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About this document 

This consultation discusses how we can make outcomes better reflect customer 

preference at the 2019 price review (PR19). Outcomes are the objectives valued by 

customers and society which companies aim to deliver. The outcomes framework is 

one of the key elements of PR19. The outcomes framework does not affect 

companies’ requirement to meet their statutory obligations. 

We introduced outcomes for the first time at the 2014 price review (PR14) to 

encourage companies to focus more on delivering what their customers want. The 

outcomes framework was a major innovation and we are consulting on ways 

outcomes could be developed further. In particular, we are consulting on how 

companies’ performance commitments can be made more stretching (higher service 

levels), how outcome delivery incentives (ODIs) can be strengthened, how we can 

better reflect resilience in outcomes and how performance commitments can be 

made more transparent to customers. 

We will take account of the views from respondents to this consultation in the further 

development of our outcomes policy for PR19. 
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Responding to this consultation 

We welcome your responses to this consultation. Please email them to 

water2020@ofwat.gsi.gov.uk or post them to: 

Outcomes consultation 

Water 2020 

Ofwat 

Centre City Tower 

7 Hill Street 

Birmingham B5 4UA 

The closing date for the consultation is 31 January 2017. We will publish responses 

to this consultation on our website at www.ofwat.gov.uk, unless you indicate that you 

would like your response to remain unpublished.  

Information provided in response to this consultation, including personal information, 

may be published or disclosed in accordance with access to information legislation – 

primarily the Freedom of Information Act 2000 (FoIA), the Data Protection Act 1998 

and the Environmental Information Regulations 2004. 

If you would like the information that you have provided to be treated as confidential, 

please be aware that, under the FoIA, there is a statutory ‘Code of Practice’ with 

which public authorities must comply and which deals, among other things, with 

obligations of confidence. In view of this, it would be helpful if you could explain to us 

why you regard the information you have provided as confidential. If we receive a 

request for disclosure of the information we will take full account of your explanation, 

but we cannot give an assurance that we can maintain confidentiality in all 

circumstances. An automatic confidentiality disclaimer generated by your IT system 

will not, of itself, be regarded as binding on Ofwat. 

At a minimum, we would expect to publish the name of all organisations that provide 

a written response, even where there are legitimate reasons that the contents of 

those written responses remain confidential. 

  

mailto:water2020@ofwat.gsi.gov.uk
http://www.ofwat.gov.uk/
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Introduction 

Our shared vision for the sector is one where customers and wider society in 

England and Wales have trust and confidence in vital public water and wastewater 

services. For customers and stakeholders to have trust and confidence in the water 

sector we need companies to be focussed on delivering the outcomes that matter to 

customers, future customers and the environment. Outcomes-based regulation was 

one of the biggest innovations we introduced at the 2014 price review (PR14). 

Alongside the introduction of the total expenditure (totex) approach to cost 

assessment the outcomes approach sharpened companies’ accountability for the 

delivery of the things that matter to customers and society while giving them greater 

flexibility in how they deliver them, enabling them to improve efficiency. 

The UK and Welsh governments set the statutory requirements and overall policy 

framework for water in England and Wales respectively. This includes through their 

Strategic Policy Statements, which we have to act in accordance with. We set the 

overall framework for outcomes as part of the price review methodology. Companies 

engage with their customers and stakeholders to identify the high level outcomes 

they value. 

Outcomes, performance commitment and outcome delivery 
incentives (ODIs) 

Outcomes are the high level objectives valued by customers and society. Outcomes 

are supported by performance commitments which are the pledges companies make 

to their customers and other stakeholders about their service levels in order to 

secure the desired outcomes. 

Companies have reputational and financial incentives to deliver the performance 

commitments called outcome delivery incentives (ODIs). The reputational incentive 

results from companies reporting their performance against their commitments to 

their customers in a transparent way each year. 

Some performance commitments also have financial ODIs consisting of rewards and 

penalties based on company performance. ODI penalties compensate customers for 

poor performance. Customers might pay ODI rewards to companies, but only for 

outperformance beyond stretching performance commitments. In the absence of 

financial ODIs companies might have to recover more of their return from 

mechanisms such as the fixed cost of capital, which would have an upward impact 
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on bills (see below) and reduce the incentive on companies to innovate to deliver 

better services to their customers. 

Figure 1 – outcomes, performance commitments and ODIs 

 

Companies set their outcomes, performance commitments and ODIs following 

extensive engagement with their customers and local stakeholders and challenge 

from their customer challenge groups (CCGs). This allows companies’ outcomes to 

reflect priorities which can vary between areas. For example, this allows companies 

operating in Wales to reflect Welsh customers’ priorities and government policy in 

Wales. When engaging with their customers companies take account of customers’ 

willingness to pay for service improvements and the impact on bills. 

We are already seeing evidence from the first year of reporting that the outcomes 

approach is causing some companies to focus more on delivering what matters to 

their customers, future customers and the environment as well as driving significant 

improvements in service. This is revealing information which will enable customers, 

CCGs and us to challenge companies to set more stretching performance 

commitments at PR19. The use of rewards and penalties appears to be important in 

driving better performance relative to an approach based only on penalties. We want 

to build on this for PR19. 
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How financial ODIs benefit customers 

Financial ODIs are important for aligning the interests of company management and 

investors with those of customers. The water sector needs external investment to 

raise the capital needed to maintain and improve services to customers and so it is 

important that investors can expect to earn a reasonable return on capital for an 

efficient and well-run company. 

Figure 2 shows estimates of how water sector investors could earn a return at the 

last price review for each company. It shows companies could earn a return from the 

base return on regulated equity (the number on the range between the two orange 

blocks), over- or under-performance on financing costs (in purple), totex efficiency (in 

light blue), the service incentive mechanism (in green) and the delivery of the 

outcomes that matter to customers (in orange). 

Figure 2 – Estimated ranges for the return on regulated equity at PR14 

The top and bottom of the orange range for ODIs is likely to over-represent the 

potential financial impact at PR14 because they assume very good or very poor 

performance across all a company’s ODIs which is unlikely to be the case. The 

diagram shows that at PR14 only a relatively small proportion of companies’ returns 

were related to service delivery (i.e. ODIs) and the variation in return that was 

available due to ODIs was biased towards penalties. 

Financial incentives are important for driving management focus and providing a 

return to investors. If investors were asked to invest in companies with a regulatory 
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system that only allowed for penalties, or downside risk, customers would pay for 

this through a higher cost of capital. 

Figure 3 – How a penalty-only approach can lead to higher bills 

Figure 3 shows how a purely penalty-based outcomes framework could lead to 

higher bills. We have simplified it to look at only the trade-off between the base cost 

of capital and the approach to ODIs. 

In a penalty-only system the average annual base bill for household customers could 

be, say, £400. Customers could benefit from up to a £10 reduction through ODI 

penalties for very poor performance, although in practice companies might avoid 

penalties altogether or only incur penalties which lead to a small reduction in bills. 

With a regime based on ODI penalties and rewards investors are likely to accept a 

lower base cost of capital as there is scope to earn higher returns through financial 

rewards for delivering very high quality service to customers. The average annual 

base bill for household customers could be £390. Customers would still benefit from 

a bill reduction if the company performed poorly. However, if a company 

outperformed its stretching performance commitments it could earn a reward and 

bills would be higher than the £390 base bill level, but would not be higher than the 

£400 base bill under the penalty-only system. In addition, customers would be 

receiving a better quality service for a given bill level in the reward and penalty 

approach compared with the penalty-only approach. The rewards would only be 

available for service improvements that customers value and this would be tested 

through customer engagement. 
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A strong additional benefit of the reward and penalty approach is that it is likely to 

deliver more innovation and a frontier shift in service quality for customers in the 

future. By a ‘frontier shift’ we mean a significant step change (a shift) in the quality of 

service provided by the best (frontier) companies in the water sector. The symmetric 

approach to ODIs reveals new information about service quality that customers, 

CCGs and we can use to challenge companies to set more stretching performance 

commitments in the future. 

Our approach is in keeping with the recommendations of the Gray Review of Ofwat 

in 2011 which stated; “Ofwat should seek to ensure that the future framework of 

incentives provides the right balance between rewards and penalties in the context 

of the challenges facing the companies, with increased emphasis on incentives for 

behavioural change” (recommendation 5). This reflected the Review’s concerns that 

the balance of risk and reward used to be tilted too far towards uncertain and 

potentially large penalties for failure, with relatively limited rewards for 

outperformance or innovation. 

