and the associated ODlIs.

The CCG’s challenges to Portsmouth Water were recorded through the use of an ‘Active
Challenge Log’. This document recorded all areas of significant challenge according to subject
area, and was updated with both Portsmouth Water’s responses and any further related CCG
challenges until the point that the challenge was resolved through the engagement process. All
closures were proposed to the CCG and agreed before they were formally signed off.
Portsmouth Water linked this to the outstanding issues log that it maintained in response to
queries and issues raised in the meeting minutes. A copy of the live challenge log is provided in
Appendix C of this report.

2.3. Ensuring Technical Capability and Relevant Expert Challenge

32.

33.

34.

The CCG contained members from the Consumer Council for Water (CCWater) who have
expertise in the methods used for customer engagement. A member from Citizens Advice (CA)
provided inputs on the survey methods used to derive the vulnerable customers metrics. The
CCG also included members of local authorities, horticultural interests, small business and a
housing association, who have experience of the issues with affordability and budgeting that
customers face across the supply area.

Proposals relating to the Water Resources Management Plan (WRMP) form a large part of the
PR19 Business Plan, Technical expertise on these matters was provided by a representative of
the Environment Agency, who was a permanent member throughout the PR19 CCG engagement
and a representative of Natural England.

Technical challenge and understanding of other issues, such as the ‘line of sight’ between

investment proposals and the PC targets, and any potential issues surrounding the definitions
and reporting of targets, was provided to the CCG by the Engineering Advisor.
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3.1.

3.1.
35.

36.

37.

38.

39.

40.

Engagement with Customers and other Stakeholders

Comments and Challenge on the Scope and Process of the
Customer Engagement

1. Overview and CCG Involvement

Portsmouth Water engaged actively with the CCG in relation to the breadth and scope of its
customer and stakeholder engagement programme for PR19. In terms of the scope of who was
consulted, this comprised:

o A series of qualitative surveys made up of small groups of customers, including focus groups
that were recruited for one-off activities, and a Customer Advisory Panel (CAP). This was a
new feature of PR19, and consisted of a small group of customers that was convened to
allow Portsmouth Water to consult on issues with a group of customers that became more
informed over time.

e Quantitative surveys of much larger numbers of customers, which were used to test
Willingness to Pay (WTP) for the Outcome Delivery Incentives (ODIs), test the acceptability of
Performance Commitment (PC) targets (500 customers), answer specific questions on the
Water Resources Management Plan (WRMP) (2,200 responses) and carry out acceptability
testing of the final Business Plan (500 customers).

¢ Face to face meetings and telephone interviews with a small number of business customers,
along with attempted consultation with the main water retailer in the region (Castle Water).

e Consultation with external specialist organisations in relation to vulnerable customers.

e Public consultation- seeking answer to specific questions on the Water Resources
Management Plan (WRMP) (2,200 responses).

e Other activities, including internal surveys amongst Portsmouth Water staff, face to face and
online surveys at schools and universities to understand the concerns and preferences of
younger generations and specific surveys of customers that might benefit from reduced bills
from switching to a measured bill.

The CCG was consulted on and kept informed of the selection process used for both the
gualitative research and quantitative customer surveys, and made aware of all other engagement
activities as they occurred. The general timeline of the consultation process is provided in Figure
3-1 overleaf.

During the initial qualitative stage, CCG members were able to sit in on the focus groups in most
cases. During all of these checks the CCG were able to confirm that the engagement process
was appropriately managed, without any notable attempts by Portsmouth Water to bias opinion
when it was providing the information required to inform the focus group discussions.

The CAP was given an opportunity to engage directly with the Portsmouth Water Board, which
demonstrated their commitment to the engagement process. The CAP was also invited to a
‘private’ session of the CCG, where they were able to confirm that at no point had they felt unduly
influenced or pressured by Portsmouth Water during the engagement process.

The CCG can confirm that Portsmouth Water did provide all water retailers in their area with
opportunities to engage in the Business Plan, but no responses were provided.

The CCG research sub-group was given the opportunity to review and comment upon the
guantitative research, and was provided assurance that survey samples were statistically and
demographically representative. The surveys themselves were tested on a small group of
customers prior to the event, using both a cognitive interview process and a hall test to evaluate
responsiveness to the proposed questions, The CCG also requested, and were provided with, the
detailed methodology and data that were used to elicit reward and penalty issues. Through these
interactions the CCG was able to gain confidence in the methodologies that were used and
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confirm that Portsmouth Water carried out its consultation and analyses in an open and

transparent manner.

Figure 3-1 Generalised Timeline of Customer Engagement

Baseline
research on
customer
preferences
(Accent)

‘Phase 1’
Qualitative
research on

PCs and ODIs
(ICs)

‘Phase 2’
Quantitative
research on

PCs and ODIs
(ICS)

Final
acceptability
testing (ICS)

3.1.2. General Points of Challenge

Consultation on
the Water
Resources

Management
Plan

Other qualitative
consultation;
schools,
universities,
internal staff,
business
customers

Consultation with
institutions to
develop
vulnerability PC
and metric

41. The CCG provided a number of challenges that either led to changes in the scope and process of
engagement, or were responded to by Portsmouth Water to provide additional confidence in the

process. These are summarised below.
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42.

43.

44,

45,

46.

47.

48.

For the online quantitative survey used to derive the ODI penalties and rewards, the CCG
provided direct challenge to the consultants (ICS) about the representativeness of the sample.
Some changes to the sample were made as a result of this challenge and further assurance was
provided to the CCG through direct questioning of the consultants.

For vulnerable customers the CCG challenged Portsmouth Water to engage with charities and
agencies that have experience of vulnerable customers, and influenced the questionnaire that
was subsequently sent out to 130 organisations. Of those 130 organisations, 80 returned the
guestionnaires and this feedback was used to develop the satisfaction survey that will be used for
the metric and associated PC in AMP7.

The CCG challenged the relevance and makeup of the CAP in relation to the WRMP proposals,
as there are key questions surrounding metering and inter-generational equity that could be
strongly affected by the background and experience of the individual members. Portsmouth
Water, via its consultants Community Research, was able to provide assurance to the CCG that
the CAP contained a reasonable cross section of ages, and both measured and unmeasured
customers.

The CCG challenged Portsmouth Water on its engagement with business customers, which
Portsmouth Water responded to by slightly increasing the scope of its process to include a
telephone interview process alongside the face to face forum.

A number of challenges relating to consultation with rural customers and the use of student
qguestionnaires were also made by the CCG and adequately addressed by Portsmouth Water’s
responses.

One of our main challenges on the consultation process related to the way in which the
information from the different sources was collated and compared by Portsmouth Water to derive
its Business Plan, the list of preferred PCs, the targets for those PCs and the rewards/penalties
associated with the targets. As a result of these challenges, Portsmouth Water implemented a
process of transparent ‘triangulation’, which is discussed further in Section 3.2.1 of this report.

