[bookmark: _GoBack]PR19 Business Plan Presentation Pro-forma – August 2018 update
Briefing for Ofwat Non-Executive Directors and senior leadership
As indicated in our final methodology for the 2019 price review (PR19) published in December, this pro-forma draws together high level information and key metrics from the business plan and explains the drivers behind the business plan, the key benefits for customers and the impact on customer bills. 
The pro-forma has been developed to support discussion at the PR19 business plan presentations taking place during September-October 2018, and to ensure a consistent approach across companies to briefing Ofwat board members for these. The pro-forma will be provided to Ofwat Board members and senior leadership ahead of these presentations. These presentations will not form part of our initial assessment of business plans process, nor are a substitute in any way for business plans.
The presentations are scheduled for an hour, with a presentation of 15 minutes followed by up to 45 minutes for questions and discussion. These presentations provide an opportunity for companies to set out their business plans to Ofwat, including Ofwat Board members. We do not expect companies to use this pro-forma as the basis for the presentation itself. 
For PR19, we expect companies to deliver an ambitious business plan that delivers on our four key themes of innovation, great customer service, affordability and increased resilience. We are expecting companies to challenge themselves in these areas, and this pro-forma and the business plan presentations provide an opportunity for companies to demonstrate how they are meeting this challenge. 
Guidance on completing the pro-forma
To support companies in completing this pro-forma, we have published guidance tables which include references to the relevant PR19 business plan tables to draw the information requested from. Where the information requested is not held in PR19 business plan tables, we have indicated where this should be drawn from by companies (for example, the PR14 final determination). The PR19 bill movement model has also been published in order to complete the bill movement waterfall chart (table 2.1). 
Submission of pro-forma to Ofwat 
We expect companies to submit the completed pro-forma, guidance tables and PR19 bill movement model to Ofwat along with PR19 Business Plans by 5pm Monday 3 September 2018. 
Publication of the completed pro-forma
As outlined in our final methodology, to improve transparency we want companies to make their business plans available to us, companies, customers, stakeholders and other regulators. We therefore expect them to publish the whole of their business plans at the same time as they submit their plans to us in September 2018. We ask that companies publish their completed pro-forma, guidance tables and PR19 bill movement model alongside their business plans as well as submitting these to us on 3 September 2018. 
If a company considers some information should not be published – because it is commercially sensitive information, for example – then the company will need to provide its stakeholders and us with strong, robust reasons that are specific to the information concerned.
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[bookmark: _Toc513536979][bookmark: _Toc510692479]1. Background 
[bookmark: _Toc510692477][bookmark: _Toc513536980]1.1 Company pen pic	
Brisol Water is a water only company serving a population of around 1.2 million located in areas of Somerset, Gloucestershire and Wiltshire around the city of Bristol, from Tetbury in the north to Street in the South, Weston-Super-Mare in the west to Frome in the East. 
Bristol Water plc is 80% owned by a UK-based shareholder in iCON Infrastructure who are well versed in owning and operating water companies and other regulated infrastructure in the UK and globally, and are backed by long-term investors. The remaining 20% is owned by ITOCHU Corporation, a global, diversified trading company founded in 1858 and based in Japan, where it is listed on the Tokyo stock exchange.
[bookmark: _Toc510692478][bookmark: _Toc513536981]1.2 List of attendees
Keith Ludeman – Non-Executive Chairman
Paul Malan – Non-Executive Director
Mel Karam – Chief Executive Officer
Iain McGuffog – Director of Strategy & Regulation
Peaches Golding OBE – Chair, Bristol Water Challenge Panel
[bookmark: _Toc513536982]2. Key business plan metrics
PR19 key themes
Our mission is “To be a company that our communities trust and are proud of. In doing so, we will deliver excellent experiences and create social and economic value”. 
Great customer services
We have an outcome dedicated to delivering “Excellent Customer Experiences”; going beyond great customer service with a promise to provide the best customer satisfaction amongst water companies, and aspire to be the best amongst utilities. We have also promised to treble the number of customers who receive extra care through our Priority Services Register. There is an additional promise of delivering community satisfaction, with our “Bristol Water For All” initiative.
Affordable bills for all
Our plan reduces bills by 6% (before inflation) by the end of 2024/25. In 2017/18 we achieved zero customers in water poverty through our social tariffs. Through bill reduction and expansion of social tariffs we aim to maintain this position in future. 
Innovation and new ways of working 
We know we need to transform our capabilities to deliver this ambitious and challenging plan. This is why we have embarked on a wide ranging Transformation Programme which involves improving our operational performance, our asset management capability, use of technology, and the way we collaborate with our supply chain and other partners. . 
Long-term resilience in the round
Recent events such as the freeze thaw event have shown that we currently have a high level of resilience, and that we are agile enough to adapt as circumstances change. Our plans for the future delivers continued operational, service, corporate and financial resilience through our outcomes. Our plan suggests specific measures to support resilience including a 15% reduction in leakage and a ten year programme so all communities over 10,000 people can be supplied through more than one route.
[bookmark: _Toc510692480]Table 2.1: Waterfall chart 

	Drivers of changes to bills 2019-20 to 2024-25
	£ per customer

	2019-20 Bill
	174

	Changes between 2019/20 and 2024/25
	

	Change in RCV 
	1

	Change in RCV run-off
	-4

	Change in WACC
	-4

	Change in customer numbers
	-11

	Change in totex
	-3

	Change in PAYG rate
	27

	Change in other wholesale items
	2

	Change in retail CTS
	-6

	Change in reconciliation items
	-4

	
	

