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A sector accountable to its customers 3

Our shared vision for the water sector in England and Wales is one
where customers, the environment and wider society have trust and
confidence in water and wastewater services, reflecting the vital
nature of these public services. We want the companies that provide
these services to be accountable to their customers for delivering the
services they need and want at a price they can afford.

Until our 2015-20 price review (PR14), we set performance targets for
companies directly through price reviews. Each year, regulators

: @55 monitored companies to check that they were meeting these targets

L 57 SR e M ___— __ and we could use our enforcement powers under the Water Industry
“The relationship between Act as well as adjustments at subsequent price reviews if companies
companies and customers were not performing.

should be at the heart of

everything” But at PR14, we expected companies to engage with their customers

and customer challenge groups to agree the long-term outcomes
customers wanted. This resulted in the biggest customer conversation
ever in the sector — engaging with over 250,000 customers.

We now expect companies to continue to develop and maintain their
relationship with their customers in delivering these outcomes, with
This interactive PDF contains customers engaged and empowered to understand and challenge
bookmarks to allow you to their company on whether or not this is being delivered. This means
navigate between sections 2 o . :
as a sector, our approach to explaining and monitoring performance

needs to change too.
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SE— A sector accountable to its customers

As part of this, we expect companies to report on their performance
directly to customers and other stakeholders (including Ofwat) — and
engage effectively with their customers to find out what they want to
see. Having information that is easy to understand and navigate
provides transparency and helps everyone build trust and confidence
in the sector. Information forms the basis for conversations so that
water companies can listen to their customers and other stakeholders
and deliver the outcomes they, the environment and wider society
want.

, Information also reveals excellence and good practice within the
“Information helps us and sector. This can provoke all comp_anies tollift their game and deliver
others to hold companies to the best for their customers. A_nd information helps us and others —

y such as customer groups, environmental groups and investors — to
account hold companies to account. We will do this by speaking with and
listening to others to identify the biggest risks to trust and confidence —
and where we need to take action to avoid problems or make
improvements. We want those conversations to enable others to take
action too.
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SE— A sector accountable to its customers

“We want customer
engagement to be an integral
part of how water and sewerage
companies run their business”

A sector

accountable to its
customers

Companies reporting Assuring information
to customers and on performance,

stakeholders resilience and risk

Our monitoring tools will focus on encouraging companies to take
ownership of this engagement and reporting, including the assurance
they carry out to make sure this information is accurate and how they
are using it in their businesses. Instead of just asking companies to tell
us about their performance, we want companies to explain their
performance and their leading indicators of risk to their customers and
other stakeholders.

We want customer engagement to be an integral part of how water
and sewerage companies run their business — not just demonstrating
this for the regulator. Companies could consider working with their
customers and looking beyond their boundaries to work with other
stakeholders (such as NGOs) to deliver their outcomes.

Challenging the Furthering

sector to improve

corporate and
financial resilience




Back to top

A sector accountable to its customers

| Sector
| performance

k- - -

Strategic
dashboard

I

I

| Company

| reporting

| performance —
| to customers

| Company
| corporate
: governance

A sector

accountable to its
customers

Company reporting to customers

Company
benchmarking

Annual
performance
report

Company
performance
reporting

Company monitoring framework

Ofwat intervention

Informal
requests

(Including compliance statement and managing risk)

Financial
monitoring
framework

Board leadership,
transparency and
governance

Companies reporting Assuring information
to customers and on performance,
stakeholders resilience and risk

Financial
monitoring
report

Challenging the

sector to improve

Targeted
reports

Furthering
corporate and
financial resilience

Click on the boxes to find
out more about each tool

Targeted
reviews

Formal
enforcem
ent action

(CEEW

net)




Back to top

ak % -a S
. B “

“Comparative information can
help companies demonstrate
where they are performing well
and assess areas where they
may need to improve”

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector

accountable to its
customers

Companies reporting Assuring information
to customers and
stakeholders

A sector working with its customers to deliver

We expect companies to work together to provide comparative
information — both for their own benchmarking, but to explain their
performance better to their customers and other stakeholders. This
type of comparative information can help companies to demonstrate
where they are performing well and assess areas where they may
need to improve. This also helps their customers and stakeholders put
performance in context as well as better understanding and being able
to manage risk.

We do not expect this to be presented as a ‘league table’. But we do
think this should prompt discussion and companies should be able to
explain their relative positions. It is also important to look at
comparisons with other sectors for best practice and benchmarks —
water sector benchmarks alone are not sufficient to create the sort of
challenging conversations the sector needs.