The process used to test PC targets with customers was an ongoing area of challenge for some
time. As part of its Phase 2 quantitative surveys, Portsmouth Water therefore developed a
process whereby a set of proposed targets were developed based on the previous research, and
these targets were subject to quantitative acceptance testing with customers. As part of that
guantitative testing, customers were provided with information on Portsmouth Water’s current
performance relative to the rest of the industry for all of the relevant metrics. The CCG are
therefore confident that a reasonable process was used to test whether the proposed PC targets
are sufficiently stretching as far as customers are concerned.

3.1.3. Engagement on Vulnerable Customers

49,

Portsmouth Water sought feedback from the specialist members of the CCG, when it was
designing its approach to engagement on vulnerable customers, to make sure that its online
(Survey Monkey) approach provided meaningful feedback on the nature of the metrics and
targets. Based on this, surveys were undertaken to elicit opinions on key issues associated with
vulnerability and bad debt from 80 relevant institutions (80 responses out of 159 organisations
that were contacted). This was followed up by some face to face meetings. The CCG provided
input on the types of organisations that should be contacted during that survey and the framing of
the questionnaire. The PR19 survey metric that will be used for the vulnerability PC reflects the
outcomes of that consultation process, and incorporates those areas of performance that are
likely to be linked to increasing levels of bad debt amongst vulnerable customers if they are not
addressed.

3.1.4. Engagement Around Affordability and Acceptability

50. The CCG note that the results of the final acceptability testing of the Business Plan were provided

to us very late in the process, as expected, but the CCG, and CC Water, were given an
opportunity to provide opinion and challenge on the questionnaire and stimulus materials before
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3.2.

51.

52.

53.

54,

55.

56.

57.

the survey was undertaken. This was taken on board by Portsmouth Water, so the CCG is able to
confirm that it is confident in the results that were elicited from the survey.

Comments and Challenge on the Approach used to Draw
Results and Conclusions from the Customer Engagement

As shown in Figure 3-1, the selection of PCs and initial setting of targets relied on multiple
sources of information that were gathered prior to the Phase 2 quantitative surveys. The
approach that was used was therefore based on a process of ‘triangulation’, which is discussed in
Section 3.2.1 below.

The outputs from the qualitative assessments (Focus Groups) varied according to the type of
engagement and topics that were covered in each group and were, by their very nature,
gualitative. Nevertheless, based on our attendance at the focus groups, the CCG found that the
summary comments that Portsmouth carried forward into its decision-making processes were
reasonable and reflective of the opinions expressed in the focus groups. Where ranking
processes were used to determine customer preferences, then the potential metrics that were
being tested were clearly presented to customers and results appear to be meaningful.

The CCG observed at an early stage in the qualitative Phase 1 consultation that customers
considered Portsmouth Water should maintain its position as the lowest cost water provider. The
CCG ensured that this was reflected in all our challenges about the PCs, ODIs and proposed
expenditure. The CCG also identified relatively early on that customer opinions relating to
metering were not clear, and provided ongoing challenge around Portsmouth Waters’ choice of
approach to metering, as discussed in Section 4.3. Portsmouth Water did seek to use evidence
from a wide range of sources, including a limited trial to determine the reasons why customers
were opposed to metering, and sought to test options such as ‘not for revenue’ metering through
its CAP. However, the feedback from the different sources was conflicting and, despite
Portsmouth Water’s efforts, the CCG is not sure if the results were robust enough to provide clear
conclusions in this area. Portsmouth Water therefore adopted a ‘compromise’ position for its
Business Plan, which is described in 4.1.2 below.

Once the preferred list of PCs and potential targets was determined, the remaining customer
consultation relied on single sources of information. These covered:

e Quantitative acceptance testing of the proposed ‘stretch’ targets

¢ Quantitative testing of Willingness to Pay (WTP) that was used to derive the ODI rewards and
penalties, supported by testing to determine the preferred structure of the ODI (i.e. penalty
only versus reward/penalty).

e Final acceptability and affordability testing of the preferred Business Plan.

These latter parts of the process were therefore largely numerically based and directly dependent
on defined surveys and customer responses, so the process used to draw conclusions was
straightforward and the CCG challenges related to the technical method rather than Portsmouth
Water’s decision-making process. In a few cases the Portsmouth Water Board opted to adopt
targets that were more challenging than those that were tested with customers, and we have
commented on those cases where appropriate in Section 4 below.

The analysis methods used to determine whether PC targets were ‘stretching’ in customer’s
opinion, and to elicit rewards and penalties from customers in the quantitative panel incorporated
standard good practice procedures, such as initial “Town Hall’ testing processes to determine
whether the questions would be sensible to customers when the surveys were being developed.
In the CCGs opinion the percentage acceptability outputs that were elicited from these surveys
were therefore meaningful and reliable, and we can confirm that Portsmouth Water used these as
the main basis of its target setting process.

The CCG noted that the WRMP consultation responses were not statistically representative like
the quantitative customer survey, and customer levels of understanding of the issues involved
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58.

could not be tested in the process. Therefore, whilst the response rate was high (over 2,200
customers), the CCG did question the weighting given to these responses. Portsmouth Water was
aware of this and made allowances for the potential bias in the results when they were
triangulated with the other customer engagement activity and results.

Similarly, while the CCG commended the company on the CAP initiative the group was not fully
demographically representative, and over the course of 5 meetings were not typical of the
customer base. That said the CAP gave the company valuable insight and opportunity to test
proposals and thinking on an enthusiastically engaged group of customers who at the end of the
process had a much better insight/understanding of their water service and provider.

3.2.1. Use of ‘Triangulation’ to Determine Customer Priorities and Associated
Investment
59. Following early feedback and challenge from the CCG, Portsmouth Water made its process of

60.

comparing data sources more transparent through the use of a ‘triangulation table’, which was
shared as a live document with the CCG during the spring and summer of 2018. This table listed
all of the elements of research carried out by Portsmouth Water and, in a text format, indicated
what each source of research had concluded in relation to the PR19 Outcomes. This table
therefore effectively provided a summary of the consultation findings, and allowed the CCG
members to see where there was conflict between the sources. Portsmouth Water’s Business
Plan has used this triangulation process to demonstrate how customer engagement has been
used to inform each of the outcomes and PCs that it has adopted.

No ‘formal’ process of scoring or weighting was given to the different sources referenced in the
triangulation table. However, the CCG considers that it provided sufficient transparency to allow
us to understand why the PCs were selected and how this, plus the proposed PC targets, then
fed into the key quantitative piece of research that was carried out to determine customer views
on the degree of ‘stretch’ that was present in the targets. The triangulation used by Portsmouth
Water was therefore focused on the selection of PCs and the setting of target proposals for
subsequent acceptance testing. The CCG considers that this was appropriate, as the acceptance
testing of PC targets required that consultees were informed of Portsmouth Water’s current
performance and position in relation to the rest of the industry, so had to be a single, targeted
piece of consultation activity.