	2024-25 Bill
	172








[image: ]
Explanation of movement in customers’ bills 
The waterfall shows the standard bill movement from the CMA determination, noting that average bills in 2017/18 CPIH prices will be £183 in 2019/20, and from a customer perspective our plan starts from this point for a 6% reduction to £172 in 2025. We show bill movements from the customer perspective within section 12 of our main plan document.
The key movements, alongside an increase in customer numbers, are:
· The reduction in the WACC (including adjusting RCV run off rates for CPIH) reduces bills by £7. The small company cost of debt adjustment at c£2.50 is similar to the PR14 value. 
· Wholesale totex reduces by £17m (4%)  including c9% efficiencies, with a maintenance focus seeing the PAYG rate increasing from 55% to c73% as a result. RCV reduces by 0.1% p.a, after an initial reduction of £14m from reconciliation adjustments.
· Retail costs increase by c0.4% p.a, which together with lower wholesale revenues and increasing customer numbers drives a reduction in cost to serve. 
· ODI revenue penalties, principally from calculating leakage without the benefit of technical adjustments, of £9.5m from 2015-20 reduce bills over 2015-20. Together with other reconciliation adjustments this reduces bills by £4.
Customer Expectations
[bookmark: _Toc510692481]We listened to our customers and engaged with them extensively to understand their priorities and needs from their local water company. Customers expect us to build on their existing trust in us.
Our customers have consistently told us that their priority is for us to provide a safe and reliable supply of water at an affordable cost. The majority of our customers also told us that they expect us to play a role beyond this basic service. They expect us to be using existing resources efficiently, looking after the environment and making wider positive contributions to their local communities, and to give them great experiences whenever we interact with them. We gained specific support for a set of incentivised stakeholder initiatives, such as the Resource West partnership to tackle resource efficiency across sectors, building on initiatives such as Refill Bristol.
We have set ourselves stretching targets to deliver the service improvements our customers’ value, at the same time as reducing bills. By 2025 we will reduce leakage from our network by a further 15%, reduce interruptions to supply by 85% (forecast industry top quartile) and improve resilience of water supplies for over 45% of our communities. By 2025, our bills will remain £9 below 2015 levels with inflation. Our plan will ensure we continue to eliminate water poverty and will support all customers who may be at risk of it. The final plan achieves 93% customer acceptability. When presented with an alternative of slower progress in return for a £4 lower bill, 82% preferred our plan.
Following our extensive draft business plan consultation we targeted further efficiencies, lowering bills by £16 to reflect customer views. Customers supported our company specific cost of capital, supported by our sharing mechanism. They also supported capping annual ODI incentives to manage bill volatility.


Table 2.2: Key business plan metrics
	Metric
	PR14 (2019-20)
31 March 2020 estimate 
	PR19 (2024-25)
31 March 2025 estimate
	2019-20 to 2024-25 
% change
(leakage and PCC)

	Number of residential water only customers (000s)
	502.0
	530.1
	



	Number of residential wastewater only customers (000s)
	N/A
	N/A
	

	Number of residential water and wastewater customers (000s)
	N/A
	N/A
	

	Total leakage (Ml per day)
Based on PR19 definition, annual average
	43.0
	36.5
	-15.1%

	Leakage (cubic metres per km of main per day)
Based on PR19 definition, annual average
	6.3
	5.2
	-17.5%

	Leakage (litres per property per day)
Based on PR19 definition, annual average
	81.3
	65.5
	-19.4%

	Per Capita Consumption (PCC)
Based on PR19 definition, annual average
	142
	135
	-4.9%

	ODI RoRE range
	-2.0% to +0.6%
	-2.3% to + 1.1%
	




	Appointee WACC (real RPI)
	3.78%
	2.66%
	

	Appointee WACC (real CPIH)
	4.59%
	3.67%
	

	Credit rating – actual financial structure
	Moody’s Baa1
	Moody’s Baa2
	

	Metric
	PR14 (2015-2020 Average)
	PR19 (2020-25 Average)
	

	Adjusted interest cover notional
	1.54
	2.22
	


	FFO net debt notional
	11%
	13%
	

	Metric
	2017-18 Actual
	PR19 (2020-25 Average)
	

	Actual gearing
	64.0%
	67.4%
	



	Adjusted interest cover actual
	1.86
	2.08
	

	FFO net debt actual
	12.0%
	11.1%
	


[bookmark: _Toc510692482]
Commitment to financial resilience 
Our financial resilience starts with the long-term support of our shareholders. During 2015-20 they have retained equity in Bristol Water as it transforms, reducing geaing from 71.5% in 2015 to 64% in 2018. The hard choices for financial resilience in the plan include one notified item for an uncertain cost we face from the Canal & River Trust, where we propose a 75% allocation of cost risk and opportunity to customers, as a fair allocation of risk.
In line with customer preferences for avoiding bill volatility, we propose capping the annual value of ODIs at £2.5m, with any excess rolling forward to the following year. Our plan indicates our actual credit rating with Moody’s below current levels, reflecting 2015-20 performance incentives and the lower cost of capital. Our financial resilience relies on the efficient company specific adjustment to the cost of capital, as well as the specific measures we propose. 


Table 2.3: RCV
	Control

	1 April 2020  (£m)
Opening RCV
2017-18 FYA (CPIH deflated)
	30 March 2025 (£m)
Closing RCV
2017-18 FYA (CPIH deflated)
	% growth

	Water resources RCV
	116.6
	120.6
	3%

	Water network Plus RCV 
	410.9
	401.4
	-2%

	Wastewater network Plus RCV
	n/a
	n/a
	n/a

	Bioresources RCV
	n/a
	n/a
	n/a


[bookmark: _Toc510692483]Table 2.4: Dividends
	Metric £m 
Outturn (nominal prices)
	2015-16
	2016-17
	2017-18
	

	Dividends (based on PR14 actual company structure)*
	0
	-6.0
	-4.0
	

	Outturn (nominal prices)
	2020-21
	2021-22
	2022-23
	2023-24
	2024-25

	Dividends (based on PR19 actual company structure)
	-6.0
	-6.2
	-6.4
	-6.6
	-6.9


[bookmark: Annex3CompanyPenPic]* Excludes intercompany interest dividends to be consistent with PR19
Dividend Policy
[bookmark: _Toc510692484][bookmark: _Toc513536983]We will not pay out dividends that impair the ability to finance Bristol Water’s appointed activities, including the impact on key financial ratios consistent with the need to maintain investment grade credit rating statement. 

We will pay a level of ordinary dividends that reflect efficiency, management of economic risk and delivery of performance commitments to customers. A base dividend level of 3.2% with 1.3% p.a. real growth is assumed which will be adjusted to reflect the actual level of gearing and performance. Adjustments will also be made for outcome and expenditure performance. Dividends for inter-company loans and preference shares are considered separately. As dividends in individual years may vary to reflect funding requirements, as an additional protection for customers, we propose a sharing mechanism where gearing increases above 70%.