We said in our forward programme that we would consult on a
strategic assessment framework for monitoring the state of progress
against our shared vision both for the sector as a whole and for Ofwat
as a regulator. We see the framework being made up of two
complementary parts; one for the sector as a whole (strategic
dashboard) and one focused on how Ofwat itself is

progressing.

! Ofwat’s
forward
programme
2015-16

Challenging the Furthering
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http://www.ofwat.gov.uk/aboutofwat/plans/rpt_fwd2015-16complete.pdf

Back o top A sector working with its customers to deliver

We expect the strategic dashboard to be a collaborative tool owned by
both the sector and those involved in its regulation — a common
understanding of our progress means that we can reflect different
perspectives, and we can all contribute to achieving public trust and
legitimacy in a coherent way.

This dashboard helps us and others to assess whether the sector is
getting closer to or further away from public trust and confidence in

, water and wastewater services. It aims to help monitor progress on a
" ?%1 Sisoi sector-wjde pasis, rgth.er than using this to assess compliance with
o " "~ |egal obligations or individual company performance commitments.

“Comparative information can

help companies demonstrate There are many other mechanisms for reporting performance — from

where they are performing well anngal performance reports publishgd by companies and our finarjcial

monitoring framework to benchmarking and performance information
and EASSESS area:s where they may published by Water UK and sector regulators — but none of these tools
need to improve contains everything we need to have an informed strategic debate
about the state of progress in the water sector.

A sector Companies reporting Assuring information
accountable to its to customers and on performance,
customers stakeholders resilience and risk
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Back o top A sector working with its customers to deliver

We expect the strategic dashboard and the resulting strategic
conversations to complement companies’ and their Boards’ ownership
of the customer relationship, including reporting their own
performance to their customers and identifying risks to trust and
confidence . It will help a wide variety of stakeholders — including
customers and their representatives, NGOs, and investors - to hold
the sector to account for progress towards our shared vision. It will
also help those who regulate the sector — Ofwat, EA, DWI, NRW, and
Natural England — to be better informed as to any action we may need
to take to help progress towards our vision.

o 3
“It will help a wide variety of We have already spoken to regulators and industry bodies about how
stakeholders to hold the sector the sector might deliver this strategic dashboard, and Water UK will be
taking this forward with us and other stakeholders and will engage

to account for progress towards more broadly on a prototype dashboard in the next few months.

our shared vision”
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S A sector working with its customers to deliver

In Towards Water 2020, we identified that more should be done to
genuinely empower customers. We said that this might involved
providing comparative information to help companies, stakeholders
and customer challenge groups (CCGs) make decisions about
performance and future targets — and we recognise the efforts already
made by the industry, such as the Water UK publications on developer
services and comparative information. We want to encourage the
industry to continue to work together to provide more information for
customers and stakeholders, and are prepared to engage with and
support this activity.

As part of this approach, we will also work towards being more
transparent — and will play our own part in making as much

industry to continue to work : _ _ : _
information available as possible to the public.

together to provide more
information for customers and
stakeholders”

! Towards
Water 2020
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http://www.ofwat.gov.uk/pricereview/water2020/prs_web201507water2020
http://www.water.org.uk/news-water-uk/latest-news/developer-services-first report
http://www.water.org.uk/publications/reports/industry-facts-and-figures-2014
http://www.ofwat.gov.uk/pricereview/water2020/pap_tec201507challenges.pdf
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d & 4
We have prescribed some
common content and assurance
for the annual performance
report, allowing customers and
stakeholders to compare the
performance of individual
companies to the rest of the
sector.

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector
accountable to its

customers

Eapaniesireponiig Assuring information
to customers and

stakeholders

Companies reporting to customers and stakeholders

We expect companies to decide how they report on their performance
each year. But we also expect companies to publish some common
content in an annual performance report — this is important as it
allows customers and stakeholders to compare the performance of
individual companies to the rest of the sector, and sets out a minimum
we would expect companies to report on.

Delivery of these reports and stakeholder engagement will be the
responsibility of the individual companies and their Boards. A high
performing company will ensure that this information is accessible and
engaging for customers and wider stakeholders.

We expect companies to publish each year:

« an annual performance report which will provide specific
information on progress on delivery of customer outcomes, service
levels, transparent cost information and financial performance —
including a summary of key performance parameters;

« a statement that the company has complied with all its relevant
statutory, licence and regulatory obligations and is taking
appropriate steps to manage and/or mitigate any risks it faces; and

« asummary of the results of the data assurance that has been
carried out to evidence that the information provided is accurate.