3.3. Management and Interaction with other Stakeholders

61.

62.

63.

Members of the Environment Agency and Natural England were present on the CCG and were
able to provide the CCG with their position about the status of ongoing interactions with the
environmental regulators. The EA representative on the CCG raised no specific concerns about
the company’s proposals to comply with statutory environmental obligations, while recognising
that the EA is undertaking its own comprehensive assurance process directly with the companies
and will be reporting to Ofwat and Defra in due course. The CCG understands that an initial point
of disagreement with the EA in relation to the activities required under the Eels Directive was
addressed prior to final development of the Business Plan. We are aware that Portsmouth
Water’s proposals under the Abstraction Incentive Mechanism (AIM) are considered to be
relatively conservative as far as the environmental regulators are concerned, but Portsmouth has
provided commentary on this issue, as detailed under Section 4.1.2 of this report.

The Drinking Water Inspectorate (DWI) provided clear direction to the CCG in relation to its
support (or otherwise) for schemes proposed in PR19 through a letter that was provided to us
dated 29/06/18. The CCG was able to confirm that Portsmouth Water’s investment proposals are
aligned with that letter, and they do not materially affect the PC targets that have been proposed
by Portsmouth Water.

CC Water, local government authorities and South Downs National Park were represented on the
CCG, and were able to raise any issues that they had in relation to Portsmouth Water’'s
engagements with those key stakeholders. No significant issues were identified through the CCG
process.
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4, Reflection of Customer Priorities in the Business Plan

4.1.

4.1.1.

Development of Business Plan Objectives and Commitments

Selection of Performance Commitments.

64. The CCG note that many of the PCs that were selected by Portsmouth Water were effectively
mandated to them as ‘common metrics’, so these were included in the list irrespective of
customer preferences. For the ‘bespoke’ PCs, Portsmouth Water amended its approach and
definitions in three key areas as a result of ongoing challenge by the CCG:

e The CCG challenged that affordability and vulnerability should be separated out and tracked
as separate metrics, based on Ofwat guidance. These were therefore separated out prior to

target setting.

e The definition of the PCs on biodiversity and catchment management were reviewed and
amended a number of times as a direct result of challenge from the CCG. As discussed in
Section 4.1.2 below, the CCG can confirm that the Environmental Regulators support the
format and definition of the final measures that have been used.

65. In addition to the above challenges, which resulted in changes to the PCs, there were a number
of areas where the CCG challenged the content of the preferred list and Portsmouth Water
provided adequate responses that meant no changes were required. These are summarised in

the table below.

Table 4-1Summary of Additional Challenges and Responses on the Selection of PCs (where no changes were

made)

Challenge

Response

No financial sustainability ODI
included in the preferred list

The balance between commitments, affordability, risk and
financial sustainability was one of the key tests carried out by
Portsmouth Water during the final stages of the Business Plan
generation and customer consultation on affordability of the Plan.
These tests formed the check on financial sustainability, and are
considered more appropriate as there is relatively little
Portsmouth Water can do to improve the situation once the Final
Determination has been set for AMP7. CCG comments on the
RORE from the performance commitments are provided in
Section 4.2.2 of this report.

Challenged the use of bursts,
unplanned outage and CRI

metrics as reflections of asset
health (which was a customer

priority).

Suitable explanation and supporting evidence was provided that
these are the most direct reflections of investment and
maintenance of the asset base in the long term

Reduction of abstraction was a
high priority within the focus
groups, but no specific PC was
included in the preferred list

Portsmouth Water considered that PCC, leakage and AIM all
represented ways in which the pressures on abstraction would be
reduced, and these would be less dependent on weather and
random site-specific issues than a direct measurement metric.
This was accepted by the CCG, but we note that there is still
some difference of opinion on the ambition of Portsmouth Water’s
proposals on AIM, as discussed in Table 4-2.

Water softening not included
despite some initial support

A specific piece of research was carried out that informed on
health implications and costs, and this clearly demonstrated that
customers do not support water softening once they are
‘informed’ on the issue.
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66. Once these challenges had been addressed, for the remaining ‘bespoke’ PCs, the CCG is
confident that the initial Phase 1 qualitative process was adequate to allow Portsmouth Water to
identify the objective and general nature of the PCs in line with customer preferences.

4.1.2.

Target Setting and Setting Stretching Commitments

67. The CCG reviewed Portsmouth Water’'s proposals for its PC targets based on the following

principles:

o How well they reflect Ofwat principles on transparency (i.e. clear, unambiguous, complete
and concise). Where there was a lack of clarity in the definition (e.g. for Biodiversity), then this
was challenged and clearer definitions were set in agreement with the CCG.

o How well they represent customer views and represent a reasonable level of ‘stretch’.

68. A core component of Portsmouth Water’'s approach to testing the level of ‘stretch’ included in its
targets was to carry out quantitative acceptability testing with customers of targets that were set
based on current performance, industry comparators and the initial stages of customer
consultation. Part of this acceptance testing therefore required a presentation of Portsmouth
Water’s current and expected performance in comparison to other water companies (where
appropriate) to the surveyed customers. The CCG requested assurance that these performance
data were reliable and consistent with the way in which the metric will be reported during AMP7,
and this assurance was satisfactorily provided. The CCG noted that the target for one of the
performance metrics used in AMP6 (water quality contacts) had been set based on incorrect
baseline data, and therefore requested additional assurance that this issue would not be repeated
for the PR19 Business Plan. A relevant risk assessment document and associated Board
assurance was provided on this issue.

69. The CCG raised specific challenges around the process of initial target setting, acceptability
testing and final decisions on the targets for a number of the PCs. A summary of those challenges
and the CCG'’s final opinion about the appropriateness of the targets for each PC are summarised
in Table 4-2 below.

Table 4-2 Summary of Challenges and Opinion on PC Targets

Performance
Commitment

Key Challenges Around
Target

CCG Opinion on Adequacy of Company Response

Leakage The target on leakage was Whilst Portsmouth Water were able to demonstrate that
effectively set based on the | customers support substantial leakage reduction, the
Ofwat ‘expectation’ of selected level (15%) was not obvious from the initial
leakage reduction. The research, although the initial testing with informed
CCG challenge therefore customers showed that 60% of customers considered the
largely focused on whether | 15% was adequately stretching, when faced with the
this was sufficiently anticipated bill impacts. This increased to over 70% during
stretching, and whether the Phase 2 quantitative surveys. Following the CCG
Portsmouth Water had challenges on the influence of costs on these findings,
adequately considered Portsmouth Water was able to provide reasonable evidence
innovation in leakage that innovation had been considered in its leakage
control when costing the investment strategy, so costs should have been
proposals, as the costs of representative of future innovations when they were
leakage reductions had a presented to customers. Cross industry comparisons and
strong influence on trends in leakage and burst performance were also provided
customers perceptions of as supporting evidence to customers when the acceptability
affordability and hence testing was being carried out. Based on this evidence the
support for the targets. CCG considers that the 15% target is reflective of customer
expectations.
Per Capita The main challenge around | Given the uncertainties and the CCG challenges,
Consumption PCC related to the metering | Portsmouth Water considered a number of alternative
(including strategy, as this had the approaches to metering that might satisfy the somewhat
metering) largest impact on the target. | conflicting customer priorities. They also looked to other

Results from the focus
groups were mixed and
appeared to be particularly

sources of information to better determine its position on
metering, including the results of trials carried out to
determine the appetite for switching from customers where
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influenced by the individual
experiences and concerns
of the focus group
members, but there was a
general resistance to
metering, reflecting
perceptions around choice
and affordability, particularly
when the Southern Water
sewerage element of the bill
is considered. The WRMP
consultation appeared to
run counter to this, with a
large preference for
metering in principle, whilst
the quantitative survey
demonstrated a mid-range
level of support for rewards
and penalties on PCC
reduction (which would
need to be driven by
metering).

