


Levels of service for the water industry in England and Wales 2006-07

About this report

Each year, the regulated water and sewerage companies and water only companies
in England and Wales provide us with information on their performance against
various aspects of customer service. This report examines how each company
performed during 2006-07. It also provides historical information to highlight
industry trends.

The report also includes information on each company’s performance against
measures of drinking water quality and sewage treatment. More detailed information
is available from individual companies or from the Drinking Water Inspectorate’s
annual reports, which are available on its website at www.dwi.gov.uk.

The Environment Agency’s annual report contains information on the quality of
discharges to rivers, estuaries and the sea. This is available on the Environment
Agency’s website at www.environment-agency.gov.uk.

The data in this report has been validated with each company, the Environment
Agency and the Drinking Water Inspectorate.

Supporting information, including details on each company’s levels of service
performance, is available on our website at www.ofwat.gov.uk.
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Overview

The water companies in England and Wales deliver service to customers by
providing reliable, high-quality water and sewerage services and responding to
customer needs and complaints throughout the year. In general, high levels of
reliability and service are delivered to the vast majority of customers. Evidence of
this is demonstrated through the generally high and close scores within the overall
performance assessment (OPA).

There are, however, two areas of concern. First, some companies have misreported
performance data to us and failed to meet the standards required by the guaranteed
standards scheme (GSS). Second, some companies have not provided the service
we expect following the introduction of new contact and billing systems.

We are taking formal enforcement action against Severn Trent and Southern
following evidence of deliberate misreporting, ineffective systems and clear attempts
to manipulate the key data we use to assess and compare company performance
within this sector of monopoly suppliers. We are also taking formal enforcement
action against Thames for misreporting because of inadequate processes. The
failures by these companies have damaged our ability to regulate the sector,
damaged the reputation of those companies who do value their customers highly
and damaged the position of trust each company holds hold as the monopoly
supplier of such a vital and essential service. We will consider the conclusions of
these investigations this year. We are watching closely as these companies rebuild
and improve their customer service.

Improving contact and billing systems is an important element of delivering high
levels of service to customers. When these systems do not work well the impact

on customers can be severe and can quickly lead to difficulties in contacting the
company or having key needs satisfied. Three companies in particular had difficulties
with contact and billing systems in this year.

Because of the failures we have seen among companies, we will continue the high
level of monitoring in which we are currently engaged until we are sure that progress
is being made. We are disappointed to have had to concentrate our and the
industry’s resources to remedying failures rather than on improvements. We are
committed to reducing the burden of regulation where possible and will be looking

at ways to better focus companies on delivering service in line with customer
expectations through new measures.
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Headline issues

Industry performance

Because water customers have no choice of suppliers, Ofwat uses its powers to
measure and report on service indicators that help customers to see the level of
service they are receiving from their monopoly supplier. In a competitive market
customers could make their own choices by switching suppliers and we aim to
promote the development of effective competition in the sector. In the meantime,
this report explains the key areas of performance and highlights the areas where
service has fallen below the levels we expect on behalf of customers.

As table 1 on page 5 shows, levels of service have improved significantly since

the water industry was privatised in 1989. This is the result of regulatory pressure
brought by Ofwat and the actions of the companies. Performance against those
service indicators that we measure have largely stabilised at a high level in the last
few years. In 2006-07, the water industry in general maintained high levels of service
and made improvements in particular areas. For example, fewer customers are now
at risk of low water pressure or from flooding from overloaded sewers than in
previous years. Each year, however, there are fluctuations in performance, such as
when large water mains burst. While these problems generally affect only a small
proportion of customers, it is essential that shortfalls are addressed fully and swiftly
by the companies.

Regulatory actions

In 2006, we began formal investigations when Severn Trent, Southern and Thames
told us about issues relating to the customer service information they reported to us
and their compliance with the GSS. The scheme establishes minimum standards of
service that must be provided to customers. If a company fails to meet the standard
it has to make a specified payment to the customer or customers affected.