The four themes of this consultation 

This consultation has four themes: 

1. how companies’ performance commitments can be made more stretching to 

deliver higher service levels to customers  

2. how ODIs can be strengthened to encourage companies to deliver on their 

performance commitments to customers  

3. how we can better reflect resilience in outcomes to ensure the interests of 

future customers are taken into account 

4. how performance commitments can be made more transparent to make it 

easier for customers to hold companies to account 

We cover the four themes in the four chapters of this consultation. 

 

 

 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69442/ofwat-review-2011.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69442/ofwat-review-2011.pdf
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Figure 4 – summary of the four themes of the outcomes consultation 

 

The four themes of the consultation interrelate. More stretching performance 

commitments will deliver higher service levels to customers, future customers and 

the environment. However, it is important that these do not just translate into higher 

bills. This is why we need to consider the balance between financial incentives in the 

price review and whether a higher proportion of company revenue should be linked 

to service performance through ODIs, rather than other price review tools. In 

addition, more powerful ODI rewards are not acceptable unless they represent 

outperformance beyond truly stretching performance commitments. 

We can also encourage companies to achieve their stretching performance 

commitments through the reputational impact of reporting performance. This can be 

enhanced by making performance commitments more transparent to customers and 

other sector stakeholders. 

To ensure the interests of future customers and the environment are taken into 

account we are considering ways in which the outcomes framework can better 

encourage companies to deliver resilient services and systems. More stretching 

performance commitments, more powerful ODIs and more transparent performance 

commitments can all contribute to this. 
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A process of development with our stakeholders 

This consultation is part of a series of documents that has developed and will 

develop the outcomes framework for the next price review. These are summarised in 

the diagram below.  

Figure 5 – Water 2020 publications relating to outcomes 2015-2017 

 

Throughout this document and its appendices we explain how our proposals fit with 

previous consultations and how they relate to the PR19 methodology consultation 

planned for July 2017. 

In addition to the Water 2020 consultations we have been engaging with our 

stakeholders on outcomes through: 

 The consultation on licence modifications designed to give effect to our Water 

2020 policy decisions, including a licence modification to enable all companies to 

have in-period ODIs from 2020 onwards 

 The ‘Marketplace of ideas’ papers published by water companies, particularly 

those by Northumbrian Water, United Utilities and Thames Water on outcomes 

 The development of the UKWIR report on ‘Setting performance commitments and 

incentives to deliver best value for money’ 

 The outcomes workshop on 14 June 2016 

 Our quarterly meeting with CCG chairs 

 Bilateral meetings with our stakeholders 

 

Statutory obligations and the outcomes framework  

The outcomes framework does not affect companies’ requirement to meet their 

statutory obligations. At PR19 we will expect each company’s board to provide 

assurance that its business plan will ensure its company will meet its statutory 

obligations. 

http://www.ofwat.gov.uk/wp-content/uploads/2016/11/pap_conS13_LicMod91116.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2016/11/pap_conS13_LicMod91116.pdf
http://www.water.org.uk/policy/future-of-the-water-sector#Outcomes
https://ukwir.org/146387?object=151175
https://ukwir.org/146387?object=151175
http://www.ofwat.gov.uk/wp-content/uploads/2016/07/prs_web20160705outcomesworkshop14June2016.pdf
http://www.ofwat.gov.uk/regulated-companies/price-review/2019-price-review/customer-challenge-groups/
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Companies can still engage with their customers on the way in which they meet 

these obligations and, if appropriate, the options they have for meeting them. 

Companies can also engage with their customers on whether they are willing to pay 

for improvements which go beyond the statutory obligations or which achieve the 

obligations faster than they are required to. In order to ensure consistency between 

the outcomes framework and statutory obligations, companies must not propose 

performance commitments which are incompatible with their statutory obligations. 

Structure of the consultation document 

We cover the four themes of this consultation in the next four chapters. There are 

also five appendices as follows: 

 Appendix 1 - making performance commitments more stretching 

 Appendix 2 - more powerful outcome delivery incentives 

 Appendix 3 – better reflecting resilience in outcomes 

 Appendix 4 - making performance commitments more transparent to customers  

 Appendix 5 – a new customer experience measure 

We also consider the implications of other proposed changes to the price control 

framework for outcomes throughout this consultation. 
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1. More stretching performance commitments 

We want to create the right incentives for companies to deliver excellence in the 

services their customers want. We want to encourage companies to reach new 

frontiers in outcome delivery, so that customers, other stakeholders and we can use 

this information to challenge all companies to deliver better quality services over 

time.  

Performance commitments play a key role in encouraging the sector to deliver 

excellence in services. They are the pledges that companies make to their 

customers and other stakeholders about their service levels in order to secure the 

desired outcomes. They are at the heart of a customer-driven service by regulated 

companies.  

We are consulting on a number of proposals which we consider will promote 

stretching performance commitments at PR19: 

 the better availability of information, including comparative information on 

company performance, to enable customers and local stakeholders to 

understand and challenge company’s proposed performance commitments 

 the specification of common performance commitments for all companies to 

enable customers and local stakeholders to better compare performance on the 

key measures that matter to customers 

 how we set commitment levels for the common performance commitments to 

incentivise better services for customers across the sector 

 setting stretching performance commitments for leakage which is a priority issue 

for customers  

 whether there are important areas companies should cover with their bespoke 

performance commitments, such as customers in circumstances which might 

make them vulnerable 

 how we can encourage and enable companies to develop stretching bespoke 

performance commitments for their customers 

 the development of a new customer experience measure to replace the service 

incentive mechanism (SIM) to drive further improvements in customer service in 

the sector, including comparisons with other sectors and use of digital service 

enablers. 

Key in setting appropriately stretching performance commitments is extensive 

engagement and a strong level of challenge from customers, so that companies 

have a good understanding of what baseline performance customers expect, but 

also what customers consider excellent performance would look like. CCGs play an 
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important role by challenging how companies have engaged with their customers 

and how they have reflected customer views in their performance commitments. Our 

proposals around the better availability of comparative performance information and 

enabling and encouraging more stretching performance commitments, should give 

customers and CCGs more tools with which to challenge companies’ proposed 

performance commitments. 

We recognise that where companies are putting in additional effort and taking on 

additional risk to deliver frontier-shifting levels of performance, they should make a 

return on that effort and risk-taking. Without this our price control settlement would 

not encourage a genuine frontier shift in outcome delivery, and would risk stifling 

innovation. 

1.1 Improved information for customers 

We are proposing improvements to the information available to customers and 

CCGs to give them more evidence with which to challenge their companies during 

the engagement and assurance process for PR19. 

The wider availability and use of comparative information on company performance 

will provide richer information for customers and CCGs when engaging with 

companies on their performance commitments. In this context, as a result of a joint 

sector effort led by Water UK1 the Discover Water dashboard was launched with 

comparative information on company performance for 24 measures for all water and 

wastewater companies on 25 November. We welcome this initiative, are pleased to 

have participated in its development and look forward to its further development. We 

and others also publish comparative information, two examples being our ‘Monitoring 

financial resilience’ report and CCWater’s ‘Delving Into Water’ report. We will engage 

with our stakeholders on whether any further steps are required to promote the 

provision of comparative information on company performance for PR19. 

We are also going to provide information on the cost of capital, ranges for ODI 

rewards and penalties and our wholesale cost assessment approach in advance of 

companies’ submitting their business plans. This will provide more information with 

which customers and CCGs can challenge companies during the engagement 

process. 

                                            
1 The development of Discover Water involved Water UK, the water and wastewater companies, 
Ofwat, CCWater, the Welsh Government, Defra, the Environment Agency, Natural Resources Wales 
and the Drinking Water Inspectorate. 

http://www.discoverwater.co.uk/
http://www.ofwat.gov.uk/wp-content/uploads/2016/11/rpt_financialresilience1516.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2016/11/rpt_financialresilience1516.pdf
http://www.ccwater.org.uk/wp-content/uploads/2016/11/Delving-into-water-2016.pdf
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We propose to assess companies’ provision of comparative performance information 

and use of information in their customer engagement, taking account of the CCGs’ 

views, as part of our risk based review (RBR) tests at PR19. 