Portsmouth Water could demonstrate a clear monetary
advantage to them from switching. Of the approaches that
were considered, the ‘not for revenue’ (NFR) metering
appeared to be potentially useful, but there are large
uncertainties and potentially excessive costs associated with
this initiative, so the CCG considers that the inclusion of
trials in AMP6 and some NFR in the Business Plan is an
appropriate response. The bulk of metering costs in the
Business Plan therefore relate to change of occupier
metering where meter boxes are already present. Whilst this
is a logical compromise between promoting metering to
lower PCC, and maintaining costs as low as is practical, the
impact on customer perceptions of fairness (i.e. why one
customer is metered when another is not) have not been
investigated. Portsmouth Water has noted that this issue
should be relatively limited as meter boxes will tend to have
been installed during renewals project that cover whole
streets, so metering polices should tend to appear
consistent within individual neighbourhoods.

Overall the CCG recognises that the proposed PCC targets
had one of the highest customer acceptability scores for
being a ‘challenging’ target (86%) and Portsmouth Water
considers that this is one of its highest risk PCs. It appears
that Portsmouth Water has therefore achieved a reasonable
balance between the expectations of external stakeholders,
and customer concerns over metering and bill affordability.

CRI

Challenged whether the
maintenance of upper
quartile performance would
be a sufficiently stretching
target.

This is effectively an indicator of underlying asset health and
control systems, so improving performance would require an
investment in asset health, which is expensive and would
not reflect customer preferences to maintain asset health at
an affordable price.

Interruptions

Portsmouth Water has

The Portsmouth Water Board has assured this target and

to Supply elected to stretch beyond provided the CCG with a narrative as to why it is
the existing 4 minutes reasonable.
performance, down to 3
minutes, well ahead of the
level supported by
customers. The CCG
challenged Portsmouth
Water to assure that the
target is achievable without
additional funding.

Bursts Challenged whether the This is an asset health indicator metric, so improving
maintenance of upper performance would require an investment in asset health,
quartile performance would | which is expensive and would not reflect customer
be a sufficiently stretching preferences to maintain asset health at an affordable price.
target. The CCG also .
challenged Portsmouth Independent tec_hnlcal challenge and assurance was
Water to assure that the prowde?I or:. the |fn|vestrpent propto_salsb Ito cor_wfltrm that theyd

o were reflective of long term, sustainable maintenance, an
tbz’ﬂrg;trg:g; 5322?2 ”C#err\?v?tth _the CCG notes that Portsmouth Water updated its
capital investment investment proposals during that process of challenge. The
: CCG raised concerns that burst rates had been increasing
proposals. That included -
confirmation and evidence rece_ntly, but Portsmouth Water was qble to provide data on
to demonstrate that the the influence of leakage related activity that addressed
recent increases in burst those concerns.
were not reflective of a
deteriorating network.
Unplanned Challenged whether the This is an asset health indicator metric, so improving
Outage maintenance of upper performance would require an investment in asset health,

quartile performance would
be a sufficiently stretching
target.

which is expensive and would not reflect customer
preferences to maintain asset health at an affordable price.
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The CCG also challenged
Portsmouth Water to
confirm that treatment
works maintenance
investments support the
target.

Portsmouth Water ultimately decided on a 3% target for the
metric.

Satisfactory independent challenge and assurance provided
on the investment proposals.

Severe Not at risk, so there was no | N/A
Drought logical challenge to
Restrictions maintaining the target
C-Mex and D- This target (upper quartile) N/A
Mex is essentially ‘expected’ by
Ofwat, so no significant
challenge.
Voids The CCG noted that the A penalty only approach was selected, which seems to be

acceptability testing showed
marginally less support for
the target than for other
PCs.

reasonable given the marginally lower support.

Affordability

The CCG was concerned
that this PC was just
another facet of
vulnerability

The selected affordability PC is specifically designed to
measure Portsmouth Water's support of customers that will
potentially have problems with paying their water bill, and
they have set themselves a stretching target of recruiting
8,000 customers to their social tariff by the end of the AMP.
The setting of affordable bills in a more general sense is
better represented through the Business Plan acceptability
testing, and the commitment to maintain Portsmouth Water’s
position as the lowest water bill in the country.

Vulnerability The main challenge on Portsmouth Water liaised with the CCG to identify a range of
vulnerability related to the organisations to consult on the content and approach that is
derivation of the measure should used for the metric, and obtained a high level of
itself, as it was not clear if response, from which it designed the PC. The CCG are
the survey format would pleased to note that Portsmouth Water have selected a
reflect its commitments to performance target that is significantly higher than the target
vulnerable customers. that was consulted on, even though that achieved more than

70% acceptability during testing.

Catchment Challenged the percentage | Portsmouth Water has chosen a target for this PC that is

Management contact target to ensure this | much higher than the percentage supported by customers. It
was ambitious. reflects Natural England’s expectations of a ‘stretching

target. The CCG therefore considers that the final target is
sufficiently stretching.

AIM The AIM target was Portsmouth Water noted that one of the key reasons that it
challenged by is not able to commit to AIM on other sites is because it has
environmental regulators as | committed to provide bulk supplies to Southern Water,
being rather conservative which will reduce its available headroom under the WRMP
and not particularly and mean that spare water will not be available in its
challenging. network. Providing this bulk supply means that abstraction

stress on the rivers Itchen and Test will be reduced, and the
transfer of water in this way reflects a regulatory preference
to protect those rivers. Portsmouth Water also noted that
some of the environmental regulators proposals, to reduce
abstraction under the AIM during conditions outside of the
Q95 was not consistent with the intention of the AIM and
would be very difficult to incentivise in practice. Overall the
CCG accepts that the setting of AIM targets is a complex
technical process, which is beyond the CCG’s remit.

Resilience The CCG notes that this PC | The inclusion of the proposed four schemes is generally in

Schemes target was not tested with line with the specific customer consultation carried out in

customers.