Furthering
corporate and
financial resilience

Challenging th
on performance, allenging the

resilience and risk

sector to improve


http://www.ofwat.gov.uk/regulating/compliance/assurance/prs_in1501informationassurance.pdf
http://www.ofwat.gov.uk/regulating/compliance/pap_tec201502annperfsumm.pdf

sckowp.  ASSUriNG Information on performance, resilience and risk

We expect companies to report on their performance to customers in
a transparent and clear way, and have set out our minimum
requirements for companies to do so. But we also need to make sure
that customers can trust and understand this information - so we
require companies to assure their information.

Our company monitoring framework will help us to make sure that
water companies provide high-quality assurance on their performance
to customers. It will also challenge water companies to put processes
in place so that the underlying data can be trusted.

Where there is a lack of confidence in the information individual water
companies provide about their performance, we will step in to protect
customers by increasing assurance requirements. At PR14, we have

placed companies into one of three initial categories: self-assurance,

targeted and prescribed.

Most companies are in the targeted and prescribed assurance
categories and we expect them to carry out an exercise with their
customers and other stakeholders to identify and address issues, and
publish this each year. For the issues a company targets, we expect
This interactive PDF contains them to publish draft assurance plans and speak with and listen to

bookmarks to allow you to stakeholders before confirming final plans — but only in those targeted
naV|gate between sections areas

Assuring information
on performance, Challenging the
resilience and risk sector to improve
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sckowp.  ASSUriNG Information on performance, resilience and risk

For prescribed assurance only, we expect companies to publish their
assurance plans for all information before reporting. This is so
stakeholders, including us, can gain confidence and if necessary
provide comments or guidance. For the areas with the most
significance or of greatest risk to customers, we expect companies to
incorporate independent external assurance.

This framework helps us to ensure that our assurance requirements
are proportionate and targeted at the areas where the risks to
customers are greatest. We want companies to engage with their
. : customers and consider where they need more assurance — or where

We expect companies to they need to think about how they report performance. Where
consider ongoing assurance companies have met the high standa.rds th_at customers and other
and improvement — not just at stakeholder§ expect, thgy will have dlscr_etlon to put assurance in

: : : place that will give confidence about their performance.
price reviews. We will look at

ongoing assurance when In our Towards Water 2020 publication, we identified a need for

assessing business plans at customers to trust companies and have confidence that their views will

PR19. be reflected in the decisions companies make on an ongoing basis,
rather than just at the five-yearly price reviews. The company
monitoring framework will help customers to have confidence in the
information companies publish.

Assuring information
on performance, Challenging the
resilience and risk sector to improve

A sector Companies reporting
accountable to its to customers and
customers stakeholders

Furthering
corporate and
financial resilience



http://www.ofwat.gov.uk/pricereview/water2020/prs_web201507water2020

Challenging the sector to improve

© JJ Harrison

“We expect companies to be
transparent about their
performance and engage with
their customers”

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector Challenging the
accountable to its sector to improve

customers

The results of our price review for 2015-20 (PR14) mean that
customers in England and Wales will get more from their water
companies while paying less for services over the next five years.

At the price review, we also made sure that companies consulted
customers about how progress against their outcomes and
performance commitments should be rewarded or penalised — in
some areas, customers said they were willing to pay more if their
company delivered more than its stated performance commitments.
And if companies fall short of some of their commitments, they will be
penalised financially.

We expect companies to be transparent about their performance
against these outcomes and engage with their customers — so we
would also expect a reputational impact on companies depending on
their performance. Around 40% of the performance commitments
across all water companies had no financial incentives attached and
for these the reputational impact is particularly important.

In the previous section, we explained how this transparency helps us
and others — such as customer groups, environmental groups and
investors — to challenge companies and hold them to account. We
adopt a risk-based approach to assess where we need to be more
involved in challenging company performance, and this section sets
out the tools we will use to highlight issues and challenge companies.

Targeted action to

A risk-based Our approach to

ensure customers are

approach enforcement

protected




A risk-based approach 15

We adopt a risk-based approach to deciding where we need to be
more involved in challenging company performance. This means that
our decisions on where to focus our action and how we carry out our
work are informed by an assessment of risks and will:

a) ensure we focus on those areas that will provide the best outcomes
and value for customers; and
b) choose the right ways to go about our work.

We expect companies to be accountable for managing the risks to

' trust and confidence in provision of their services, including the risks
Our risk-based approach helps to the delivery of the outcomes customer and society expect.
us to make sure that we do our Companies should explain significant new risks to customers — as well
job in a proportionate and as the steps they are taking to manage and mitigate these risks.

targeted way — minimising the
regulatory burden but still
looking at the high risk areas.