1.2 Common performance commitments 

While the outcomes approach is fundamentally rooted in local customer engagement 

there are some performance commitments which are so important to all customers 

that it is appropriate for them to be compulsory for all companies in England and 

Wales to include in their outcomes packages in their business plans. We are 

consulting on a list of ten proposed common performance commitments, which we 

propose all companies will use at PR19 based on standard definitions. Companies 

will still have plenty of scope to propose their own bespoke performance 

commitments based on local customer engagement alongside the common 

performance commitments.  

Our ten proposed common performance commitments are in the figure below. We 

consider that there is a strong case for these ten common performance 

commitments (as detailed in appendix 1). We invite views on whether these 

commitments cover the right areas, are the appropriate measures for each area and 

whether ten is the appropriate number of common performance commitments. 

Figure 6 – proposed common performance commitments for PR19 

 

We are particularly asking for views on which measure is best to act as the common 

performance commitment for the efficient use of water in the water sector: 

distribution input, leakage or per capita consumption. 
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We are asking for views on whether we should require, encourage or leave up to 

companies, following engagement with their customers, to decide if the common 

performance commitments should have in-period ODIs attached to them. We 

discuss in the next section whether there should be common commitment levels for 

the common performance commitments and in chapter 2 we discuss whether there 

should be standardised ODIs for the common performance commitments. 

1.3 Common commitment levels set through comparative 
assessments 

We could apply common commitment levels based on comparative assessments to 

six of the ten common performance commitments: water quality compliance, 

customer water supply interruptions, customer property sewer flooding (internal), 

wastewater pollution incidents, water mains bursts and sewer collapses. 

We have not yet defined two of the common performance commitments (the future 

customer experience measure and resilience) so we cannot yet say whether a 

common commitment level might be appropriate for them. For the future customer 

experience measure it seems likely that we will set any commitment levels or 

thresholds for rewards and penalties commonly across the sector. We currently 

consider that a common commitment level might not be appropriate for the 

Abstraction Incentive Mechanism and distribution input / leakage / per capita 

consumption, because of the different water resource situations facing different 

companies. However, the performance commitment levels would still benefit from 

comparative assessment and challenge. 

By making the common performance commitments a requirement for all companies 

and encouraging greater transparency in the reporting of performance information on 

them, customers and other stakeholders will have more information with which to 

challenge companies to set stretching commitment levels. 

If necessary we might need to set common commitment levels for the common 

performance commitments. We are therefore consulting on how we could carry out 

the comparative assessments needed to set these commitment levels. We welcome 

views on how we can set common commitment levels in a way which grounds those 

commitments in customer engagement. We consider seven aspects of the 

assessments (more detail is provided in appendix 1): 

 what type of assessment we should carry out (upper quartile, frontier etc.) 

 what performance information we base the assessment on (historical, forecast or 

dynamic) 
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 whether we set commitment levels for annual or multi-year averages 

 whether we apply the assessments to individual measures or a basket of 

measures 

 whether we set common commitment levels for the performance commitments 

only or also set common penalties and rewards 

 whether there should be a time period before the common commitment applies (a 

glidepath) 

 whether there should be any adjustments for company-specific factors 

 

The seventh aspect of the comparative assessments is whether there should be any 

adjustments for company-specific factors. Any differences between England and 

Wales could be captured by such adjustments, if we conclude that adjustments for 

company-specific factors are appropriate. However, we would take into account that 

we consider stretching performance commitments are important to both Welsh and 

English customers. 

1.4 Stretching commitment levels for leakage 

With respect to leakage we discuss, in appendix 1, some ideas about how leakage 

performance commitment levels could be made more stretching. These include 

requiring companies to explain: whether the sustainable economic level of leakage 

(SELL) they are using when proposing their commitment levels takes account of 

projected future improvements in leakage reduction efficiency; whether the 

commitment levels take account of long-term expectations of the future value of 

water, the scope for water trading and the resilience of supplies; and why their 

leakage commitment level is appropriate in the context of comparative information on 

leakage per property per day or leakage per km of main per day. 

When considering companies’ proposed leakage commitment levels we expect to 

assess the extent to which companies have taken account of our PR19 methodology 

statement, the guidance on Water Resources Management Plans and the benefits of 

demand-side solutions, including whether companies have properly valued the 

greater future options that demand-side measures allow for. 

1.5 Areas that bespoke commitments should cover 

We are seeking views on whether there are particular areas that all companies 

should cover with their bespoke performance commitments, but without requiring a 

common performance commitment. An example might be performance commitments 

related to customers in circumstances that might make them vulnerable. Examples 
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of measures related to vulnerability are the reduction in the proportion of customers 

falling into arrears with their bills or the percentage of households eligible for a social 

tariff actually receiving a social tariff. We are also seeking views on whether, for such 

areas, we should require companies to report against common metrics, in addition to 

their bespoke performance commitments, as customers and stakeholders are likely 

to want to compare performance in these important areas. 

We also invite views on whether companies must propose performance 

commitments and ODIs that relate to each price control, such as water resources 

and bioresources. Our initial view is that performance commitments will be specific to 

particular price controls to ensure the revenue companies receive from customers 

under each price control is linked to service level commitments for that price control. 

Performance commitments specific to a price control also avoid the associated ODIs 

being used as a way of transferring revenue between price controls. We will consider 

performance commitments and ODIs that span more than one price control and 

invite views on how these could operate in practice. 

1.6 Guidance on bespoke performance commitments 

Our guidance on setting bespoke performance commitments at PR19 can promote 

more stretching targets. 

Using a wider evidence base, particularly a wider set of information on customer 

preferences, comparative performance information and forecasts of what delivery 

improvements companies should be able to make in the future with high levels of 

effort, should enable companies to set more stretching performance commitment 

levels. The wider evidence base and greater scope for judgment in setting 

performance commitments at PR19 means companies will need to engage with their 

customers on the factors they take into account and how they have balanced them 

when setting their bespoke performance commitments. The role of CCGs will be 

important in assuring how companies have engaged with their customers on this 

issue. 

On the costs side, it can be difficult for customers and CCGs to challenge a 

company’s estimate of its marginal or incremental cost2. We could require 

companies to provide more information to customers and CCGs about how they 

have calculated their marginal or incremental cost. We will consider if there is a way 

we could share information on the average or range of companies’ marginal and 

incremental costs to provide a tool for customers and CCGs to challenge companies’ 

                                            
2 Marginal cost is the change in cost associated with an additional unit produced. Incremental cost is 
the change in cost from a particular increment in production, which might be more than one unit. 
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on their marginal or incremental cost estimates. This might not be possible ahead of 

companies submitting their business plans. 

Companies should make sure that when citing affordability concerns in setting the 

levels of their bespoke performance commitments they have thoroughly considered 

whether their performance commitments could be more stretching within customers’ 

affordability constraints. 

1.7 Other ways of making performance commitments more 
stretching 

We would encourage companies to consider other ways in which performance 

commitments could be made more stretching at PR19, such as setting performance 

commitments for new, innovative measures which represent a genuine challenge to 

a company. Another example is a company developing a broad range of 

performance commitments which taken as a package represent a stretching 

challenge across a wide range of the company’s services and a number of price 

control areas. In addition, companies can set more stretching targets by allowing for 

fewer or no exceptions3 in their performance commitment definitions as this will 

encourage companies to reduce the impact on their services should such events 

occur. 

1.8 A new customer experience measure 

We are consulting on eight key questions related to the development of a new 

measure which could replace the Service Incentive Mechanism (SIM); see figure 7 

below. We want the new measure to really stretch companies in the quality of the 

customer service they provide. We also explore if we could measure the customer 

experience of the wider, full service provided. 

 

                                            
3 Some performance commitment definitions include exceptions, for example, for weather events or 
third party actions. 
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Figure 7 – key questions for a future customer experience measure 

 

Customer service is integral to the full breadth of services which water and 

wastewater companies provide. On both the wholesale and the retail side, it affects 

all customers who interact, in some way, with the business. Truly excellent customer 

service is therefore one of the pillars of establishing trust and confidence in the 

sector, and is important for the on-going legitimacy of the sector with customers.  