Executive remuneration will not incentivise the payment of dividends to shareholders.
[bookmark: _Toc510692485]3. Appendices
[bookmark: _Toc513536984]Appendix 1: Company presentation attendee biographies 
Keith Ludeman – Non-Executive Chairman
Keith Ludeman was appointed to the Board in July 2012. He is the Non-Executive Chairman of the London Transport Museum, Chairman of HS1 Ltd and a Non-Executive Director of Eversholt Rail Group. He is also an advisor to Lloyds Development Capital. Formerly he was Chief Executive of Go-Ahead Group plc and has forty years’ experience in the transport industry.
Paul Malan – Non-Executive
Paul Malan is the Senior Partner of iCON Infrastructure LLP, an independent infrastructure investment firm which he founded in 2011. Mr Malan has over 20 years of experience in infrastructure advisory and investment at iCON Infrastructure LLP, Deutsche Bank and Macquarie Bank. He was appointed to the Board in July 2016.
Mel Karam – Chief Executive Officer
Mel Karam joined Bristol Water in April 2017. Prior to joining the Company, he was Partner and Global Head of Asset Management at KPMG International leading their work across 25 countries. Mr Karam has over 30 years of experience in operations, asset management and capital delivery in the power and utility sector with British Gas, National Grid, Scottish & Southern Energy, Thames Water and Southern Water. He is also a Non-Executive Director of MOSL and Bristol Wessex Billing Services Limited.
Iain McGuffog – Director of Strategy & Regulation
Iain McGuffog joined the Executive team at Bristol Water in October 2017. Iain joined Bristol Water from Ofwat, where he was Director, Strategy and Planning. Previous to this, Iain held a number of regulation and finance roles for over 13 years at South West Water, including as Chief Economist. Iain has also worked in the chemical, consumer electronics and rail sectors.
Peaches Golding OBE – Chair, Bristol Water Challenge Panel
Peaches is a trusted and respected business and community leader with an array of experience in representing customer groups not least from her time on Ofcom’s Viewer Panel for ITV West. She is Lord Lieutenant for the County & City of Bristol. She is widely regarded for her work representing diverse and disadvantaged communities. She has chaired the Bristol Water Challenge Panel, the independent Customer Challenge Group, since its formation in 2015.

Bristol Water		9 December 2013
Business plan briefing 
Bristol Water
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[bookmark: _Toc510692488][bookmark: _Toc513536986]Appendix 3: CCG report executive summary	




















[Company Name]		[Insert Date]
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Table 4.1: PR14 Performance Commitments
Please indicate in the table below which PR14 performance commitments have been met and which have not been met over the PR14 period. This table is not for Service Incentive Mechanism (SIM) data, for which table 4.2 has been provided. For financial ODIs please also indicate total forecast outperformance payment or underperformance penalty for the PR14 period.
	No.

	
ID
(eg W-A1)
	Performance commitment
	2015-16

PCL met?[footnoteRef:2] [2:  PCL met? - if the performance commitment level (PCL) for the reporting year was met, or is forecast to be met, enter ‘Yes’. If the PCL for the reporting year was not met, or is forecast not to be met, enter ‘No’. If a PCL has not been set for the reporting year enter "-" (hyphen).] 

	2016-17

PCL met?
	2017-18

PCL met?
	
2018-19

PCL met?
(forecast)
	
2019-20

PCL met?
(forecast)
	Cumulative ODI
(outperformance payments or underperformance penalties)
£m to 4 decimal places
2012-13 prices, net of tax

	
	
	
	
	
	
	
	
	15/16-17/18 Actual
	18/19-19/20
Forecast

	1
	A1
	A1: Unplanned customer minutes lost
	No
	Yes
	No
	Yes
	Yes
	-1.4778
	0.0000

	
	A2
	A2: Asset reliability - infrastructure
	Yes
	Yes
	No
	No
	Yes
	0.0000
	-0.6850

	
	A3
	A3: Asset reliability - non-infrastructure
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	B1
	B1: Population in centres >25,000 at risk from asset failure
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	C1
	C1: Security of supply index (SOSI)
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	C2
	C2: Hosepipe ban frequency
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	D1
	D1: Mean zonal compliance (MZC)
	No
	Yes
	No
	No
	No
	-0.5680
	0.0000

	
	E1
	E1: Negative water quality contacts
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	F1
	F1: Leakage
	Yes
	Yes
	No
	No
	No
	-1.0824
	-4.5100

	
	G1
	G1: Meter penetration
	No
	No
	No
	No
	Yes
	-0.4218
	-0.1520

	
	H1
	H1: Total carbon emissions
	No
	No
	No
	No
	No
	0.0000
	0.0000

	
	H2
	H2: Raw water quality of sources
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	H3
	H3: Biodiversity index
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	H4
	H4: Waste disposal compliance
	No
	No
	No
	No
	No
	0.0000
	0.0000

	
	G2
	G2: Per capita consumption (PCC), measured as litres per head per day (l/h/d)
	Yes
	Yes
	No
	Yes
	Yes
	0.0000
	0.0000

	
	I1
	I1: Percentage of customers in water poverty
	Yes
	Yes
	Yes
	Yes
	Yes
	0.0000
	0.0000

	
	J1
	J1: Service incentive mechanism (SIM)
	Yes
	Yes
	No
	Yes
	Yes
	0.0000
	0.0000

	
	J2
	J2: General satisfaction from surveys
	No
	No
	No
	Yes
	Yes
	0.0000
	0.0000

	
	J3
	J3: Value for money
	Yes
	Yes
	No
	Yes
	Yes
	0.0000
	0.0000

	
	K1
	K1: Ease of contact from surveys
	No
	No
	No
	Yes
	Yes
	0.0000
	0.0000

	
	L1
	L1: Negative billing contacts
	Yes
	No
	Yes
	Yes
	Yes
	0.0000
	0.0000

	Total cumulative financial ODI
	-3.5500
	-5.3470


[bookmark: _Toc510692490][bookmark: _Toc513536988]Table 4.2: PR14 Service Incentive Mechanism (SIM) Performance 
	SIM Performance
	2015-16
	2016-17
	
2017-18


	
	
	
	

	Total annual SIM score (out of 100)
	85
	86
	83



	

	