Our investigations at all three companies are now complete. On 28 September 2007,
we published our proposal to impose a penalty on Thames for providing unreliable
information on customer service and for failing to meet the service standards
prescribed under the GSS. On 14 November 2007, we published our proposal to
impose a penalty on Southern for deliberately misreporting information on customer
service and for failing to meet the service standards prescribed under the GSS.

We are currently assessing the outcome of the investigation at Severn Trent and
considering the appropriate regulatory action to take.
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As a result of the issues the investigations into Severn Trent, Southern and Thames
raised, we required every company to review and report to us how they ensure
delivery of the standards of service required by the GSS. We have reviewed their
responses and have recently written to the companies setting out our conclusions.
Each company found some areas of weakness, although no problems comparable
to those at Severn Trent, Southern and Thames were exposed. Each company is
implementing plans to resolve any weaknesses it identified. Much of the work
required has already been completed. As a result, customers can be reassured
that companies are now in a better position to deliver the requirements of the GSS.
We will continue to monitor delivery of plans and performance in this area until we
are fully satisfied.

During the year, there were also particular problems relating to customer contact
and billing systems. The service provided to some customers who tried to contact
their company in writing or by telephone was not good enough. Customers of Severn
Trent, Southern and South East suffered the worst service.

As a result of these issues, we wrote to all of the companies expressing our
concerns about how system changes such as the introduction of new billing systems
can affect customers. We expect each company to carefully assess and manage the
potential risks of such changes so that customers are not affected and services are
not disrupted. We will work with companies to promote good practice across the
industry.

Three Valleys has recently informed us that it has uncovered irregularities in the
data it has reported to us in relation to billing metered customers. We are pursuing
this issue with the company and are considering the appropriate action to take.

Future actions

We have started to review how we incentivise good customer service for the future.
We have used broadly the same measures for the past 15 years and are now
considering how best to measure customer service in an environment where
customers have become more sophisticated and awareness of customer service
has changed. In consultation with consumer groups and companies, we have
already identified some possible improvements which better reflect the quality of
customers’ experiences and perception of service. We will also consult next year
on the future development of our OPA incentive mechanism.
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Table 1 Total industry performance 1990-91 to 2006-07

199095 19952000 2000-01 2001-02 200203 200304 2004-05 200506 2006-07

Description % % % % % % % % %
DG2: Properties at risk of
low pressure 1.33 0.35 0.11 0.10 0.06 0.04 0.03 0.03 0.02

DG3: Properties subject
to unplanned supply
interruptions of 12 hours

or more 0853 0.21 0.11 0.12 0.05 0.14 0.07" 0.08 0.15
DG4: Population subject
to hosepipe bans 14 15 0 0 0 0 0 7 30

DGS5: Properties subject

to sewer flooding incidents

(overloaded sewers and

other causes) 0.03 0.03 0.03 0.02 0.02 0.01 0.02 0.02 0.02
DGS5: Properties at risk of

sewer flooding incidents

(once in ten years) - 0.07 0.09 0.05 0.04 0.03 0.03 0.02 0.02

DG5: Properties at risk of
sewer flooding incidents
(twice in ten years)® 0.08 0.05 0.03 0.02 0.01 0.01 0.01 0.01 0.01

DG6: Billing contacts not
responded to (within five
working days) 21.78 5.39 0.86 1.23 0.53 0.47 0.48 4.44 4.79

DG7: Written complaints
not responded to (within

ten working days) 21.42 3.22 0.44 0.66 0.15 0.14 0.31 3.08 1.85
DGS8: Bills not based on
meter readings - 1.51 0.72 0.45 0.16 0.15 0.21 0.52 0.86

DG9: Received telephone

calls not answered within

30 seconds® — 16.16 7.64 6.37 5.89* 5.85* 487" — —
DG9: Telephone call

handling
— Calls abandoned 5.40 2.45 1.84 1.70 2.89 2.36 6.74 9.76
— Alllines busy 8.86 5.44 1.22 3.91 5.66
— Call handling
satisfaction® 4.53 4.47
Notes:

It is not appropriate simply to add up the totals for each indicator to determine the overall number of customers receiving poor service. Some
customers may be included in more than one row. For example, a customer at risk of low pressure (DG2) may also have written to the company
to complain (DG7). Where information was not collected, it is shown as a dash.