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector A risk-based Targeted action to

. Challenging the Our approach to
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http://www.ofwat.gov.uk/regulating/compliance/pap_pos1203regcomp.pdf

i A risk-based approach

We also gather intelligence from a range of sources — including
information companies report to their customers, but also through
building our relationships with stakeholders (including other
regulators), customer complaints and enquiries, market research, and
investors.

Where we think there are risks to customer trust and confidence that
have not been identified or are not being managed, we will step in.
This could mean challenging a company on its performance. But this
could also include highlighting poor practice or exploring issues in

: more depth where there are concerns. We may also highlight good
“WWhere we think there are risks practice or draw attention to particularly good performance where this

to customer trust and is warranted.
confidence that are not being

We may also challenge companies to look at other sectors to provide

. .
managed, we will step in. challenge and share experiences.
A sector . A risk-based Targeted action to S e s Furthering
accountable to its approach ensure customers are corporate and

enforcement

customers protected financial resilience



Targeted action to ensure customers are protected

- © Snowmanradio

“We expect companies to be
able to provide us with further
information in areas where they
have previously provided
assurance”

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector
accountable to its

customers

There are a number of possible actions that we could take in response
to a particular risk or issue:

Informal requests for further information or explanation — if we
cannot understand published information and explanations, or we
have concerns about a company not meeting its obligations, we may
from time to time ask for more information or explanation on a
particular topic.

We expect companies to be able to provide us with further information
in areas where they have previously provided assurance, but do not
necessarily expect this to be routinely published.

If we still have concerns we may decide to investigate further.

Targeted reports — we will look at specific sector wide topics across
the industry to highlight good performance as well as areas that need
work. This could be prompted by performance concerns and/or
customer or stakeholder interest. But this could also just be routine
analysis or updates.

Targeted action to

Challenging the A risk-based ensure customers are  Our approach to
sector to improve approach protected enforcement




Targeted action to ensure customers are protected

An example of a targeted report is our affordability and debt report.
We said in our forward programme for 2015-16 that we will publish our
work on customer vulnerability in early 2016, and most companies
have provided some information to help us do this.

Where appropriate, we may work with the sector or other stakeholders
to analyse some of these sector-wide topics. And we will encourage
and support others to carry out similar analysis.

Targeted reviews — this type of review is likely to involved a much
" more detailed examination of the sector’s approach to a particular
We expect to use these tools to topic, but we think that this is a proportionate response where:

highlight information —
challenging companies to
improve; and adding to the
information available to
customers and stakeholders. An example of a targeted review is the targeted review of the 2011-12
accounting separation data and methodologies across all companies
in 2013. This review provided us with more confidence that
companies’ accounting separation data was robust enough to set retail

price controls, and helped us to make sure that future reporting
requirements were fit for purpose.

« there are significant concerns identified by stakeholders;
« there s a high risk to customers or other stakeholders; or
* there is an opportunity for major benefits for stakeholders.

Targeted action to
Challenging the A risk-based ensure customers are  Our approach to
sector to improve approach protected enforcement

A sector
accountable to its

customers


http://www.ofwat.gov.uk/publications/prs_web_1002baddebt
http://www.ofwat.gov.uk/publications/rags/rpt_com1306costallocey

i Our approach to enforcement

© CreationC

“Formal enforcement action is
likely only to be required to deal
with the more serious and/or
persistent breaches”

This interactive PDF contains
bookmarks to allow you to
navigate between sections

A sector
accountable to its

customers

A risk-based
approach

We expect companies to comply with their obligations. In the section
on ‘targeted action’, we set out the tools we will use to highlight any
risks to customer trust and confidence — whether this aims to highlight
where companies may need to improve, or simply to explore a
possible issue in more depth.

Where we have concerns that companies are not complying with their
obligations, we will pursue informal regulatory action where that is the
most appropriate means of making sure that they meet their
obligations. Formal enforcement action (such as our powers under
Section 18 of the Water Industry Act) is likely only to be required to
deal with the more serious and/or persistent breaches.

We have set out our approach to enforcement _and have previously
used these formal enforcement powers across a range of areas
including customer service, leakage, sewer flooding, and regulatory
reporting.

Targeted action to Our approach to Furthering
ensure customers are enforcement corporate and
protected financial resilience



http://www.ofwat.gov.uk/regulating/enforcement/pap_pos_090731enforcementapproach.pdf
http://www.ofwat.gov.uk/regulating/enforcement/enforcenotices/

Back o top Furthering corporate and financial resilience

Companies are responsible for determining their management
and financing structures - recognising that accountability and the
associated risks lie with investors, not customers. The Water Act
2014 gave Ofwat a new resilience duty — as well as resilience of
systems and services, this also includes corporate and financial

{ N\ resilience of companies.