Appendix 5: PR19 proposed performance commitments	
[bookmark: _Toc510692491]Table 5.1: Common Performance Commitments
	No.
	Common performance commitment[footnoteRef:3] [3:  This table includes all PR19 common performance commitments with the exception of C-Mex and D-Mex, as the design of these is different. ] 

	
ID (eg W-A1)
	2019-20
forecast performance level
(where relevant)
	2024-25
proposed performance commitment level
	ODI type
	In period /
end of period ODI
	2019-20 to 2024-25
% change
(leakage and PCC PCs)

	1
	Water quality compliance – the DWI’s Compliance Risk Index (CRI), a score greater than or equal to zero, where zero is least risk
	PC01
	1.27
	0
	Under
	In-period
	

	2
	Water supply interruptions – average supply interruption greater than 3 hours (minutes per property)
	PC02
	12.2
	1.8
	Out & Under
	In-period
	

	3
	Mains bursts – number of water mains bursts per 1,000 kilometres of total length of mains
	PC03
	142
	133
	Under
	In-period
	

	4
	Unplanned outage – proportion of unplanned outage of the total company production capacity (%)
	PC04
	1.74
	1.74
	Under
	In-period
	

	5
	Leakage – megalitres per day (Ml/d), three-year average
	PC18
	43
	36.5
	Out & Under
	In-period
	-15%

	6
	Per capita consumption – average amount of water used by each person that lives in a household property (litres per person per day), three-year average 
	PC19
	142
	135
	Out & Under
	In-period
	-5%

	7
	Risk of severe restrictions in a drought – percentage of the population the company serves that would experience severe supply restrictions (e.g. standpipes or rota cuts) in a 1-in-200 year drought
	PC05
	0
	0
	Non-financial
	n/a
	

	8
	Treatment works compliance – % compliance with environmental permits at water and wastewater treatment works (EA’s Environmental Performance Assessment definition)
	n/a
	n/a
	n/a
	n/a
	n/a
	

	9
	Internal sewer flooding – number of incidents per year (sewerage companies only)
	n/a
	n/a
	n/a
	n/a
	n/a
	

	10
	Sewer collapses – number per 1,000 kilometres of sewer (sewerage companies only)
	n/a
	n/a
	n/a
	n/a
	n/a
	

	11
	Pollution incidents – category 1-3 pollution incidents per 1,000km of sewerage network, as reported to the Environment Agency and Natural Resources Wales (sewerage companies only)
	n/a
	n/a
	n/a
	n/a
	n/a
	

	12
	Risk of sewer flooding in a storm – percentage of population at risk of sewer flooding in a 1-in-50 year storm (sewerage companies only)
	n/a
	n/a
	n/a
	n/a
	n/a
	



[bookmark: _Toc510692493][bookmark: _Toc513536989]Appendix 6: Expenditure
[bookmark: _Toc510692494]Table 6.1: Totex
	Total expenditure

	Price Base
	PR14 final determination 2015-2020
	Proposed for PR19 
2020-2025

	Water network plus (£m)
	2017-18 FYA (CPIH deflated)
	474.398
	375.913

	Water resources (£m)
	2017-18 FYA (CPIH deflated)
	
	81.284

	Wastewater network plus (£m)
	2017-18 FYA (CPIH deflated)
	n/a
	n/a

	Bio resources (£m)
	2017-18 FYA (CPIH deflated)
	
	n/a

	Residential retail costs
	Outturn (nominal prices)
	52.686
	47.344


Table 6.2: Direct Procurement for Customers (DPC) proposals
	No. 
	Project name 
	Total project cost (£m)
2019-20 to 2049-50 
2017-18 FYA (CPIH deflated)

	
	None
	

	
	
	







[bookmark: _Toc510692496][bookmark: _Toc513536990]Appendix 7: Trust, confidence and assurance
Please explain how the company’s full Board has demonstrated that its governance and assurance processes will deliver operational, financial and corporate resilience over the next control period and the long term.
Please explain how the company’s full Board has assured themselves that the business plan will enable trust and confidence, including how the company’s Board has taken account of the decisions Ofwat set out in its decisions for PR19 business plans to put the sector in balance. 
The capability and effectiveness of our Board is the starting point to ensuring that customers, regulators, government, stakeholders and investors can have confidence in our plan and the long-term commitments it contains. 
The past performance of the business and the outcome of PR14 were followed by a change of ownership. The new shareholders understood that changes were needed and supported changes in the company’s strategy, business model, leadership team and operations. We have been building trust as we transform, recognised in being the most trusted utility in the UKCSI survey.
Our response to the challenges we face is based on strengthening the Board, improving our data and information, and increasing the effectiveness of scrutiny and challenge from senior, experienced people inside and outside the business. 
Our transformation will continue and will have an increasing effect on our delivery to customers during AMP7. Since 2015, we have achieved a substantial transformation in business approach and efficiency. This has given us the scope to deliver resilience through an ambitious plan.
In 2016, following external review of the lessons to be learned from PR14 and recommendations for best practice for the conduct of PR19, the Board established the PR19 sub-committee. The Committee is chaired by the Senior Independent Director, with extensive experience of infrastructure regulation. Throughout the creation of the Plan, the Board has received regular reports from the company’s individual and strategic PR19 assurance partners, so it could interrogate and understand the scope of work, data sources and integrity, and the implications of their findings and recommendations. This has shaped an extensive and specific plan assurance statement 
The full Board made all the key plan decisions, informed by the Bristol Water Challenge Panel, who will continue to help ensure that customers can have trust and confidence in our delivery.
This plan makes firm commitments, but we also provide Ofwat with confidence that part of our resilience is the adaptability that small local companies can deliver. Due to the ambition of the plan, the commitments go beyond the minimum required from the Ofwat “sector balance” expectations, and are necessary as the plan will be challenging to deliver.  This adaptability will allow us, in meeting these commitments, to continue to change our approach as new information about our sector, customer and societal needs emerges. Our PR19 approach, and the Board decisions, has reflected these issues throughout.
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Executive summary 

Overview 

In developing our plan we wanted to start and finish with our customers’ priorities in mind, putting our customers at the heart of our plans for the future of their local water company. As we present the plan now, we are confident that we have achieved what we set out to do.