1. Data for some companies has been revised, which has changed industry performance since last year.

Data collected from 1992-93.

Data collected from 1996-97.

This figure is an average of those companies able to measure calls answered within 30 seconds accurately.

S

This is a score on a scale of 1 to 5, where 5 is very satisfied.
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1. Industry performance — customer contact

Handling customer contacts

In general, the companies continued to deliver a ‘good’! level of service when
dealing with customers in writing and by telephone, with 99% of contacts about
billing dealt with within five days and 98% of written complaints answered in ten
days. This good level of service was confirmed by an independent survey of about
9,000 customers who had contacted their water company by telephone. The survey
showed that the majority were satisfied with the way their telephone calls were
handled (the industry average is 4.5 on a scale of 1 to 5, where 5 is very satisfied).

There were, however, problems at South East, Southern and Severn Trent.

In February 2006, South East introduced a new system to improve billing and
dealing with customers’ billing enquiries. Problems with the new system had a
severe detrimental impact on customers. Services were disrupted for most of the
year, bills were delayed and the company struggled to handle the resulting increase
in billing contacts and complaints. Customers affected by service failures that are
covered by the GSS (such as late responses to complaint letters) have received
payments under the scheme. However, the scheme does not cover all aspects of
service delivery; delayed billing, for example, is not covered. We have been
monitoring the company’s performance, which has been satisfactory since May
2007. It expects to restore ‘good’ performance by the end of the year.

We reported in last year’s ‘Levels of service’ report that Southern had told us about
significant problems with customer service in October 2005. Our investigation into
these historical issues is complete. We required Southern to set out a plan for
improvement and report to us each month on progress.

However, customers continued to experience difficulties when contacting Southern
by telephone during 2006-07 and replies to written correspondence were delayed.
Southern introduced a new customer billing system in February 2007, which was
intended to improve services. However, response times to both written and
telephone contacts slowed up considerably while staff got used to the new system.
A large backlog developed and complaints from customers increased. Southern
has now increased staffing and nearly cleared the backlog. Customers affected by
service failures that are covered by the GSS have received payments under the
scheme. The company continues to report to us every month on progress against

! Billing contact (DG6) — more than 95% within 5 working days and less than 1.5% over 10 working
days. Written complaints (DG7) — more than 98% within 10 working days and less than 1% over 20
working days.
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its action plan. It has also underwritten the action plan with a guarantee that if it fails
to meet the plan customers will receive £40, rather than the £20 that is due to them
under the GSS.

We also reported in last year's ‘Levels of service’ report that Severn Trent had told
us about significant problems with customer service in April 2006. Our investigation
into these historical issues is now complete. We required Severn Trent to set out a
plan for improvement and report to us every three months on progress.

During 2006-07 the company started on a programme of work to improve service.
This work is still ongoing and although some improvements have been made,
customers continue to experience delays with responses to billing enquires and
difficulties when trying to contact the company by telephone. Customers affected

by service failures that are covered by the GSS have received payments under the
scheme. The company updates us every three months on progress against its
improvement plan. Severn Trent’s performance is continuing to improve in line

with the improvement plan, which aims to restore acceptable service by the end of
2007-08. We will continue to monitor Severn Trent’s performance. If it fails to deliver
its planned improvement we will take appropriate action.

United Utilities told us that for about a month, some of its customers’ complaint
letters were not being answered properly. It resolved the problem and has put in
new procedures to ensure this doesn’t happen again.

The problems at South East, Southern and Severn Trent have had an impact on
overall industry performance this year, with the total number of written complaints
to the companies increasing from about 6 in every 1,000 customers in 2005-06 to
8 in every 1,000 in 2006-07. If the performance of these companies is excluded the
complaint rate is 6.5 in every 1,000. Many companies received fewer written
complaints than in previous years.