We want to build on the success to-date of SIM in driving greater customer focus 

and improved service; and we now want companies to go further. As part of this, we 

recognise that recent years have seen real changes and innovative developments in 

how people communicate, in how customers and companies interact with each 

other, in the provision of customer service across sectors, and in the ways in which 

the customer service experience is measured. This has often been enabled by 

technological and digital advances, and customer expectations have evolved 

accordingly. At the same time, there are customers who are unable or choose not to 

(fully) use digital channels, yet who should also receive excellent customer service 

that meets their needs and requirements. 
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In this context we want to consider how we understand, benchmark and measure 

customer service outcomes. This will allow us to ensure that our approach remains 

relevant, reflects customer behaviour and expectations, continues to incentivise 

better performance, and really stretches companies in the quality of the customer 

services they provide - for PR19 and beyond.  

We consider whether a new customer service measure should cover customers of 

the monopoly wholesale business other than end-users, such as developer services 

customers and retailers.  

We also consider if we could measure the customer experience with the full service, 

beyond customer service. We explore if this could also include measuring 

customers’ views towards their participation in the co-creation and co-delivery of 

services. 

Appendix 5 considers the future customer experience measure in detail. 

1.9 Summary of our proposals on making performance 
commitments more stretching 

We summarise our proposals on making performance commitments more stretching 

in the table below. We provide more detail on the stretching performance 

commitment proposals in ‘Appendix 1 – making performance commitments more 

stretching’ and ‘Appendix 5 – a new customer experience measure’. 

Table 1 – Our proposals on making performance commitments more stretching  

Proposal on stretching performance 

commitments 

Status 

1. We propose to assess companies’ 
provision and use of information as part 
of our risk based review (RBR) tests at 
PR19. 

We are inviting early views on this issue.  

We expect to consult on our risk based 
review tests in the July 2017 methodology 
consultation. 

2. We are consulting on a list of ten 
common performance commitments 
which we propose all companies will use 
based on standard definitions.  

We are inviting views on our proposed ten 
common performance commitments. 

We expect to set out our decision on the 
common performance commitments 
alongside the methodology consultation. 

We propose to consult on the definitions of 
the common performance commitments in 
the methodology consultation.  
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Proposal on stretching performance 

commitments 

Status 

3. We consider whether the common 
performance commitments should have 
in-period ODIs attached to them or 
whether this should be a decision for a 
company following engagement with its 
customers. 

We are inviting views on whether the 
common performance commitments should 
have in-period ODIs attached to them. 

We expect to set out our decision alongside 
the methodology consultation. 

4. We consider that we could apply 
stretching commitment levels based on 
comparative assessments to six of 
these common performance 
commitments. These six performance 
commitments are: water quality 
compliance, supply interruptions, 
internal sewer flooding, wastewater 
pollution incidents, mains water bursts 
and sewer collapses. 

We are inviting views on our proposal that 
we could apply stretching commitment 
levels based on comparative assessments 
to six common performance commitments. 

We expect to set out our decision on which 
common performance commitments we 
could apply comparative assessments to 
alongside the methodology consultation.  

 

5. As we might set common commitment 
levels for six common performance 
commitments we are consulting on how 
we could carry out comparative 
assessments for those six.     

We are inviting early views on this issue.  

We expect to consult on a preferred 
approach for comparative assessments in 
the methodology consultation. 

6. We discuss some ideas for how leakage 
performance commitments could be 
made more stretching.  

We are inviting early views on how leakage 
performance commitments could be made 
more stretching.  

We expect to consult on a preferred 
approach in the methodology consultation. 

7. We are seeking views on whether there 
are particular areas that all companies 
should cover with their bespoke 
performance commitments, but without 
requiring a common performance 
commitment. An example might be 
performance commitments related to 
customers in circumstances which might 
make them vulnerable.  

We are inviting early views on areas 
companies should cover with their bespoke 
performance commitments.  

We expect to consult on a preferred 
approach in the methodology consultation. 

8. We invite views on whether companies 
must propose performance 
commitments and ODIs that relate to 
each price control and whether they 
must be specific to each price control. 

We are inviting early views on whether 
companies must propose performance 
commitments and ODIs that relate to each 
price control and whether they must be 
specific to each price control.  

We expect to consult on a preferred 
approach in the methodology consultation. 

9. We discuss our guidance on setting 
bespoke performance commitments and 
how it can promote more stretching 
performance commitment levels. 

We are inviting early views on our guidance 
on setting bespoke performance 
commitments. 



A consultation on the outcomes framework for PR19 

22 

Proposal on stretching performance 

commitments 

Status 

We expect to consult on guidance for 
setting bespoke performance commitments 
in the methodology consultation. 

10. We are seeking views on 8 key 
questions related to the development of 
a new customer experience measure. 

We are inviting early views on the 
questions relating to a new customer 
experience measure. 

We expect to consult on a preferred option 
for (a) measure(s) in the methodology 
consultation. 
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2. More powerful outcome delivery incentives 

In our outcomes framework companies are incentivised to deliver their performance 

commitment levels and to outperform them through reputational and financial ODIs. 

A key benefit of reputational ODIs is that, by reporting on their performance to their 

customers and CCGs, companies are incentivised to deliver what matters for their 

customers. Financial ODIs further focus companies’ attention on delivering what 

matters for their customers and act as a balance to companies’ financing and cost 

efficiency incentives. Financial ODIs also enhance the reputational impact of ODIs. 

The recent in-period financial ODI draft determinations4, which attracted 

considerable media coverage, illustrated the power of financial ODIs to create 

reputational effects. 

Another benefit of financial ODIs is that they compensate customers for poor 

performance below companies’ stretching performance commitments. ODIs also 

provide a return for the additional risk a company has to take on and the additional 

effort it has to expend to deliver stretching levels of performance and 

outperformance against its commitments. 

Financial ODIs deliver benefits to customers, but the way in which they do this is not 

always obvious to customers. It became clear during PR14 that customers supported 

financial ODI rewards when the context was properly explained, such as the 

absence of rewards for stretching levels of service performance being likely to imply 

a higher cost of capital for companies and higher bills for customers. We explain this 

context in the introduction section above. 

At PR14 we and the sector were naturally cautious about how much company 

revenue would be put at risk through ODIs as the regime was new and untested and 

so we applied an aggregate cap and collar on companies’ ODIs of plus or minus two 

percentage points of the return on regulated equity. We are beginning to see the 

power of financial ODIs in driving companies’ improved service performance. We are 

therefore considering putting additional revenue at risk through ODIs at the next 

price review, to better align the interests of companies and their investors with 

customers. This is in addition to measures to enhance the reputational impact of 

ODIs. 

                                            
4 Draft determination of Anglian Water's in-period ODIs for 2015-16  
Draft determination of Severn Trent Water's in-period ODIs for 2015-16 
Draft determination of South West Water's in-period ODIs for 2015-16  

http://www.ofwat.gov.uk/consultation/draft-determination-anglian-waters-period-outcome-delivery-incentives-2015-16/
http://www.ofwat.gov.uk/consultation/draft-determination-severn-trents-period-outcome-delivery-incentives-2015-16/
http://www.ofwat.gov.uk/consultation/draft-determination-south-west-waters-period-outcome-delivery-incentives-2015-16/
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In this chapter we consider ways in which ODIs could be made more powerful at 

PR19. 

 We consider ways in which the reputational impact of ODIs could be enhanced. 

 We discuss the merits of in-period ODIs which are being consulted on through 

the consultation on licence modifications designed to give effect to our Water 

2020 policy decisions. We also discuss the merits of end-of-period ODIs being 

linked to revenue rather than the Regulatory Capital Value (RCV). 

 We are consulting on options for linking a larger proportion of companies’ 

revenues to their performance, such as removing the aggregate cap and collar 

and adopting industry-standard ODIs for the common performance commitments. 

 We consider the consequences for ODIs of a regulatory approach based on a 

variable cost of equity that is partly based on how stretching a company’s 

committed service levels are. 

We also consider the implications of more powerful ODIs. For example, how they 

might affect bill volatility. More powerful ODIs also have implications for the design of 

performance commitments such as performance commitments needing to be 

stretching. 

2.1 Enhancing the reputational impact of ODIs 

There is a strong reputational incentive for companies to achieve or outperform their 

performance commitment levels as they have to report their performance annually to 

their customers and CCGs who can challenge them on their performance5. 

Companies also submit annual performance reports to us each July. 