We engaged with our customers and stakeholders extensively to understand their priorities. We developed our plans to meet their needs across the short, medium and long-term. We continuously tested the acceptability of our plan outcomes with them. They consistently told us that their priority is for a safe and reliable water supply at an affordable price. The majority of them also expect us to play a role in society, beyond this essential service; to be using resources efficiently, looking after the environment and making wider positive contributions to their local communities.



We have a mandate from our customers to set ourselves ambitious targets, delivering the service improvements they value, at the same time as reducing their bills. By 2025 we will reduce leakage from our network by a further 15%, reduce interruptions to supply by 85%[footnoteRef:1] and improve resilience of water supplies for over 45% of our communities, at the same time as reducing average bills by 4.5%. Bills will remain below the levels seen in 2015, even after inflation. Our plan will also eliminate water poverty and will support all customers who may be at risk of it. This combination of service improvements and bill reduction has the support of 93% of our customers and stakeholders. In order to balance the right level of ambition for our customers at lower bills, we have had to make hard choices and trade-offs in our plan. [1:  Our forecast of the industry upper quartile in 2025] 




Delivering the plan will be challenging. Our past performance tells us that our capabilities need to improve quickly to provide confidence to all of our stakeholders on delivery in the short and long- term. We are therefore building on the significant improvements we have made to efficiency since 2015, through a wide ranging Transformation Programme. This involves improving our operational performance, our asset management capability, use of technology, and the way we collaborate with our supply chain and other partners. We are confident that this transformation will deliver our promises to our customers.

 

Trust beyond water

Bristol Water has been providing clean and reliable water for the wellbeing of society in the City of Bristol and surrounding communities for 172 years. Our entrepreneurial founders had a ground-breaking and ambitious aim; it was, as it is now, to bring fresh, clean drinking water for the benefit and wellbeing of all communities and not just for the wealthy few. Today, we continue to make an important contribution to our vibrant local communities. 

Our vision for the future is: ‘Trust beyond water – providing excellent customer experiences.”

Our contribution goes beyond providing an essential service; as a small local water company, we act as a privately owned, socially responsible local enterprise. Our customers trust us because we are an active and visible part of our local communities. This trust is clearly demonstrated by our position as the top performing water company for customer satisfaction, as well as the most trusted utility company, as measured by the widely respected UK Customer Satisfaction Index (UKCSI).  

Our Mission is: ‘To be a company which our communities trust and are proud of. In doing so, we will deliver excellent experiences and create social and economic value.’ 



A plan driven by, and acceptable to, our customers

We have undertaken our largest ever programme of customer engagement and set a new standard with over 37,000 customers giving us their views through 50 separate studies and research events[footnoteRef:2]. This has enabled them to participate in the decisions we have made about the future of their water services and has directly informed our plan. We have consulted on our Water Resources Management Plan, our long-term ambitions, and our plan at both draft and final stages. The final plan presented here has the support of 93% of our customers. The Bristol Water Challenge Panel (our CCG) was instrumental in ensuring the quality of our engagement, providing additional challenge and oversight.  [2:  The video accompanying our plan illustrates the quality of discussion and participation] 




What our customers have told us

They need a bill that they can afford – Our customers want us to reduce their bills and make them affordable, at the same time as improving our services. They support a plan that reduces bills by 4.5% and provides support to all eligible customers so that no customers remain in water poverty.



They value improvements in the quality and reliability of their water – Our customers want us to reduce the number of times they have to contact us about the taste and appearance of water at their tap. They want our network to be more resilient to failures. When things go wrong, they want rapid and personal response from us to reduce the duration and frequency of interruptions to their supplies. 



They want their water company to make a positive contribution locally – Our customers want us to go beyond clean and reliable water supplies, and make a positive impact on their environment and their lives. They want us to increase access to our leisure facilities, and lead projects which are beneficial to local communities. We go beyond the minimum quality expectations of our regulators.

We should save water before developing new supplies – Our customers want us to tackle leakage, and help reduce water wastage. They have chosen a plan which meets the long-term population increase demand for water, primarily through demand management; a 15% reduction in leakage, and a 5% reduction in water use per population. They support further reductions in the long-term, as long as their bills are reduced. 



They expect the best possible experience when they interact with us – Our customers have chosen a plan which gives all of them, whatever their circumstances, the best experience provided by any utility company when they contact us. They also want inclusive services that meet their individual needs.



An ambitious plan for delivering our customers’ priorities

We are ambitious to deliver industry upper quartile, or better, levels of service where mandated by customers. In some cases, for example leakage and customer satisfaction, we aim to push the frontier of the industry forward.

  

There is a clear line of sight between our customers’ priorities and the outcomes of our plan, as described below together with actions for delivering them.




Outcome 1: Excellent Customer Experiences

Building on our successful partnership with Wessex Water through our joint venture “Pelican”, we will maintain high service standards and a low retail cost to serve. We will bring back in-house the control of operations which connect with our customers, we will improve responsiveness and reduce costs in our wholesale business. Our plan also responds to the needs of our business customers and their retailers, as well as developers, by making the improvements they have told us they would like to see. These changes are underpinned by system improvements which provide a ‘single view’ of our customers.



We plan to expand the reach of existing care for vulnerable customers by trebling the number of customers on our Priority Services Register. We will offer social tariffs to all those eligible (potentially an additional 12,000 customers) to eliminate water poverty.



Outcome 2: Local Community and Environmental Resilience

We will reduce leakage by 15% through improving leakage detection and repair activities, and use new technologies for leak detection. Reductions in demand will be achieved by increasing the number of metered properties from 66% to 75% of our customers.



We will also build further operational resilience by looking to the market and our community partners to help our customers reduce water wastage in their own properties. We will drive water efficiency and behaviour change by working with other local energy and service providers in the “Resource West” partnership initiative. This regional collaboration will provide our customers with integrated information on how to reduce water, energy and household costs.



These reductions in demand will more than offset the projections for population growth, with no new water resources required until at least 2045. 



Our contribution to society goes beyond providing an essential service. Through our partnerships, we will provide our communities with free public access to drinking water, improved access to our recreational facilities and closer links with local schools and universities. If we don’t deliver to the satisfaction of our customers and their communities, our innovative “Bristol Water for All” approach will hold us to account.



Outcome 3: Safe and Reliable Supply of Water

Our plan reduces customer contacts about their tap water by 50% and aims to improve on our drinking water Compliance Risk Index which is already one of the lowest in the industry.