For the first time in 2006-07 companies provided information about the key reasons
for customer complaints. The Consumer Council for Water (CCWater) published this
information at the end of October 2007. It found that nearly half of the complaints
were about billing and charges.

Payments to customers under the GSS

At an industry level the number of payments made to customers for GSS failures
and related enhancements increased in 2006-07, from 1 in every 1,000 customers
to 4 in every 1,000. The increase is in part a result of better reporting, but mainly
because of the service failures described in this report.
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2. Industry performance — water and sewerage service

Drinking water quality and water service

Overall industry compliance with the drinking water standards remained very high
at 99.96% in 2006.

As a result of better network management by the companies, the number of
customers at risk of low water pressure fell in 2006-07. Only 5,460 properties
were at risk of low water pressure at the end of March 2007 compared with 6,127
at March 2006.

The number of customers experiencing unplanned interruptions to their water supply
increased in 2006-07, compared with the previous year. The number of properties
affected by interruptions that lasted longer than 24 hours increased from about 4,000
to 13,000. Approximately 8,000 of these incidents related to two large trunk main
bursts in Northumbrian’s area.

Sewerage service — sewer flooding

During the period 2005-10, sewerage companies will collectively invest nearly
£1 billion to reduce significantly the number of properties considered to be at risk
of internal flooding from overloaded sewers.

In 2006-07, the number of properties considered to be at risk once in every ten years
fell from 5,346 in 2005-06 to 4,458. The number of properties that are considered to

be at risk of flooding twice or more in ten years fell slightly from 2,973 to 2,800. Data
for 2006-07 suggests that about 63 properties in every 100,000 are at risk of flooding
at least once in every 20 years (but less than once in every ten years).

Most companies have made progress in delivering the outputs set in 2004.
Northumbrian and Severn Trent have experienced more incidents of flooding than
expected so they have been unable to make the planned reductions in the numbers
of properties at risk of flooding, despite solving more problems than expected. Dwr
Cymru has fallen behind with its programme of work and has now reviewed its sewer
flooding programme. While it is proposing to make a substantial investment in
flooding work, it is not yet clear whether it will deliver all of the outputs set. We are
continuing to monitor the situation.
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The number of properties experiencing internal flooding from sewers (both from
overloaded sewers and other causes such as blockages) increased slightly, from
5,005 in 2005-06 to 5,746 in 2006-07, as many areas experienced heavier storms
in the year.

Other flooding in summer 2007

The severe flooding events of summer 2007 were exceptional, with some areas
seeing two months’ worth of rainfall in just 12 hours. Whilst dealing with such
flooding is not solely the responsibility of the water companies, come customers’
water and sewerage services were adversely impacted. Therefore, we are currently
carrying out a review focusing on how the companies managed the flooding and

its impact on customers and the environment, and any lessons that might be learned
for the future.

Environmental performance
Sewage treatment works

The treated wastewater that is discharged from sewage treatment works into rivers
and seas must meet a set of standards and conditions set out in discharge consents,
which are agreed by the Environment Agency.

We report on how well sewage treatment works are performing in removing the
pollutants most commonly covered by discharge consent conditions. The size of
sewage treatment works is described by reference to the ‘equivalent population
served’. This allows us to compare performance of treatment works that serve
factories as well as homes or, most usually, a combination of the two. In 2006,
discharges from sewage treatment works met the ‘look-up table’® conditions of their
discharge consents for sanitary parameters for 99% of the equivalent population
served. This is an improvement on the 98.6% reported in 2005, but is down on the
near-perfect 99.9% reported in 2004.

Discharge consents also require compliance with the Urban Waste Water Treatment
Directive. In 2006, 0.3% of the equivalent population were served by works which
failed the biochemical oxygen demand parameter of the directive; this is an
improvement on the 0.5% in 2005.