CAPS5, where customers were supportive of low cost options
to increase resilience. Further commentary on resilience is
provided in Section 4.2.1below.
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Biodiversity The definition of the The final wording on the metric was agreed following a
biodiversity metric was specific working meeting and is acceptable.
challenged extensively by
the CCG.

Low Pressure | The low-pressure target Portsmouth Water individually contacted all customers on
was not set based on the the register and, from this, determined that a stretch target
consultation target. beyond the consultation was appropriate.

Number of The CCG challenged that, The current rate of contacts is demonstrably very low

contacts for since performance is better | already in comparison to the rest of the industry, and the

water quality than upper quatrtile, the AMP6 evidence shows that a lower target would almost

(orange/black/ | target effectively represents | certainly result in a penalty. Portsmouth Water will include a

brown water) no improvement and hence | narrative around the target in its Business Plan.
not particularly stretching.

70.

71.

In addition to those targets that are associated with rewards and penalties, Portsmouth Water
included reputational targets for carbon emissions, health and safety and temporary usage bans.
The targets in each case are straightforward and appeared to be reasonable to the CCG, given
the outputs of the customer engagement.

The CCG note that the PC target for resilience does not reflect any impact that the development
of the Havant Thicket reservoir may have on the future resilience of the Portsmouth Water
system. The CCG therefore challenged this, as there are potential implications on resilience and
inter-generational equity, and Portsmouth Water’s customers have indicated that they are only
potentially willing to fund amenity at the site, plus, potentially, low cost resilience improvements.
Portsmouth Water assured the group that the scheme would be ‘bill neutral’ (i.e. no cost to
customers unless there is a defined resilience benefit to them) and confirmed that this applied to
all aspects of the development, meaning that all costs associated with network changes and the
maintenance of system (treatment and transfer) ‘headroom’ to current standards would be
incorporated into the charging structure. The CCG further challenged Portsmouth Water on the
impact that Havant Thicket might have on the financial resilience of the company and were
provided with assurance that the charging structure (and associated charges recovered from
Southern Water) will cover any risks associated with financing and gearing.

4.2. Comments and Challenge on the ODI Rewards and Penalties

4.2.1. Customer Consultation on Rewards and Penalties

72.

73.

74.

The process used to elicit customer willingness to pay values for the setting of ODI rewards and
penalties followed a conventional stated preference choice experiment, where ‘feasible targets’
were set and both the structure of the rewards and penalties and the WTP values were elicited
from the quantitative responses. The CCG note that the targets used in the experiment were not
necessarily the same as those that were eventually included in the PC targets for the Business
Plan, but only for those PCs where Portsmouth Water's Board decided to pursue targets that
were more stretching than those contained in the quantitative research. The WTP and hence
rewards and penalties for interruptions, vulnerability, catchment management, AIM and low
pressure reflect additional ambition from Portsmouth Water.

The CCG also note that Portsmouth Water has not followed customer preferences in terms of the
reward/penalty structure for the leakage, interruptions to supply and contacts for water quality
PCs The quantitative research showed that customers were only supportive of penalties on those
particular PCs, but Portsmouth Water has proposed a reward and penalty structure in its ODIs.
The reasons why rewards were included is therefore a reflection of Ofwat’s preferred approach to
creating an incentive structure and the need to balance RORE risk/reward, rather than customer
preferences.

The CCG challenged Portsmouth Water in relation to the rewards and penalties surrounding
environmental PCs. During the initial consultation, customers had expressed a high WTP for river
restoration activities, but as there were no requirements for schemes under the WINEP, this
potential PC was not taken forward to the assessment of rewards and penalties. That is
reasonable, but the CCG expressed concerns that the overall rewards and penalties for
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75.

76.

environmentally related PCs were low in comparison to the original consultation. Portsmouth
Water considered this, but the remaining environmental PCs meant that adding in this WTP
resulted in a large ‘upside’ risk to its rewards and penalties structure. This would not have
reflected overall customer expectations, and would be unlikely to be acceptable to Ofwat.
Therefore, whilst this does represent a departure from customers’ stated preferences, it is has
resulted from practical constraints and does not represent a specific desire to reduce the rewards
and penalties associated with environmental issues.

The CCG note that the reward and penalty structure for resilience schemes was not tested with
customers. The resilience schemes that have been proposed by Portsmouth Water were based
on a detailed analysis of options long lists, system resilience and risks. This process was
presented to the CCG and independent technical assurance provided from the Engineering
Advisor. The actual ODI proposal is based on the delivery of the four ‘best value’ schemes that
were identified by this process and is effectively there to protect customers against non-delivery. It
was not clear to the CCG how rewards for this metric should be structured, as there is no explicit
customer support for out-performance on timing on schemes, and there is no clear support from
customers for the delivery of additional schemes within AMP7. Portsmouth Water has therefore
decided that this PC should be reputational only.

For the ODIs that are associated with asset health the CCG can confirm that Portsmouth Water
explicitly identified customer preferences associated with the bursts and CRI PCs, and used the
stated preference experiment to elicit WTP for those two metrics. Explaining asset health and
links to investment is extremely challenging when water companies are consulting with their
customers, but the CCG was able to review consultation materials before they were used and are
therefore able to confirm that Portsmouth Water did use reasonable endeavours to explain such
issue to customers.

4.2.2. Implications of the Final Company Choices (RORE)

77.

The CCG is confident that Portsmouth Water has reflected customer WTP within its ODI setting
process. It has then taken the ranges consulted on during that process and stretched them to
generate the ‘exemplar’ performance that is associated with its stretch targets. This has been
done to a large extent to satisfy Ofwat expectations, but is reasonably consistent with customer
preferences, which generally support much lower RORE impacts for performance that lies within
a more ‘realistic’ range. The final range of RORE impacts was also tested as part of the customer
acceptability testing, through questions relating to the overall size of the rewards and penalties
represented in the Business Plan. This was tested via the overall impact on customer bills, with a
+£2 to -£3 range used to reflect the P90 to P10 RORE range. The CCG considers that this is a
reasonable approach to use to test the overall impact with customers. Our comments on
acceptability testing are provided in Section 4.3.2.

4.3. ‘The Golden Thread’ - Reflection of Customer Priorities in the
Business Plan

4.3.1. Links Between Investment, PCs and Long-Term Sustainability

78. The CCG was presented with evidence that Portsmouth Water has used triangulation to link the

Business Plan to customer preferences, and specifically detailed this process in its Business
Plan. Portsmouth Water presented its investment proposals to the CCG and indicated how this
related to the PCs contained within the Business Plan, along with the risks and mitigation
associated with each of the main expenditure lines. Whilst the CCG is not able to comment on the
appropriateness of the activities or costings included in the investment programme, we can
confirm that the Business Plan investments have been designed to link through to the PC targets
that have been decided based on customer preferences. As noted previously, investments
associated with maintenance seek to maintain the ‘status quo’ in terms of bursts, CRI and
unplanned outage. Investments associated with other PCs are based on specific requirements
(schemes to deliver environmental improvements, costs of leakage reductions etc). The
Portsmouth Water Board have sought independent external assurance on this and confirmed to
the CCG that the proposals have been assured.
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79.