We completed one of our largest investment projects in 2017-18 which has made our network resilient to system failures for communities with a population of over 25,000. We will increase the scope and reach of this resilience further to protect communities of over 10,000 population. 



Our plan uses an optimised combination of operational strategies and capital investment to improve the resilience of our supply network by preventative, as well as response and recovery measures. This means we will reduce interruptions to water supplies by 85%.



Outcome 4: Corporate and Financial Resilience

Our corporate and financial resilience underpins the delivery of our other three customer-facing outcomes; together with operational and service resilience, they deliver ‘resilience in the round’. Since the last price review, and the ‘Prescribed” status of the company under Ofwat’s monitoring framework, we have substantially improved our corporate resilience, now founded on strong governance and assurance, as demonstrated by the comments of our Assurance Partners on the strength of our Assurance Plan. 



The customer excellence culture of our employees is vital through their connection with the communities we serve. We care greatly about the wellbeing of our employees, including a zero tolerance for health and safety accidents and injuries at work. Since 2015, our organisation and operations have been overhauled and strengthened by carefully selecting and recruiting more than 25% of our employees in the last three years, in readiness for future changes.

Our financial resilience is founded on transparency and long-term viability. We have carried out extensive risk assessment, scenario planning and stress testing of our financial plan. We demonstrate that we are financially resilient for the long-term to a relevant range of risks. This resilience is founded in our financial prudence, with gearing close to Ofwat’s assumed level.



Our outcome delivery incentives 

In the case of over or underperformance against our outcomes, the resulting annual incentive or penalty payments will be between -£4.9m for underperformance and +£2.3m for outperformance. The central estimate of the impact of these payments on our Return on Retained Earnings (RORE) is likely to be in the range of -2.3% to +1.1%. Together with ‘C-MeX’ and ‘D-MeX’, the full possible range for outcome incentives is -£10.8m to +£6.7m each year (all figures 2017-18 CPIH prices).

For financial resilience, and to reflect customer views on incentives and bill volatility, we propose capping the annual reward or penalty at £2.5m (£4 average household bill) in any one year, with the remainder rolling forward to the follow year.



Maintaining bill reductions from 2015 and keeping bills low in the long term

Over the past three years, we have improved our comparative efficiency, in our view to the upper quartile level within the industry for both our wholesale and retail services. 



Through our continued transformation we have challenged our current and likely future costs, and have identified £52m of new cost efficiencies by 2025 (around 9%), with c80% delivered from 2020. In combination with other changes to the starting bill level, such as a lower cost of capital, we will be able to deliver service improvements while still reducing average household bills by 4.5% in 2020 and 6% by 2025. 



After forecast inflation, bills in 2025 will remain £9 below the level that they were in March 2015. The long-term picture for our bills suggests a small increase in 2025, reflecting the end of adjustments for 2015-20 performance which reduce bills to 2025. Bills thereafter reduce to 2030, as seen in the figure opposite. 



We have a significant cost uncertainty relating to the Canal & River Trust (CRT), supplying half of our raw water via the Gloucester & Sharpness Canal. The Trust is proposing a substantial price increase of up to £8m per annum, which in our view is not justified and is not in the long-term interests of our customers or the environment. We have not included any reduction or increases in our plan and intend to resolve the matter through arbitration. 



We propose a notified item that shares 75% of any reductions or increases with customers through adjustment to bills. This is the most appropriate mechanism, allowing Ofwat to fully assess our efforts to reach the best outcome for our customers, while protecting long-term financial and service viability.

 [image: ]

Figure 1: Average household bills in 2017-18 prices excluding inflation

Cost of delivering our plan 

The total cost of delivering this plan in the period 2020-25 is £503m, 4% below our expenditure over 2015-20. In order to deliver better outcomes at lower cost, we have taken a “Total Expenditure” (Totex) approach to planning our activities, resulting in a shift from capital intensive solutions to operational interventions. Capital expenditure is therefore 15% lower (c£32m) and operating expenditure 4% higher (c£10m) than during 2015-2020 (in 2017-18 CPIH prices). 



Our Transformation Programme and other day-to-day initiatives are planned to deliver efficiencies in our wholesale business so that Capital Expenditure (Capex) efficiency will exceed input price increases (such as labour and material costs). We have included an initial efficiency gain of 8%, and an ongoing 0.9% per annum. Operational Expenditure (Opex) includes an ongoing efficiency of 0.7% per annum, offset by input price increases of 1.8%, reflecting the cost of resources (labour, material, energy, etc.). It also reflects that there are no major one-off capital interventions in our plan where potential for one-off efficiencies are readily available.



We expect residential retail costs to increase by c0.5% per annum, with initial efficiencies of 5.4% targeted at bad debt, and c1.5% per annum ongoing improvements. 



A balanced and high quality plan, acceptable to our customers

Building on the extensive views of our customers, the Board has balanced the difficult trade-offs on risk and reward, service improvements and bill levels. The balanced trade-offs form the basis of any well-considered plan and protect the long-term interests of customers. 



The customer acceptability for our final plan, at a bill of £175, is 93%. With inflation added, the acceptability is 83%. All proposed service levels were supported. Acceptability ranged from 84% for the most service and price vulnerable customer segment, to 97% for the “mature and measured” segment.



82% of our customers preferred this plan compared to one with a £4 lower bill, lower reductions in supply interruptions and slower resilience and water efficiency improvements. 80% of customers also preferred a plan with annual adjustments to outcome incentive payments, rather than adjustments after 2020, while avoiding bill volatility.



Our customers support the additional cost of financing (associated with the efficient historical debt of Bristol Water) at up to £3, as a consequence of being supplied by a small local water company providing trusted local services to them. Only 6% would prefer another supplier for a lower bill.  Nevertheless, this support is dependent on both our efficient bill proposals and maintaining trust in our delivery. Our plan includes new commitments to hold us to account for this additional cost through “Bristol Water for All” - an additional sharing mechanism that puts transparency at the heart of delivering for customers. We will reinvest 50% of our additional cost of debt if we are not one of the top three water companies under UKCSI, or if community stakeholder satisfaction falls.