2 The look-up table is a standard reference table used to assess compliance. For further details,
please see page 28 of the supporting information for this report, which is available on our website.
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Combined sewer overflows

Combined sewer systems are designed to collect and transport both rainwater and
foul sewage. Combined sewer overflows (CSOs) act as the safety valves in these
systems. They are designed to discharge excess flows during heavy rain and,
consequently, help prevent sewer flooding. The percentage of CSOs regarded as
unsatisfactory was 11% in 2005; this improved to 8.8% in 2006. The current
company improvement programme will continue to reduce the number of
unsatisfactory intermittent discharges, including CSOs, in the period to 2010.

Bathing water compliance

Bathing water compliance in 2006 was the highest it has ever been. All but three
of the 495 designated bathing waters in England and Wales passed the mandatory
bacteriological standards of the Bathing Water Directive. (Five had failed in 2005.)
About 400 bathing waters also achieved the more stringent guideline standards.

The quality of bathing waters does not solely depend on the performance of the
water industry. It can be affected by, for example, diffuse pollution from agriculture
or contaminated run-off from urban areas. None of the three failures in 2006 was
attributed by the Environment Agency to the activities or performance of the water
industry.

Pollution incidents

As a sector the water industry was responsible for the highest number of serious
pollution incidents in 2006. In total, the number of sewage-related pollution incidents
increased by 3.5% on the previous year. The number of category 1 (major) and 2
(significant) sewage-related pollution incidents reduced by 17% and 20%
respectively. On the other hand, there was a 5% increase in the number of category
3 (minor) pollution incidents. We are pleased to see that the level of self-reporting
of pollution incidents increased from 32% in 2005 to 38% in 2006 and acknowledge
that this may have contributed to the increase in category 3 incidents seen.

The regulators want to encourage self-reporting in the industry to ensure greater
‘ownership’ by companies of pollution incidents and the prompt management to
reduce pollution that this would cause.

10
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3. Comparing company performance — the overall
performance assessment

The OPA reflects the broad range of services provided to customers. The OPA
allows us to compare the quality of the overall service provided to customers. It also
informs customers and other interested parties about the performance of their local
water company relative to other companies.

The OPA also incentivises companies to improve and maintain services relative to
each other because we take account of relative performance when we set the limits
for the prices companies charge customers. The OPA scores for the five years from
2004-05 to 2008-09 will be reflected in the next price review in 2009.

The key areas and contributing measures included are:

e water supply (water pressure, interruptions to supply, hosepipe bans, and
drinking water quality);

e sewerage service (sewer flooding incidents and risk of flooding);

e customer service (written complaints, billing contacts, billing metered customers,
telephone answering, telephone access, services to customers with special
needs, supply pipe repair policies, debt and revenue policies, complaint
handling, compensation, and provision of information to customers); and

e environmental impact (leakage, sewage treatment works, pollution incidents from
water and sewerage activities, and sludge disposal).

The results of our assessment for 2006-07 compared with 2005-06 are shown

in figure 1 for the water and sewerage companies and figure 2 for all companies.
The OPA scores for each company reflect their performance during the year.
The companies with the most serious failures have the lowest scores.

Tables 3 and 4 show the breakdown of companies’ total OPA scores into their
component parts. This makes it possible to compare the performance of one
company against another for each measure. The maximum achievable score for
each measure is shown in the second column of the tables.

We are currently reviewing our approach to monitoring customer service. Part of
this includes a review of the individual components of the OPA, and how the OPA
incentivises companies to deliver what customers want. We will consult on this

in 2008.

11
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Figure 1 Overall performance assessment — water supply, sewerage service and
customer service for water and sewerage companies 2005-06 and 2006-07
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Figure 2 Overall performance assessment — water supply and customer service for all
companies 2005-06 and 2006-07
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Table 2 Overall performance assessment — water supply, sewerage service and customer service for water and sewerage
companies 2006-07