80.

81.

As well as the maintenance of asset health, the long term (inter-generational) equity of the Plan is
reflected by Portsmouth Water’s proposals relating to resilience and environmental indicators,
including commitments to reductions in abstraction, through reductions in PCC (metering) and
stretching leakage targets. In relation to resilience, customer preferences are relatively clear and,
as noted previously, Portsmouth Water’s proposals seem to reflect a fair balance between
affordability and incremental improvements. In terms of leakage and PCC, the CCG did challenge
the sustainability of the current system in the longer term, and Portsmouth Water has included an
ambition to deliver another 15% reduction in leakage during the AMP8 to AMP10 period. This
would seem to be more reflective of the position on the environment and abstraction that was
expressed by younger generations in school and university engagement.

The long term strategy on metering is less clear, but the CCG acknowledges that this is partly due
to the need for Portsmouth Water to gain a greater understanding of the effectiveness of its AMP7
proposals and the results of its representations to government on possible changes in
government policy/guidance on metering.

The construction of Havant Thicket reservoir is a significant feature of the Business Plan, and
Portsmouth Water has provided the CCG with assurance that the charging mechanisms
associated with this will not impact on current customers, and there will be some benefits to
existing customers in terms of resilience and possible amenity. This approach reconciles with
customer preferences, where they have expressed a preference for maintaining resilience at the
same time as maintaining bill levels at their current low levels. The CCG has had relatively little
information on the long-term bill impacts of Havant Thicket beyond these high-level assurances,
but can confirm that the figures presented to us indicate no effect on bills from the scheme during
AMP7.

4.3.2. Affordability and Acceptance Testing

82.

83.

84.

85.

The following particular aspects of affordability were tested with a focus group of 30 customers
prior to the main acceptability testing of the Business Plan:

e . The inclusion of a ‘specific company premium’

e Theinclusion of a ‘Pay as You Go’ (PAYG) adjustment to reflect financing constraints on the
business in its notional capital structure.

This focus group was attended by CCG members, and we are able to confirm that there was clear
customer support for the proposals, with almost no notable negativity from customers. This came
from the fact that the water bill is the lowest in the country, and customers felt that the better
service and local nature of Portsmouth Water was a reasonable trade for the £3.80 average bill
impact from these two factors, particularly as the impact of the lower WACC allowance in AMP7
meant that the net adjustment was to lower the bill by £1.

The acceptability testing was carried out using an online survey approach, and the CCG was
provided with the opportunity to comment on the methodology prior to testing. We can confirm
that the survey took account of the Consumer Council for Water (CCW) guidance, and the
process included a ‘soft launch’, with cognitive testing on sample groups prior to the main survey.
This was reflected in the high levels of positive responses to questions about clarity and
understanding of the questionnaire. The CCG challenged the statistical representativeness of the
survey sample, but it was clear from the consultant’s responses that any discrepancies in
demographics between the Portsmouth Water customer base and the on-line sample were
appropriately handled.

Acceptability testing was carried out before and after inflation, and in combination with the
Southern Water sewerage bill. Acceptability levels for the Plan in isolation without inflation were
very high, but remained in excess of 80% even when inflation and potential Southern Water bill
impacts were considered. Acceptance of the rewards and penalties incentives package was also
high, with over 80% of customers supporting the +£2 to -£3 reward and penalty range.
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5. Conclusions

86. In carrying out our duties, the Portsmouth Water CCG have provided the independent challenge
on Portsmouth Water’s process of customer engagement and Business Plan development that is
required to provide Ofwat with the independent assurance that it has sought in relation to:

¢ the quality of Portsmouth Water’s customer engagement; and

¢ the extent to which the results of this engagement drove Portsmouth Water’s decision making
and are reflected in their business plan.

87. The process of engagement with Portsmouth Water and the level of challenge that we provided is
described within the body of this report. We have used this to provide our summary conclusions in
relation to the two assurance topics raised by Ofwat, as described below.

88. In addition to these two general requirements, Ofwat raised seven questions in its ‘aide memoir’
that the CCG answer should as part of our report (Box 1 of the ‘aide memoir’). Paragraphs that
specifically address these questions are highlighted as appropriate in the sections below.

5.1. Comments on the Quality of the Company’s Customer
Engagement

89. The CCG can confirm that we have been included in a meaningful, timely and transparent
manner in the process of consultation that Portsmouth Water has used to elicit its customer
preferences for PR19. We therefore consider that we are in a good position to comment on the
quality of the customer engagement, and note that we were able to challenge and influence the
scope and process that was used.

90. [Response to Ofwat question 3] Portsmouth Water used a variety of engagement methods, which
started off with open consultation on a wide range of potential concerns and issues. It then refined
these through a process of qualitative consultation based on focus groups and specific testing
through the Customer Advisory Panel (CAP). CCG members were able to attend focus groups
and interview the CAP, and confirmed that Portsmouth Water maintained a reasonable balance
between informing customers whilst avoiding bias in their responses. Through these focus groups
and CAPs, which went on to inform later quantitative research activities, we consider that there is
good evidence that Portsmouth Water has engaged in an ongoing, two way and transparent
process that allowed them to both inform customers and solicit feedback from them, before the
Performance Commitments (PCs) and associated targets were set.

91. [Response to Ofwat question 1] Through this staged process we consider that Portsmouth Water
was able to identify customer preferences and turn these into Performance Commitments, before
it then adopted quantitative consultation methods to check that potential targets were stretching
and acceptable. Quantitative surveys were also used to elicit customers’ preferences in relation to
rewards and penalties, review its Water Resources Management Plan (WRMP) proposals and
consult on the acceptability of its Business Plan. At various points in the initial qualitative process
the CCG challenged Portsmouth to adapt the scope of its consultation to try and obtain a better
understanding, particularly in relation to attitudes to metering and leakage. Other sources of
information beyond focus group and the CAP were also used, including surveys with business
customers, schools and universities, to try and understand how potential customer priorities might
vary between different groups. The CCG considers that, based on its consultation, Portsmouth
Water was able to understand and consult with customers on the issues that matter to them. In
terms of the identification of customer priorities and willingness to pay for those priorities, the
CCG considers that Portsmouth Water did face some challenges, but this was as a result of
conflicting feedback from different information sources rather than the consultation process itself,
as discussed below.

92. [Response to Ofwat question 2] Portsmouth Water’s consultation with customers did seek to

provide customers with a range of options to support decision making in the Business Plan,
particularly in relation to the Water Resources Management Plan demand reduction initiatives
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93.

94,

95.

96.

(metering and leakage), environmental metrics and, to a lesser extent, for proposals relating to
resilience and supply interruptions. Consultation around asset health and water quality tended to
be based on initial customer feedback, which showed that customers view it as Portsmouth
Water’s role to maintain, rather than significantly change, current supply system health and
reliability. Portsmouth Water therefore chose to focus on testing the acceptability of targets that
seek to maintain asset health and upper quartile system performance, and used ranges of
performance to determine WTP and associated rewards/penalties, rather than set targets for
those metrics.