This package of proposals delivers affordable bills with significant and challenging service improvements. Our plan is realistic and ambitious, it balances key trade-offs between improving services, customer experience and maintaining financial viability while reducing costs. 



We are confident that our stretching targets are deliverable and in the long-term interests of our current and future customers. Our plan provides fair returns for shareholders while delivering for our customers and communities. In addition, we adopt Ofwat’s benefit sharing proposal should gearing increase beyond 70%, existing preference shares from this definition of gearing to maintain financial viability.  



These commitments reflect the wide range of customer views about how to use transparency to maintain trust. The commitments are designed to reflect our local community delivery model, innovating for the wellbeing of society by linking customers and stakeholder experiences for the benefit of all. Through “Bristol Water for All” we establish a social contract with our customers. We vow to deliver demonstrable community benefit with high levels of customer satisfaction, transparent engagement and financial consequences should we fail to meet expectations. 



Bristol Water Board confidence and assurance of our plan

The Board of the company has led the development of this plan and has applied rigorous assurance processes that it has satisfied itself have been followed throughout the plan development. Board decisions have been based on high quality data, developed and checked in line with robust governance and assurance processes which respond to our current ‘prescribed’ assurance status. Third party assurance has been used extensively to augment our own internal review and provide challenge. The plan embeds our corporate governance, and customer trust, as we continue with our transformation. We recognise that Ofwat will need to carefully consider the support and evidence for the balance of our proposals given the trade-offs the Board have considered. 



The Bristol Water Challenge Panel, chaired by Peaches Golding OBE, has continuously provided challenge on the quality of our customer engagement and the extent to which the results have driven the decisions that underpin our plan. The panel provides scrutiny of our performance, and the Board and shareholders have benefitted from its engagement. 



Summary from the Bristol Water Challenge Panel’s report on our plan

“In summary, the Challenge Panel considers the evidence that the Bristol Water Business Plan 2020-2025 is grounded in a sound, extensive customer engagement strategy and research; the views, priorities, preferences and valuations of customers are reflected throughout.  Performance commitments meet the regulatory and statutory requirements set out by Ofwat and other regulators and the incentives reflect what customers value and prefer.”

[image: ]	




5





66		

image1.png

s
PR14 Actual/Projection
w
= 7 T
s - s

20415 20536

Average Bill Levels (in 17/18 prices - excluding inflation)

OurPR19 Plan

Our PR19 Plan Long term projection

1 |
f Vo )

W6 201718 201819 20090 2N 2012 D NB2 A A2 22627 AW 22829 2090






image2.jpeg

Executive Summary







image3.jpeg

Securing trust








image3.emf
Bristol Water  Challenge Panel_Exec summary.docx


Microsoft_Word_Document2.docx
[bookmark: _Toc522185220][bookmark: _Toc523642394]Bristol Water Challenge Panel - Executive Summary

The role of the Bristol Water Challenge Panel is defined by Ofwat, the water regulator, and is three-fold in nature; firstly to provide an independent assurance to Ofwat of the quality of customer engagement undertaken by Bristol Water, secondly, to provide evidence of the extent to which the findings from its customer engagement is reflected in the company’s business plan for the period of 2020 to 2025 and lastly to scrutinise the performance of the company on the commitments and promises it made for its 2015 to 2020 Asset Management Plan (AMP). 



The Challenge Panel is independent from Ofwat and Bristol Water, yet works with each one to obtain the best outcomes for customers of the water company.  



As Bristol Water is in the prescribed category by Ofwat, the Challenge Panel was acutely aware that the company would be receiving greater scrutiny than most water companies regarding the quality of its customer strategy, its analysis and translation into its business plan.  As a Challenge Panel, our ambition is to assist Bristol Water to become the best performing company in the water sector, and possibly the utilities sector as a whole.  In order to do so, the Challenge Panel comprises a range of skilled independent contributors drawn from diverse backgrounds as well as a selection of stakeholders such as the environment regulators (Natural England and Environment Agency) and the Consumer Council for Water.



This report sets out the evidence of how the Challenge Panel has carried out its role.  In order to assist the Challenge Panel in carrying out its function, we have adhered to the duties and responsibilities set out by Ofwat in its “Customer engagement policy statement and expectations for PR19” published in May 2016, its publication “Delivering Water 2020: Our final methodology for the 2019 price review” from December 2017 and the Ofwat “Aide Memoire for Customer Challenge Groups” from March 2018. The extent of challenge made by the Challenge Panel exceeded the issues in the above documents as the strengths, skills and expertise of Challenge Panel members broadened, augmented and enriched its discussions and deliberations.  



The Challenge Panel was keen to ensure that the customer engagement strategy was rooted in the realities facing customers in the short and longer term and presents evidence to this effect.  Among these key issues facing the local area are the impact of austerity measures on certain customers, the expectation of a resilient water supply and service as well as the longer-term potential for climate change to affect water supplies, the scarcity of water as a natural resource and the importance of stewardship of the water catchment.  



The Challenge Panel wishes to highlight that 25% of its challenges and scrutiny have resulted in changes in how the company carries out its business.  The Challenge Panel has had real influence over the creation and implementation of the customer engagement strategy and how it has been translated into the Bristol Water business plan.



Throughout the period from 2015 to 2019, the Challenge Panel has worked closely with executive directors and senior managers of Bristol Water to:



· establish a customer engagement framework that used a wide range of research techniques to understand customer priorities and preferences

· scrutinise the findings revealed in customer research

· challenge Bristol Water on its triangulation of the research and the valuation data obtained 

· examine and ensure that customer preferences were driving company decisions regarding its business planning process

· assess whether the final business plan met customer expectations and priorities.



The Challenge Panel has tested Bristol Water to ensure that the voice of the customer is heard in all its diversity and that their needs and priorities are reflected throughout the business plan.  The customer engagement plan included several notable innovations, including the use of an interactive game to engage customers. Importantly, bespoke research aimed at understanding the needs and priorities of vulnerable customers has resulted in a step change of support targeted at these individuals.  Comparisons between vulnerable customers and control groups on particular pieces of research ensured that Bristol Water could compare and contrast priorities across its entire customer base.