Making this performance information publicly available enables the direct 

accountability of companies to the water sector’s other regulators and stakeholders, 

who can and do use it to challenge companies on their performance. We understand 

that CCWater is working with CCG chairs to compare how well companies are 

reporting their performance and to compare good practice in CCGs’ approaches to 

commenting on company performance. 

Financial incentives can enhance the reputational impact of ODIs. The recent in-

period financial ODI draft determinations, which attracted considerable media 

coverage, illustrate the power of financial ODIs to create reputational effects. 

The Discover Water dashboard will also enhance the reputational impact of ODIs. It 

will do this by making information on companies’ performance relative to some of 

                                            
5 Companies currently have 212 reputational ODIs out of a total of 527. 
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their performance commitments easily accessible to customers, in addition to 

providing comparative performance information based on standard measures. 

Discover Water will develop over time with input from all its contributors – water 

companies, CCWater, regulators and government – with enhancements planned for 

summer 2017. We are strongly encouraging the next phase of development to take 

account of the reputational incentive of reporting on performance and comparative 

performance for driving improvements in the quality of service provided by 

companies. 

One of our strategic priorities is to further develop our toolkit to monitor the sector’s 

performance and its resilience. We have already taken measures to enhance the 

impact of reputational ODIs. We will be publishing information on companies’ 

performance against their commitments and a database which includes companies’ 

performance against all their commitments in mid-December. From July 2017 

companies will also have to report to us their performance on the sub-measures 

which underlie some of their performance commitments. 

We invite views on what further steps we should take to enhance the reputational 

impact of ODIs either ahead of or at PR19. Some of our stakeholders have 

suggested the greater use of league tables of performance to enhance the 

reputational impact of performance commitments. Another suggestion was that there 

could be a reputational prize for having the best package of performance 

commitments at PR19. Our proposals in chapter 4 and appendix 4 on increasing the 

transparency of performance commitments should also enhance the reputational 

impact of ODIs. 

2.2 The timing of ODI payments 

In-period ODIs (i.e. rewards and penalties that are paid between price reviews rather 

than at price reviews) make ODIs more powerful by bringing the rewards and 

penalties closer in time to the service performance that generated them. In-period 

ODIs also improve the accountability of companies to customers by requiring them to 

explain their performance and how it impacts on their bills more frequently. This may 

also enhance the reputational impacts of ODIs, as discussed above. They also 

require companies to compensate their customers for poor performance more 

quickly. 

We are consulting with the sector on a licence modification to allow for in-period 

ODIs. Having this licence condition in place will enable companies to engage with 

their customers on the appropriate balance between in-period and end-of period 

ODIs (those reconciled at price reviews) and we will expect companies to do this. 
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We will review the balance between in-period and end-of-period incentives in the 

risk-based review of business plans. 

There are similar reasons for end-of-period ODIs to be linked to revenue rather than 

adjustments to the Regulatory Capital Value (RCV). At present companies have 315 

financial ODIs of which 89 relate to adjustments to the RCV in whole or in part. The 

impact on the company of end-of-period rewards and penalties made through 

revenue adjustments is closer in time to the performance that generated it than 

adjustments to the RCV. Revenue adjustments are likely to provide a sharper 

incentive for companies to deliver their performance commitments to their 

customers. Adjustments to the RCV can take more than 20 years to have their full 

financial effect on a company. 

2.3 Linking a higher proportion of revenue to service 
performance through ODIs 

As discussed in the introduction investors in the water sector earn their return from 

different elements of the price control including the cost of capital, over- or under-

performance on financing costs, totex efficiency and the delivery of the outcomes 

that matter to customers. By linking a higher proportion of investors’ returns to 

financial ODIs we can encourage companies to focus on delivering the 

improvements to their services that customers want. 

There are various options for linking a higher proportion of company revenue to a 

company’s performance in delivering what matters to their customers. 

 We could remove the aggregate cap and collar which limits ODI rewards and 

penalties to plus or minus two percentage points of the return on regulated 

equity. 

 We could encourage companies to hit an overall range for rewards and penalties 

that was higher than the ranges for companies’ PR14 ODIs. We decided in the 

May 2016 Water 2020 publication that we would publish early indications on the 

range for efficient companies. 

 We could consider alternative approaches to setting rewards and penalties in our 

guidance for PR19, drawing on a wider set of information on customers’ 

preferences. 

 We could adopt industry-standard ODIs for the common performance 

commitments with powerful rewards and penalties. 

 We could encourage companies to increase the proportion of their ODIs with 

financial rewards. 

http://www.ofwat.gov.uk/wp-content/uploads/2015/12/pap_pos20150520w2020.pdf
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 We could consider changing the detailed design of ODIs, such as the use of 

deadbands, as this can affect the strength of ODIs. 

We discuss these options in more detail in appendix 2. 

2.4 The interaction of ODIs with a variable cost of equity based 
on service performance 

We consider, in appendix 2, the implications for ODIs of a regulatory approach 

based on a variable cost of equity that is partly based on how stretching a company’s 

committed performance levels are. We discussed the variable cost of equity 

approach in our recent cost of debt consultation. The approach overlaps to some 

extent with ODIs. The two could work together to increase the incentives on 

companies to focus on delivering what matters for their customers. Companies 

would need to calibrate their ODIs to take account of the variable cost of equity 

menu choices to achieve a powerful overall incentive package related to service 

delivery, if we were to adopt a variable cost of equity approach. 

2.5 Implications of more powerful ODIs for the design of 
performance commitments and ODIs 

If the reputational impact of ODIs is enhanced and a higher proportion of revenue is 

linked to ODIs, there are important implications for the design of performance 

commitments and ODIs to ensure they deliver benefits for customers and are 

legitimate for them. 

Some stakeholders have raised concerns that ODI rewards can lead to higher bills 

and that more powerful ODIs will exacerbate this. As explained in the introduction 

linking a higher proportion of revenue to ODIs could lead to lower bills than would 

otherwise be the case, while at the same time providing an incentive for frontier-

shifting service performance. It does this by changing the balance of how companies 

earn their return towards service delivery and away from other sources of return 

such as outperforming the cost of capital. Linking a higher proportion of revenue to 

ODIs should encourage companies to delivery improved service quality within a 

given bill affordability constraint. 

However, companies will still need to take account of vulnerability and affordability 

concerns. We are already encouraging companies, through our customer 

engagement policy statement, to improve their understanding of the needs and 

requirements of customers in circumstances that might make them vulnerable. We 

http://www.ofwat.gov.uk/consultation/cost-debt-consultation/
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are currently developing our policy on affordability for PR19 and we will consult on it 

in the methodology consultation. 

Linking a higher proportion of revenue to in-period ODIs could increase bill volatility 

as performance on in-period ODIs can have impacts on company revenue from year 

to year, whereas a fixed cost of capital remains the same regardless of how well a 

company is delivering its services. In our discussions with our stakeholders on in-

period ODIs we have emphasised the importance of bill smoothing to reflect 

customers’ preferences, where appropriate. Our proposed licence modification 

explicitly allows for in-period ODIs to be applied in a way which smooths the impact 

on customers’ bills. With more powerful ODIs companies will still have tools to 

smooth bills for their customers. 

With more powerful ODIs performance commitments will need to be stretching and 

both performance commitments and ODIs will need to be clearly defined. Companies 

will need to ensure their performance commitments closely reflect what their 

customers want. Good quality engagement on the rewards and penalties will 

become even more important. 

‘Gated’ ODIs could be used, where rewards on some ODIs are contingent on a 

company incurring no penalties on other ODIs, to strengthen the customer legitimacy 

of rewards. There are a number of potential drawbacks of ‘gated’ ODIs. For example, 

if a company was expecting to earn substantial rewards on most of its ODIs and was 

expecting to miss one performance commitment by a small amount it could cause 

the company to spend a large amount to achieve that performance commitment level 

even if it was inefficient to do so. In addition, if a company knew it was going to miss 

one performance commitment the ‘gated’ ODIs approach could result in it having no 

incentive to improve performance against its other performance commitments. Using 

a ‘gated’ ODI will change the risk profile for a company with more chance that a 

company will not earn rewards. This is likely to lead to a higher cost of capital being 

needed to compensate investors for the higher risk they would be bearing and higher 

bills for customers. We also discuss in appendix 2 whether ‘gated’ ODIs could be 

symmetric. 