Northumbrian

Maximum United (inc. Essex
Output score Anglian Yorkshire Wessex Dwr Cymru South West Utilities & Suffolk) Severn Trent Thames Southern
Water supply, levels of service
Properties at risk of low pressure (DG2) 38 35 37 35 36 35 36 36 37 35 35
Properties with unplanned interruptions (DG3) 38 34 38 38 38 35 33 4 26 28 32
Population with hosepipe bans 25 25 25 25 25 25 25 25 25 20 19
Water quality failing DWI standards’ 50 49 45 49 44 46 46 47 49 48 49
Sewerage service, levels of service
Sewer flooding incidents (capacity) 25 23 23 23 20 23 22 18 21 20 24
Sewer flooding incidents (other causes) 38 32 27 34 22 15 17 18 20 9 18
Properties at risk of sewer flooding 13 11 13 8 10 12 12 10 10 8 12
Customer service
Customer contact score
(DGS, 7, 8 and 9 combined) 38 37 37 38 38 37 25 38 4 32 4
Other customer service 38 38 38 38 38 38 38 38 38 38 38
Environmental performance
Category 1 and 2 pollution
incidents — sewage 25 22 18 18 13 19 25 22 25 25 14
Category 3 pollution incidents — sewage 13 11 12 11 10 7 12 11 10 13 8
Category 1 and 2 pollution incidents — water 13 13 10 7 13 13 13 11 13 12 13
Sewage treatment works in breach of
their consent 50 45 50 46 50 46 46 49 50 19 39
Sludge disposal 13 13 13 13 13 13 13 13 12 13 13
Leakage assessment 25 25 25 25 25 25 23 25 23 23 25
Total score 438 413 408 408 392 389 385 364 362 342 342
Note:

1. This measure is quite sensitive. All these scores reflect a compliance rate of >99.5% as measured by the six-parameter OPI. See the table on operational performance index for six parameters in 2006 in the supporting
information for more details.

13
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Table 3 Overall performance assessment — water supply and customer service for all companies 2006-07

Boumemouth

Max. Tendring &W South
Output score Hundred Hampshire Cambridge  Portsmouth  Staffordshire Dee Valley Anglian Dwr Cymru Wessex  South West Yorkshire
Water supply, levels of service
Properties at risk of low pressure (DG2) 38 38 38 36 35 38 85} 35 36 85] 35 37
Properties with unplanned 38 38 38 38 36 36 35 34 38 38 35 38
interruptions (DG3)
Population with hosepipe bans 25 25 25 25 25 25 25 25 25 25 25 25
Water quality failing DWI standards’ 50 50 50 50 49 47 49 49 44 49 46 45
Customer service
Customer contact score
(DGS, 7, 8 and 9 combined) 38 38 38 38 38 38 38 37 38 38 37 37
Other customer service 38 38 38 38 38 38 38 38 38 38 38 38
Environmental impact
Category 1 and 2 pollution
incidents — water 13 13 13 13 13 13 13 13 13 7 13 10
Leakage nent 50 50 50 50 50 50 50 50 50 50 50 50
Total score 288 288 287 286 284 283 281 280 280 279 279 278

Northumbrian

Max. Folkestone Sutton & Three United (Inc. Essex Severn
Output score & Dover Bristol  East Surrey Mid Kent Valleys Utilities Thames & Suffolk) South East Southern Trent
Water supply, levels of service
Properties at risk of low pressure (DG2) 38 38 37 36 33 36 36 35 36 37 35 37
Properties with unplanned 38 38 30 35 36 32 33 28 4 38 32 26
interruptions (DG3)
Population with hosepipe bans 25 22 25 20 16 20 25 20 25 18 19 25
Water quality failing DWI standards’ 50 40 43 47 47 49 46 48 47 48 49 49
Customer service
Customer contact score
(DGS, 7, 8 and 9 combined) 38 37 38 38 38 25 25 32 38 4 4 4
Other customer service 38 38 38 33 38 38 38 38 38 33 38 38
Environmental impact
Category 1 and 2 pollution
incidents — water 13 13 13 13 13 13 13 12 11 13 13 13
Leakage nent 50 50 50 50 50 50 45 45 50 50 50 45
Total score 288 274 272 272 270 262 260 259 248 240 239 236
Note:
1. This measure is quite sensitive. All these scores reflect a compliance rate of >99.5% as measured by the six-parameter OPI. See the table on operational performance index for six parameters in 2006 in the supporting

information for more details.
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