The Challenge Panel is pleased to report that the Director of Strategy & Regulation, Chief Customer Officer, and Head of Customer Service attended Challenge Panel agenda conferences, meetings and sub-group meetings, keeping the Panel informed of their progress with the customer engagement framework and seeking its views at an early stage in the business planning process.  Specialists such as the Head of Water Resource & Environment, Regulatory Policy Advisor, Head of Economic Regulation, among others supported the Challenge Panel in probing deeply on behalf of the customer the range of strategies, policies and reports in development during the asset management period.  



Throughout 2016, an Independent Non-Executive Director of the Bristol Water Board attended several Challenge Panel meetings as both observer and contributor. The executive director and senior managers supporting the Challenge Panel responded well to the scrutiny posed by the Challenge Panel and were supportive of our requests for, say additional information, greater clarity wider considerations or clearer communication, in a timely and transparent manner and as thoroughly as practicable.  There were times when the Challenge Panel found that the executives had advanced quicker in the development of the business plan than the Challenge Panel was informed or that business planning concepts were developed before the Challenge Panel had an opportunity to scrutinise them thoroughly. However, the Challenge Panel felt it had contributed to the formulation of strategies through its influence on the executive team and in reports to the Bristol Water Board, the latter by presentation of the yearly Annual Report written by the Challenge Panel. 



Members of the Challenge Panel participated in a number of consultation and research initiatives, either as observers or in the role of an independent, ‘honest broker’ chairperson in bringing together company, local council, community leaders and customers. Bristol Water develop a broad-ranging customer engagement strategy involving 50 pieces of research and that obtained responses from 37,000 customers.  



As part of the customer engagement strategy, Bristol Water defined its customer base and created segments to understand the impact of its operations and activities on customers of differing ages, income and other characteristics.  As a result, the Challenge Panel has seen clear evidence that the bespoke performance commitments set out in its business plan reach into new areas of activity (such as the measuring of community satisfaction with investments in co-created community activities).  



The Challenge Panel has seen evidence that Bristol Water also is proposing to assist customers with the affordability of their water bill and provide support for vulnerable customers. 



Bristol Water is meeting its statutory obligations regarding the environment, although there is little in the plan that it is doing anything outstanding or above and beyond.  The Business Plan includes some key projects in WINEP that will help to address diffuse pollution threats to lake SSSIs under the company’s ownership, together with important strategic work to develop its future direction on Biodiversity and Natural Capital enhancement.  The Panel has evidence that the business plan meets the value for money expectations of its customers.  



The Challenge Panel notes that changes in the Bristol Water Corporate Board and company shareholders have resulted in the lack of an independent designated non-executive director focused on customer engagement for a period of some two years. The Director of Strategy and Regulation and the Chief Customer Officer, both Directors of Bristol Water, attended Challenge Panel meetings and provided a tangible link with the Board. The hiatus in independent Board-level involvement with the Challenge Panel may not necessarily have changed the outcome of the business plan submitted, however it does impact on the Board’s ability to observe the quality of discussion, debate and challenge carried out by the Challenge Panel on behalf of the customer.  Since this matter was raised by the Chair of the Bristol Water Challenge Panel during a recent Board meeting, a number of Board Independent Non-Executive Directors and shareholder Directors have attended subgroup and Challenge Panel meetings.  The Challenge Panel is pleased with this improvement in corporate governance.



In developing its long-term strategy and business plan 2020-2025, Bristol Water has stressed that its aims are to provide greater transparency, increase levels of trust from its customers and improve confidence in services provided by the company.  The Challenge Panel has evidence that the company has increased the level and quality of communication with its customers on a range of topics, from supply interruptions to environmental and educational messages.  Use by the company of social media has increased exponentially and has provided a useful platform for communications of all types.  From a standing start, Bristol Water has in excess of 3,600 followers on Twitter and 2,600 followers on Facebook.  The local BBC and ITV television stations and other broadcast media cover incidents and provide updates and information presented by the Chief Customer Officer.



Bristol Water has established new performance commitments that are in line with customer expectations and that address customer priorities.  In line with its history of being a local privately-owned water company that provides services for all the residents in its area, performance commitments by Bristol Water, such as its satisfaction with its local community investments, underline this local, community-focus.  



Bristol Water has adopted the methodology set out by Ofwat in setting incentives in most cases.  The Challenge Panel has questioned the cases where the methodology is not followed and it understands and accepts the reasons put forward by Bristol Water.  



The Challenge Panel notes that Bristol Water has committed to upper quartile performance in many areas, especially where customers have expressed a preference in the setting of this aim.  Targets such as supply interruptions and leakage are particularly stretching and will be monitored closely by the Challenge Panel.  



The Challenge Panel, however, brings to the attention of customers, Ofwat and the Bristol Water Board that there is a lack of consensus on two performance commitments.  These are the level of ambition regarding the Biodiversity Index and the imposition of a deadband on waste disposal compliance.  A programme of work is planned by the Company to ensure that performance commitments in PR24 linked to biodiversity protection and enhancement are fully informed by a thorough assessment of what is feasible alongside the limitations of operational constraints.  



The Challenge Panel notes with concern the on-going arbitration with the Canals & Rivers Trust regarding its £10m demand for the abstraction of water from the Sharpness Canal and the potential impact on customer bills when this matter is resolved.  



On balance the Challenge Panel supports the business plan set out by Bristol Water.  Customers are likely to welcome both the reduction of water bills across the period and the bill profile set out in the business plan. The service commitments align with Bristol Water’s strategic objectives at a cost that is affordable.  Customers can be assured that their bills will become increasingly affordable and that customers in vulnerable circumstances have extensive and ambitious levels of support targeted to them.



The Challenge Panel is clear about the areas where the Challenge Panel it will need to monitor the performance of Bristol Water against its targets, particularly those that are particularly innovative, through our on-going performance assurance role.  The Panel has  also asked that in 2020 the Bristol Water Board sets out a clear corporate responsibility statement and policy that enshrines the company and its shareholders responsible attitude towards, for example the communities where they operate, how their investment strategy affects customers and their policy on shareholder dividends and the performance related element of executive pay.



In summary, the Challenge Panel considers the evidence that the Bristol Water Business Plan 2020-2025 is grounded in a sound, extensive customer engagement strategy and research; the views, priorities, preferences and valuations of customers are reflected throughout.  Performance commitments meet the regulatory and statutory requirements set out by Ofwat and other regulators and the incentives reflect what customers value and prefer.