2.6 Further work 

We are not consulting on any preferred options for increasing the power of ODIs at 

this stage because we want to consider the power of ODIs together with other price 

review incentives in the round in the methodology consultation. However, we invite 

stakeholders’ early views on these issues and we will feed them into our 

development of options for the methodology consultation. 
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2.7 Summary of our proposals for making ODIs more powerful 

We summarise our proposals on making ODIs more powerful in the table below. We 

provide more detail on the proposals in ‘Appendix 2 – making ODIs more powerful’. 

Table 2 – Our proposals for making ODIs more powerful  

Proposals for making ODIs more 

powerful 

Status 

1. We consider ways in which the 
reputational impact of ODIs could be 
enhanced 

We are inviting views on how the 
reputational impact of ODIs could be 
enhanced. 

We expect to set out our decision on any 
measures to enhance the reputational 
impact of ODIs alongside the methodology 
consultation. 

2. We are discussing with the sector a 
licence modification to allow in-period 
ODIs for all companies which will bring 
the rewards and penalties closer in time 
to the service performance that 
generated them. 

We are consulting on in-period ODIs 
through the section 13 licence modification 
consultation. 

We expect to consult on our methodology 
for in-period ODIs in the methodology 
consultation. 

3. We discuss the benefits of end-of-period 
ODIs (those reconciled at price reviews) 
being linked to revenue rather than 
adjustments to the Regulatory Capital 
Value (RCV) which take longer to have 
an impact on companies’ revenues. 

We are inviting early views on whether end-
of-period ODIs should be linked to revenue 
rather than the RCV. 

We expect to consult on a preferred 
approach in the methodology consultation. 

4. We discuss removing the aggregate cap 
and collar on ODIs which limit ODI 
rewards and penalties to two 
percentage points of return on regulated 
equity. 

We are inviting early views on whether we 
should remove the aggregate cap and 
collar for PR19. 

We expect to consult on a preferred 
approach in the methodology consultation. 

5. We could encourage efficient 
companies to hit an overall range for 
ODI rewards and penalties that was 
higher than the ranges companies 
proposed and agreed to at PR14. 

We decided in the May 2016 Water 2020 
publication that we would publish early 
indications on the outcomes return on 
regulated equity range. 

We will consult on the range in the 
methodology consultation. 

6. We consider alternative approaches to 
setting ODI rewards and penalties for 
PR19 drawing on a wider set of 
information on customer preferences. 

We are inviting early views on the approach 
to setting ODI rewards and penalties.  

We expect to consult on guidance for 
setting ODI rewards and penalties in the 
methodology consultation. 
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Proposals for making ODIs more 

powerful 

Status 

7. We could adopt industry-standard ODIs 
for the common performance 
commitments with powerful rewards and 
penalties. 

We are inviting early views on adopting 
industry-standard ODIs for the common 
performance commitments. 

We expect to consult on a preferred 
approach for industry-standard ODIs in the 
methodology consultation when we can 
consider all price review incentives in the 
round. 

8. We could encourage companies to 
increase the proportion of ODIs with 
financial rewards 

We are inviting early views on increasing 
the proportion of ODIs with financial 
rewards. 

We will consider further whether any 
guidance is needed on the proportion of 
ODIs with financial rewards. If we do take 
forward guidance on this issue we expect to 
consult on it in the methodology 
consultation. 

9. We consider the detailed design of ODIs 
such as the use of deadbands 

We are inviting early views on the detailed 
design of ODIs. 

We expect to consult on guidance on the 
detailed design of ODIs in the methodology 
consultation. 

10. We consider the implications for ODIs of 
an approach based on a variable cost of 
equity that is partly based on how 
stretching a company’s performance 
commitments are. 

We have already consulted on this issue 
through our consultation on the approach to 
the cost of debt for PR19 in September 
2016. 

We invite early views on how a variable 
cost of equity might interact with ODIs. 

We expect to consult on a preferred 
approach to incentives for high quality, 
ambitious and innovative business plans in 
the methodology consultation. 

11. We consider the implication of more 
powerful ODIs, for example, 
performance commitments will need to 
be stretching, clearly defined and 
closely reflect what their customers 
want. 

We are inviting early views on what 
changes might be needed to performance 
commitments and ODIs if we link more 
revenue to ODIs. Many of the options 
overlap with other options in this 
consultation such as our proposals for 
making performance commitments more 
stretching. 

We expect to consult on a preferred 
approach in the methodology consultation. 

12. We discuss whether ‘gated’ ODIs could 
be used, where rewards on some ODIs 
are contingent on a company incurring 
no penalties on other ODIs. 

We are inviting early views on the principle 
of ‘gated’ ODIs. 

We expect to consult on a preferred 
approach in the methodology consultation. 
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3. Better reflecting resilience in outcomes 

Resilient water and wastewater services are vital to current and future customers. 

Long-term resilience, alongside long-term affordability, is at the heart of what the 

sector needs to deliver. If approached in the right way these two areas should go 

hand in hand. 

The Water Act 2014 introduced a duty for us to further the resilience objective and 

there is a strong focus on resilience in the work we are doing across Ofwat. The 

Well-being of Future Generations (Wales) Act 2015 put in place seven well-being 

goals, including a resilient Wales6. In March 2016 Defra published its plans to 

enhance its policy framework to secure the long-term resilience of the water sector, 

helping to deliver a cleaner, healthier environment, benefiting people and the 

economy. We expect both these policy frameworks to be reflected in the respective 

Strategic Policy Statements of the Welsh and UK governments, with which we must 

act in accordance.  

We set up a Resilience Task and Finish Group in 2015 to consider several questions 

related to what resilience means for the wider water sector. The group defined 

resilience as: “Resilience is the ability to cope with, and recover from, disruption, and 

anticipate trends and variability in order to maintain services for people and protect 

the natural environment now and in the future.” Following the Group’s report we 

published “Towards resilience: how we will embed resilience in our work”. Our 

proposals for better reflecting resilience in the outcomes framework are part of our 

comprehensive approach to embedding resilience in PR19 that we are developing 

across our Water 2020 programme. 

In this chapter we cover a range of proposals which we consider will better reflect 

resilience within the outcomes framework at PR19. 

 We are consulting on whether there should be resilience planning principles to 

improve the line of sight between resilience risk assessments and business 

plans. 

 We reiterate that our customer engagement policy statement for PR19 

emphasises the importance of companies engaging with their customers on 

resilience. 

                                            
6 The resilience goal is that Wales is a nation which maintains and enhances a biodiverse natural 
environment with healthy functioning ecosystems that support social, economic and ecological 
resilience and the capacity to adapt to change (for example climate change). 

http://www.legislation.gov.uk/ukpga/2014/21/contents/enacted
http://gov.wales/docs/dsjlg/publications/150623-guide-to-the-fg-act-en.pdf
http://gov.wales/docs/dsjlg/publications/150623-guide-to-the-fg-act-en.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/504681/resilience-water-sector.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/504681/resilience-water-sector.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2015/12/rpt_com20151201resiliencetaskfinish.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2015/07/pap_pos20151210towardsresiliencerev.pdf
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 We have decided that companies’ five-year performance commitments for 2020-

25 should be supported by long-term projections for at least a further ten years, 

following consultation on this issue in May. 

 We are consulting on two options on resilience metrics. Our preferred approach 

is to review and adjust the definition of the common performance commitments 

so that they better reflect resilience and to encourage the sector to develop a 

common resilience metric or metrics. 

 We consider whether stronger ODIs could help support resilience. 

 In relation to asset health, we are consulting on expectations for how companies 

should address asset health at PR19; reporting requirements to provide clarity on 

companies’ asset health measures; and whether we should move towards more 

standardisation of companies’ approaches to asset health. 

These proposals are consistent with the approach we set out in Towards Resilience: 

that we will enable, incentivise and encourage water and wastewater service 

providers to step up to the challenge of making their systems and services resilient 

and responsive to customer, environmental and societal priorities. We also said in 

Towards Resilience that we will step in when and where we need to. 

3.1 Resilience planning principles 

We are inviting views on whether there should be resilience planning principles for 

PR19 and on the content of our draft principles. The principles are listed in appendix 

3. 

We are proposing resilience planning principles to provide clarity on our expectations 

on planning for resilience in the development of company business plans for PR19. 