™R
L Y We have placed some requirements on companies in the past to
protect customers from these financial risks, such as requiring
~COLIEREY  companies to maintain credit ratings and the regulatory ring-
We already expect companies fence. These measures protect customers who would otherwise
to report on their approach to be at risk if companies did not have this level of resilience, but

managing risk as part of their also protect investors by encouraging corporate resilience.
annual performance report.

We also expect companies to explain to their customers and
stakeholders how they maintain financial and corporate
resilience. Customers, investors, and other stakeholders should
have confidence that their water company is well managed and
resilient to unforeseen shocks.

A sector
accountable to its
customers

Furthering corporate
and financial Board leadership and

resilience governance

Financial
monitoring Financial distress
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Backo top Board leadership and governance

As companies take more ownership and accountability, we need
to make sure that companies are operating to high standards of
board leadership and governance. Effective leadership and
governance of the water and sewerage sectors, where boards
operate to high standards, take full accountability and report
transparently, helps build trust and confidence in how water
companies operate and meet their obligations and commitments.

We published our Board leadership, transparency and
©a_glitch  governance principles for regulated companies in January 2014,
We have now reviewed each with the expectation that companies would put in place their own
regulated company’s 2014-15 governance codes which would allow them to meet our principles

reporting in order to understand Rl LUFAQ =R

how it is meeting our principles o o _ _
in practice. The principles set out minimum expectations covering:

« transparent reporting, including of the group structure; board
and board committee composition, including the
independence of the chair; and

o : : * how a company acts in relation to its parent and wider
This interactive PDF contains

bookmarks to allow you to group.

” : ! Companies’
navigate between sections

performance
2014-15: Board
leadership,
A sector SR ) Boardieadershiprand Financial transparency
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https://www.ofwat.gov.uk/regulating/compliance/board
http://www.ofwat.gov.uk/regulating/casework/reporting/rpt_los2014-15board

i Financial monitoring framework

We consulted on a proposed financial monitoring framework in July
2015, having said that we would do this in our methodology for PR14.
Alongside the company monitoring framework and annual
performance reports, this represents a key component in building trust
and confidence in the sector.

We are introducing this to:

* enhance visibility and transparency of financial and capital
structures in the sector;

‘ « enable Ofwat to monitor the financial resilience of the businesses

This will enable other that we regulate;

stakeholders, including » identify financial, structurgl or systematic risks which may impact

investors. to scrutinise and on service delivery over time and prove harmful to customers; and
’ : * help us in determining when we need to use the regulatory tools

c?halle.nge.companlles ol available to us to intervene to protect customers’ interests.

financial risk and risk

management.

! Monitoring
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Back o top Financial monitoring framework

We are also giving further consideration to expecting companies to
stress test their business plans and provide us with information on the
outcomes — we consulted on this in July 2015. This could help us to
assess industry financial resilience and any risks to customers posed
by financial structures — and identify when it might be appropriate to
intervene to protect customers.

At the moment, our financial monitoring framework only applies to
regulated companies. We will also consider whether we need to look
beyond the regulatory ring-fence to examine the financial
arrangements for holding companies.

We published Board leadership, transparency and governance
principles for holding companies in April 2014 to complement our
principles for regulatory companies. Although this goes beyond the
regulatory ring-fence, we have limited the principles to those areas
where we consider the activities of the holding company could have
the greatest direct impact on the regulated company.

A sector : Financial
i Furthermg corporate Board leadership and monitoring . -
e RIS governance framework FATENEE CRIEES

customers resilience


http://www.ofwat.gov.uk/regulating/pap_con20150707finmonframewk.pdf
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Back to top Financial distress

Based on the information we collect through the financial monitoring
framework, other information we receive or conversations with
companies or other stakeholders we may identify a company which
may be experiencing some form of financial distress. If this is the case
we may need to step in to ensure that customers continue to receive
water and wastewater services at a level they expect.

Although we are improving the information we collect to inform our
view of risk, it is the responsibility of companies and their investors to
identify, understand and manage risk.

We have recently completed a review of our processes and
procedures for dealing with a company in financial distress, and will
continue to keep them under review so that they remain up to date
and fit for purpose.

We have now published the outcomes of this review and the steps we
will be taking to address the lessons coming out of it.

This interactive PDF contains
bookmarks to allow you to
navigate between sections
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