In relation to the range of options that were considered, the CCG notes that there was conflict
between different sources of information about customer preferences on demand management
approaches. It was apparent that customer engagement revealed there was resistance to
compulsory metering, but strong support for reducing abstraction and improving the environment.
The WRMP consultation, on the other hand, indicated a broad support for metering. Portsmouth
Water did therefore try and ‘triangulate’ between these sources, and adapted its approach to
metering, and the associated targets in the Per Capita Consumption (PCC) commitment, as a
result of this feedback and CCG challenge. The final proposals around change of occupier
metering where there is an existing meter box, and ‘not for revenue’ metering do therefore
represent a compromise position. The CCG challenged whether the final set of ODI rewards and
penalties adequately reflected customer preferences for environmental protection, as one of the
key initial environmental PCs became redundant as a result of the Environment Agency not
requiring any river flow/resources schemes under the Water Industry National Environment
Programme (WINEP). Portsmouth Water did consider transferring the expressed customer value
to the reward and penalty structure for the other environmental PCs contained in its Business
Plan as a result of this challenge. However, the nature of the other PCs meant that this would
have resulted in a large ‘upside’ risk (i.e. increased the likely range of rewards), which would not
have been in line with customer preferences around rewards and penalties, and would be unlikely
to be viewed favourably by Ofwat. We consider that this omission is therefore reasonable and
results from the process of Business Plan development, rather than a specific desire to reduce
the rewards and penalties associated with environmental issues.

[Response to Ofwat question 4]. The development of metrics for vulnerable customers and
affordability was a particularly strong area of liaison and feedback with the CCG, as Portsmouth
Water completely changed its approach to the development of the vulnerability metric following
CCG challenge and subsequent advice from suitably qualified members. The nature of the
affordability metric was also challenged and reviewed with the CCG before targets were consulted
upon with customers.

[Response to Ofwat question 5]. As noted above, Portsmouth sought to engage on long term
resilience issues with its customers from various perspectives, including future drought resilience
through the WRMP, resilience of the network to major events (e.g. losses of treatment works) and
the maintenance of asset health. This included consultation with younger people in schools and
universities. From this Portsmouth Water was able to identify relatively clearly that customers
value maintenance of, and possibly marginal improvements in, resilience and asset health,
provided bills are kept low both now and into the future. Resilience was also the focus of CAP5
and the results of that CAP were shared with the CCG.

[Response to Ofwat question 6] Portsmouth Water’s consultation on the acceptability of its
proposed PC targets contained reasonable, digestible information on current performance
(relative to other water companies where appropriate), and this was tested using ‘Town Hall’ style
methods before the consultation was carried out. They also used the CAP and some focus
groups to test specific options for performance commitments based on ‘informed’ decisions. The
CCG were able to observe the processes used to inform customers and we do not have any
concerns that the process used to inform customers of current performance and the costs and
risks of different future performance was intentionally leading or biased. Testing of ‘informed’
customers was particularly important when technical issues such as levels of leakage reduction
and options for resilience were being discussed, and when the affordability implications of the
small company premium and ‘pay as you go’ costs were being tested for acceptance.
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97.

5.2.

98.

99.

100.

Overall the CCG considers that Portsmouth was able to carry out a high-quality process of
customer engagement, with meaningful views being sought in relation to potential commitments,
the importance of relative commitments and potential targets for those commitments. The CCG
notes that this early process was essentially carried out through qualitative methods, so there was
some uncertainty and conflict around customer views, but this was managed through a. process
of triangulation. Where quantitative surveys were used later in the process to elicit WTP values
and levels of acceptability to both PC targets and the overall Business Plan, the CCG can confirm
that we were comfortable with the process and transparency of the survey methods and results.

Comments on the Extent to which the Business Plan Reflects
Customer and Stakeholder views

[Response to Ofwat question 7] The CCG consider that the Business Plan that has been
presented is a clear reflection of customer views across the majority of the PCs,
rewards/penalties and associated investment. We do have some concerns about the level of
support for the metering strategy that has been adopted, but that is due to conflicting views
between customer research and the WRMP consultation responses. Portsmouth Water’s
approach in that case appears to be a reasonable trade-off between different views. For the ODI
rewards and penalties the CCG note that customers do not particularly support rewards, and were
not supportive of large ranges of RORE risk/reward for the Business Plan, but there is a clear
regulatory pressure from Ofwat to include ‘significant’ rewards and penalties in the Plan. The
CCG therefore consider that Portsmouth Water has adopted a reasonable approach whereby
penalties and rewards (in particular) are low if they outturn within the range that is likely to be
experienced, and only become larger if their performance outturns at values that are well beyond
customer expectations.

Early on in the consultation process it was clear that low bills are a key priority with customers,
and their support for costs associated with the small company premium and the PAYG cost of
capital premium were at least partly related to the fact that they have the lowest water bill in the
country. Portsmouth Water’s proposals that are associated with large capital investment needs,
relating to areas such as asset health, water quality management, resilience, leakage and
metering are reflective of this underlying preference, where investments now are not intended to
put pressure on bills in the longer term. At the same time Portsmouth Water has sought to identify
low cost ways of making improvements and set itself targets that customers agree are stretching
for commitments that are more closely related to operational management. Therefore, the
underlying long-term nature of Portsmouth Water’s plans appears to be in line with customer
preferences. The Havant Thicket reservoir proposal was a particular area of focus and challenge
for the CCG, particularly in relation to longer term risks to customer bills. We note that discussions
with Southern Water and the regulators are ongoing, but Portsmouth Water has provided
assurances that this will not unduly affect their bills, both during AMP7 and in the longer term.

The acceptability level of the proposed Business Plan to customers was notably high, at over
80%. The CCG can confirm that this testing was representative of the customer base and that
survey respondents understood the questions that were being asked of them. This gives further
confidence that the proposed Business Plan has a high level of support amongst Portsmouth
Water’s customer base.
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Appendix A: List of Active CCG
Members and Terms of Reference

1. Introduction

1.1. The Portsmouth Water Customer Challenge Group (CCG) was established in 2012. Its objectives
and terms of reference were agreed by the Group in the same year. Its purpose was to challenge and
advise Portsmouth Water during the development of its Business Plan and more generally on its
Customer Engagement Activity.

1.2. The Company placed customers at the heart of its plan. The CCG ensured that the company’s
customers had been consulted and the plan took account of customers’ views, particularly on issues
which impacted on levels of service or the level of bills.

1.3. The Company now wishes the role of the CCG to evolve to enable it to report on the progress of
Portsmouth Water in the delivery of its commitments arising from the Final Determination of prices in
2014.

1.4. The CCG will have a role in developing our next Business Plan providing independent challenge
to the Company and independent assurance to Ofwat on the quality of the company’s customer
engagement and the extent to which this is reflected in the Business Plan.