The draft principles align with and build upon the work of the Resilience Task and 

Finish Group, the principles we published in Towards Resilience and our report in 

2012 ‘Resilience - outcomes focused regulation’. We have also taken account of 

respondents’ views to our Towards Resilience paper and the recent NEW-PIN study 

on long-run resilience in the energy and water sectors. 

The principles-based approach encourages companies to develop a thorough 

understanding of service risks and ensures a clear link between their resilience risk 

assessments and their business plans. The principles go wider than the outcomes 

framework, but as our approach to assessing the resilience of companies’ business 

plans is related to the development of the approach to outcomes for resilience, we 

considered it is appropriate to consult on the principles now as part of this outcomes 

consultation. 

http://webarchive.nationalarchives.gov.uk/20150624091829/https:/www.ofwat.gov.uk/sustainability/climatechange/adapt/rpt_com120503mottmacresil.pdf
http://www.sustainabilityfirst.org.uk/images/publications/new-pin/New-Pin_Long-run_resilience._Discussion_paper_-_FINAL.pdf
http://www.sustainabilityfirst.org.uk/images/publications/new-pin/New-Pin_Long-run_resilience._Discussion_paper_-_FINAL.pdf
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3.2 Customer engagement on resilience 

Our May 2016 customer engagement policy statement for PR19 emphasised the 

importance of companies engaging with their customers on resilience. We will 

assess the quality of a company’s customer engagement in the risk based review. 

In the customer engagement policy statement we also set out a number of questions 

CCGs should address in their reports to us at PR19. One of these questions was 

whether the company had effectively engaged with its customers on longer-term 

issues, including resilience, impacts on future bills and longer-term affordability. We 

are facilitating quarterly workshops with CCG chairs to enable the sharing of 

information, knowledge and good practice including on approaches to long-term 

issues. 

3.3 Long-term projections for performance commitments 

Following consultation in May we have decided that companies’ five-year 

performance commitments for 2020-25 should be supported by long-term projections 

for at least a further ten years. These projections will help encourage companies to 

consider their long-term ambitions and will help customers and stakeholders engage 

on longer-term issues. We also expect that companies’ outcomes will be focussed 

on the long-term. This approach supports our expectation that companies put their 

five-year business plans in a genuinely long-term context at PR19. We will assess 

how well companies have done this at the PR19 risk based review by, for example, 

taking account of the quality of the evidence provided on longer-term planning, the 

customer engagement on this planning and the alignment between the business plan 

and longer-term planning.  

We are open to companies proposing longer-term performance commitments with a 

default assumption they will remain unchanged beyond five years and longer-term 

ODIs in relation to some or all of their longer-term performance commitments. This 

could include direct procurement schemes that go beyond a single price review 

where appropriate. 

3.4 Resilience metrics 

We consider common metrics on resilience are important so that customers can 

understand the level of resilience they receive compared with customers in other 

areas. The Resilience Task and Finish Group highlighted the need to develop 
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resilience metrics and standards as did the responses to our July 2015 resilience 

consultation. 

We are consulting on two options on resilience metrics (see appendix 3). Our 

preferred approach is to review and adjust the definition of the common performance 

commitments so that they better reflect resilience and to encourage the sector to 

develop a common resilience metric or metrics. 

There are several current initiatives to develop resilience metrics. 

 The Environment Agency is considering resilience metrics for inclusion in its 

Environmental Performance Assessment (EPA). 

 The Water and Wastewater Resilience Action Group (WWRAG)7 is setting up a 

resilience metrics group to deliver advice on resilience metrics to the WWRAG by 

March 2017. 

 UK Water Industry Research (UKWIR) has just started a project to consider 

resilience metrics. 

 The National Infrastructure Commission (NIC) has commissioned some work on 

resilience metrics. 

We will review the work of these groups and determine what resilience metric or 

metrics should be included for consultation in the PR19 methodology consultation. 

At this stage we are not proposing particular resilience metrics, but some examples 

suggested by our stakeholders are: percentage of water treatment works at risk from 

flooding that have protection in place; percentage of customers with more than one 

source of supply; and percentage of households served on a tariff or financial 

incentive scheme that rewards water saving. 

We plan to hold a resilience event in March/April 2017 to bring together current 

thinking about resilience across the sector. This event will provide a valuable 

opportunity to share approaches, learning and expectations related to resilience and 

to share information from the groups developing resilience metrics. We also propose 

to set out our expectations related to how companies should consider, consult on 

and assess resilience for PR19 ahead of our consultation on the price review 

methodology. These expectations will take into account comments on the resilience 

principles we are proposing in this consultation and will inform our methodology 

consultation for PR19. 

                                            
7 WWRAG includes members from water companies, Ofwat, environmental non-governmental 
organisations, CCWater and academics.  

http://www.ofwat.gov.uk/wp-content/uploads/2015/09/pap_con20150708resilence.pdf
http://www.ofwat.gov.uk/wp-content/uploads/2015/09/pap_con20150708resilence.pdf
http://www.water.org.uk/news-water-uk/latest-news/water-uk-commence-work-water-and-wastewater-resilience-action-group
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Our proposals on comparative performance information should make information on 

existing resilience metrics, such as supply interruptions and internal sewer flooding, 

more easily available so that customers and CCGs can challenge the stretch in 

companies’ proposed performance commitments. 

3.5 Stronger ODIs to support resilience 

We are considering whether stronger ODIs could help support resilience. For 

example, aligning penalties to evidence on customer willingness to pay to avoid 

failures on existing performance commitments, such as supply interruptions, could 

incentivise companies to invest to avoid high-impact, low-frequency events. We note 

the work led by Water UK on the water resources long-term planning framework, 

which identified a central estimate of household willingness to pay of £80 per year 

per avoided day of interruption per year from emergency drought orders8. This type 

of information can be used to calibrate penalties.  

3.6 Improvements to our approach to asset health 

A key area of network and service resilience is asset health. While customers care 

about service performance, we think there is a strong case for asset health 

outcomes and performance commitments to give customers confidence that assets 

are being maintained appropriately for the benefit of current and future generations.  

We are proposing two common performance commitments on asset health for PR19: 

water mains bursts and sewer collapses, as discussed in chapter 1.  

We are proposing draft expectations for how companies address asset health for 

PR19 in appendix 3, which aim to improve the information customers, CCGs and 

other stakeholders have on asset health. The expectations include companies 

clearly presenting their approach to asset health in their business plans, engaging 

with their customers and CCGs on how their asset health measures protect current 

and future customers and ensuring their asset health performance commitments are 

easy to understand. The expectations should encourage companies to set 

appropriate asset health performance commitments and give customers, CCGs and 

us more information with which to challenge them. 

We are proposing to improve transparency about asset health performance 

commitments at PR19. Our proposed reporting requirements are detailed in 

                                            
8 Emergency drought orders are the most severe type of restrictions on household water use and 
imply the use of standpipes and / or rota cuts. 

http://www.water.org.uk/water-resources-long-term-planning-framework
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appendix 3. They include companies providing clarity on their asset health measure 

definitions, information on past performance on the measures and information on 

any aggregation rules to be used for an asset health basket measure. Transparency 

around asset health performance commitments is particularly important in the 

context where companies might be asking for additional resilience expenditure at 

PR19. This improved transparency would give customers, CCGs and us greater 

clarity on companies’ asset health proposals enabling them to challenge and 

scrutinise companies’ proposals more effectively. It will also enable customers, 

CCGs and us to check that customers are not being asked to pay for additional 

resilience expenditure in cases when it should be included as a part of maintaining 

good asset health. 

We invite views on whether we should move towards some standardisation or full 

standardisation of companies’ approaches to performance commitments and ODIs 

on asset health. Some of our stakeholders supported partial standardisation at the 

outcomes workshop in June 2016. We make some suggestions for how asset health 

could be partially of fully standardised in appendix 3. 

Partial standardisation of the approach to asset health fits with the key themes of this 

consultation around making performance commitments more stretching including 

through comparative information, embedding resilience fully in the outcomes 

framework and making performance commitments more transparent. It fits with the 

idea that customers should be better able to compare past and future company 

performance so that they can be clear what service performance they are being 

asked to pay for in the future. Partial standardisation still allows scope for companies 

to be innovative in their approaches to asset health and reflect their engagement 

with their customers and local stakeholders. We invite views on whether we should 

introduce more standardisation for asset health at PR19 and whether any differences 

are needed between Wales and England. 