1.5. The Terms of Reference were agreed by the CCG at its meeting on 12 July 2016.
2. Role of the CCG
2.1 This role includes:

¢ Reviewing the performance against each of the Company’s commitments and Outcome
Delivery Incentives in its Business Plan

e Understanding and challenging how particular rewards or penalties are applied

o  Where the CCG requests it may form specific sub-groups of the CCG who will have access
to further detail underpinning the performance of the Company in a chosen outcome. Access
may be via the Engineering Advisor or directly to management as requested by the sub-

group.

e Producing an annual report to the Company’s Board summarising its findings on the above,
which will accompany the Company’s Risk and Compliance Statement or Assurance Report.
This report will also be shared with customers and stakeholders.

e Advising on and monitoring the effectiveness of, Portsmouth Water’s ongoing engagement
with its customers in each community recognising all socio economic groups which it serves

e Involvement in any Relevant Change of Circumstances, if necessary

e In preparation for the next business plan, PR19, provide independent challenge and
independent assurance to Ofwat:-

e on the quality of the company’s customer engagement and
e the extent to which this is reflected in the Business Plan.

e The CCG will submit an independent report to Ofwat when the Company submits its Final

Business Plan and a subsequent report if the Company is required to re-submit its business
plan (or any part there-of).
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3. CCG Reporting Role

3.1 The CCG will have the opportunity to comment on Portsmouth Water’s performance to customers
and other stakeholders in the form of an annual report to coincide with the publication of the Annual
Statement on performance

3.2 The CCG will produce a report once a year for the Portsmouth Water Limited Board commenting
on the performance by the Company in meeting its performance commitments and agreed outcomes.

3.3 The CCG will have access to reports from auditors and technical reports and may seek further
assurance as required, subject to prior discussion and agreement with the management of the
Company.

3.4 The CCG may be invited to attend some of Portsmouth Water's community engagement events.

4. Membership of the CCG

4.1 The CCG will be independently chaired with a membership of no more than twelve. The quorum
will be six of any of the members including the Chair.

4.2 Members will be drawn from representative bodies or interest groups that are active in their
community. A diversity of membership will be achieved. The Chair of the CCG will work with the
Company and be involved in the selection and recruitment of members.

4.3 Members will be drawn from

o Community representatives:

o Consumer bodies and interest groups

o Business customers

0 Vulnerable and special needs consumers
o Environmental Interest Groups

o Local/public authorities

o Other NGO'’s, including national bodies

Representatives from Regulators and other bodies including:
o Consumer Council for Water

o Environment Agency
o Drinking Water Inspectorate

o Natural England

4.4 The Chair of the CCG may invite to the CCG meeting as necessary:

Specialist advisers and business experts from within Portsmouth Water or their suppliers,
contractors or consultants;

Representatives from other water and sewerage providers in the region;
Regulators including Ofwat; and
The Portsmouth Water Reporter or other independent assurance bodies used by Portsmouth

Water
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5. Governance

5.1 The CCG will as a minimum report to the Board on an annual basis. The Chair will attend Board
meetings during the year to report progress. A Non-Exec Board member will be nominated facilitate
the link with the Board on an on-going basis.

5.2 The CCG also has a working relationship with the Company’s executives, where the Finance and
Regulation Director and Regulation Manager have responsibility for supporting the CCG’s work and
will attend all meetings with other Execs attending as necessary.

5.3 The CCG may establish sub-groups to review specific areas, which will report back to the CCG on
various subjects covered by the Company Business Plan.

The Chair of the CCG

5.4 The Chair of the CCG will be appointed by committee, comprising one member from the
Company, one CCG member and one representative of CCW, and will recommend the Chair for
approval by the Company.

5.5 The Chair of the CCG will facilitate discussions with the CCG and make sure every member has a
full and fair chance to contribute to discussions and challenge the business as appropriate.

5.6 In between meetings the Chair of the CCG will be the principal link between the CCG and the
Company and will ensure that all members are kept informed as appropriate.

5.7 The Chair of the CCG will have access to the Executive, and access to the Chair of the
Portsmouth Water Limited Board and the Independent Non-Executive Directors.

Ways of Working

5.8 Members are asked to respect the potentially sensitive nature of the information provided by the
Company to the CCG, be that be that commercial, intellectual property or personal data.

5.9 Portsmouth Water will provide the secretarial and administrative support and costs of meetings.
The Chairman will be paid an appropriate fee for fulfilling this role. Members are not paid. Expenses
will be paid according to an agreed policy.

5.10 A work programme will be established by the CCG and will include:

e Ways of working with Portsmouth Water

e Confirmation of objectives, including the report once a year to the Portsmouth Water Limited
Board

e Frequency and location of meetings, attendees, substitutes, etc.
e Boundaries of disclosure, including meeting outputs

e Liaison with customer engagement groups such as the Customer Advisory Panel.

5.11 Agenda and other materials will be provided in a timely and accessible way.

5.12 Minutes and records of meetings will be maintained and kept in a suitable format and published
on the Company website

5.13 Where possible the CCG will rely on material that already exists within the business to limit the
amount of unique material generated.
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6. Review of the Terms of Reference

6.1 The Terms of Reference will be reviewed annually by the Chair of the CCG and the
Company.

7. Approval of these Terms of Reference

7.1 The Terms of Reference were approved jointly by the Board and CCG of Portsmouth Water at a
meeting on 12 July 2016
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Appendix B: List of Meetings

2017 — 9 May, 7 June, 27 June, 13 September, 5 October, 19 October & 7 December
2018 — 2 February, 2 March, 6 April, 3 May, 1 June, 6 July, 3 August & 16 August
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Appendix C: Challenge Log

Portsmouth Water Live Challenge Log

Summary of Outstanding Challenges

None remaining

Challenge List Awaiting Closure

None remaining

Fully Closed Challenges

Date Raised

Topic

Issue

Company Actions/Business Plan
Response

Status

Significance/
Implications

PC2:
19/10/17

ODI and
Performance
Commitment
Setting

How did the company actually choose the bespoke
and ‘company existing’ ODIs and how does that link
to customer research?

Why were the two ODIs on asset health chosen
compared with the others?

Common measures are effectively
mandatory. ‘Ofwat bespoke’ are
areas where Ofwat expect ODIs, but
the format is not prescriptive. The
rest are company own measures —
these should affect customer
preference, but there is a
presumption that existing measures
should be kept, but modified through
customer engagement.

Consider these are the two that most
affect customers. In terms of water
quality, further presentation and
justification was provided on
02/03/18, explaining the water
quality Compliance Risk Index (CRI)

Closed

Closed

H
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Date Raised Topic Issue Company Actions/Business Plan Status Significance/
Response Implications
and showing that other ODIs would
not be a challenge for PW to meet.

Biodiversity — provided feedback on aspects around Closed
catchment management and metrics for company Agreed at meeting 14 June — exact
own land