In relation to asset health ODIs, we invite views on when rewards for stretching 

levels of outperformance might be appropriate. At PR14, most asset health ODIs 

were penalty-based with rewards in only a small number of cases for measures 

which more directly affected customers, such as water discolouration. There might 

be a case for rewards for companies reaching their stretching asset health 

performance commitments more quickly than planned. 
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3.7 Summary of our proposals for better reflecting resilience in 
outcomes 

We summarise our proposals on better reflecting resilience in outcomes in the table 

below. We provide more detail on the proposals in ‘Appendix 3 – better reflecting 

resilience in outcomes’. 

Table 3 – Our proposals for better reflecting resilience in outcomes 

Proposals for better reflecting resilience 

in outcomes 

Status 

1. Our preferred approach is that there 
should be resilience planning principles 
for PR19. We propose some draft 
principles. (The draft principles go wider 
than the outcomes framework). 

We are consulting on resilience planning 
principles for PR19 and the contents of 
those principles. 

We expect to consult on our wider 
approach to resilience in the methodology 
consultation. 

2. Our May 2016 customer engagement 
policy statement emphasised the 
importance of companies engaging with 
their customers on resilience. CCGs will 
report at PR19 on how effectively 
companies have engaged with their 
customers on longer-term issues, 
including resilience. We will assess the 
quality of a company’s customer 
engagement in the risk based review.  

Decision made in the May 2016 customer 
engagement policy statement. 

3. We have decided that companies’ five-
year performance commitments for 
2020-25 should be supported by long-
term projections for at least a further ten 
years. 

This is our decision following consultation in 
May. 

4. We are consulting on two options on 
resilience metrics. Our preferred 
approach is to ensure that the 
definitions of the common performance 
commitments and ODIs better reflect 
resilience and to encourage the 
development of resilience metrics. 

We invite early views on resilience metrics.  

We expect to consult on the definitions of 
the common performance commitments 
and a preferred approach to resilience 
metrics in the methodology consultation. 

5. We are proposing to introduce asset 
health expectations for PR19, which 
would improve the information 
customers, CCGs and other 
stakeholders have on asset health 
performance commitments and ODIs. 

We are consulting on our preferred 
approach to asset health expectations. 

We expect to set out our decision alongside 
the methodology consultation. 
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Proposals for better reflecting resilience 

in outcomes 

Status 

6. We are proposing reporting 
requirements to require companies to 
provide more clarity on their approaches 
to asset health such as what the asset 
health sub-measures are, their 
definitions and the aggregation rules for 
any basket measures used. 

We are consulting on our preferred 
approach to asset health reporting 
requirements. 

We expect to set out our decision alongside 
the methodology consultation. 

7. We discuss whether we should move 
towards some standardisation or full 
standardisation of companies’ 
approaches to asset health. 

We invite early views on whether we should 
move to a more standardised approach to 
asset health for PR19. 

We will consult on a preferred approach to 
standardisation of asset health in the 
methodology consultation, should we 
consider a move towards more 
standardisation is appropriate. 

8. We consider when ODI rewards might 
be appropriate for asset health 
performance commitments. 

We invite early views on when ODI rewards 
might be appropriate for asset health 
performance commitments. 

We will consult on any preferred approach 
in the methodology consultation. 

Our proposals elsewhere in this consultation on comparative information and stronger 
ODIs should help support better reflecting resilience in outcomes. 
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4. Making performance commitments more 
transparent to customers 

The outcomes framework and its associated performance commitments are one of 

the most customer-facing elements of the price review. For the engagement process 

to be effective it is important that outcomes, and the performance commitments that 

support them, should be easy for customers and other stakeholders to understand 

and that the performance commitments relate clearly to the outcomes companies are 

pursuing. 

More transparent performance commitments will increase the reputational incentive 

on companies to improve their performance (see chapter 2), as customers and 

CCGs can more easily challenge companies about their performance when their 

performance commitments are easy to understand. Effective dissemination of 

companies’ performance information will also increase the reputational impact of 

performance commitments. We propose to assess the transparency of companies’ 

performance commitments and companies’ approaches to disseminating information 

on their performance as part of our risk based review. 

We are consulting on a range of proposals to promote more transparent 

performance commitments at PR19: 

 principles to make performance commitments easier to understand; 

 making performance commitments easier to understand through reporting 

requirements on the sub-measures that underlie some performance 

commitments; 

 encouraging companies to explain in their business plans how they will 

disseminate their performance information to ensure it is visible to customers, 

CCGs and other stakeholders; and 

 making performance commitments more focussed on customers’ preferred 

outcomes, through reviewing the approach to scheme-specific performance 

commitments. 

4.1 Principles to make performance commitments easier to 
understand  

We strongly encourage companies to make their performance commitments 

definitions as clear and easy to understand as possible. We invite views on our 

proposed principles to guide companies when defining their performance 
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commitments, specifically that the definitions should be clear, unambiguous, 

complete and concise (see appendix 4). 

4.2 Making performance commitments easier to understand 
through reporting requirements on sub-measures 

A number of the existing performance commitments are composite measures based 

on performance across a number of underlying sub-measures. The use of sub-

measures can make them less transparent to customers, CCGs and other 

stakeholders, particularly if there is limited information on what the sub-measures 

are. We recognise that good presentation of composite measures, perhaps using 

digital presentations to allow customers to click through to the sub-measures, can 

make them more accessible. We are proposing reporting requirements for all sub-

measures at PR19 including clarity on what the sub-measures are and their 

definitions (see appendix 4). 

4.3 Disseminating performance information effectively 

We strongly encourage companies to explain in their business plans how they will 

disseminate their performance information during the next price control period to 

ensure it is visible to customers, CCGs and other stakeholders. We would expect 

companies’ proposed approaches to take account of new communication channels 

and tools, a recent example being the Discover Water dashboard. 

4.4 Making performance commitments more focussed on 
customers’ preferred outcomes, through reviewing the 
approach to scheme-specific performance commitments 

We have reviewed the use of scheme-specific performance commitments as some 

stakeholders have questioned whether performance commitments that relate directly 

to the delivery of a particular scheme are in the spirit of outcomes, as customers 

care more about the services they receive than the delivery of specific schemes. 

We propose circumstances in which scheme-specific performance commitments 

might and might not be appropriate and invite views on our suggested approach (see 

appendix 4). For example, there might be a case for a scheme-specific performance 

commitment for a scheme with a delivery time beyond 2025, which delivers inter-

generational benefits to customers which would be hard to capture in the companies’ 

customer- or environmentally-focussed performance commitments. 
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We also review the process for the development of the scheme-specific performance 

commitments and ODIs, which were developed relatively late at PR14. We propose 

some process improvements including companies engaging early with their 

customers and CCGs on any scheme-specific performance commitments. 

4.5 Summary of our proposals for making performance 
commitments more transparent for customers 

We summarise our proposals for making performance commitments more 

transparent for customers in the table below. We provide more detail on the 

proposals in ‘Appendix 4 – making performance commitments more transparent for 

customers’. 

Table 4 – Our proposals for making performance commitments more transparent for 

customers 

Proposals for making performance 

commitments more transparent for 

customers 

Status 

1. We propose a set of principles which 
can help companies make their 
performance commitments easier to 
understand (their performance 
commitments should be clear, 
unambiguous, complete and concise)  

We are consulting on our proposed 
principles for making performance 
commitments easier to understand. 

We expect to confirm our approach 
alongside the methodology consultation. 

2. We are proposing reporting 
requirements for all performance 
commitment sub-measures that 
companies use at PR19, including 
clarity on what the sub-measures are, 
their definitions and the targets that 
relate to them. 

 

We are already introducing reporting 
requirements for all existing performance 
commitment sub-measures for the 2017 
annual performance reports. 

We are consulting on our proposed 
reporting requirements for performance 
commitment sub-measures at PR19. 

We expect to confirm our approach 
alongside the methodology consultation. 

3. We are encouraging companies to 
explain in their business plans how they 
will disseminate their performance 
information during the next price control 
period to ensure it is visible to 
customers, CCGs and other 
stakeholders. We propose to assess this 
in the risk based review. 

We are inviting early views on this issue. 

We expect to consult on our risk based 
review tests in the methodology 
consultation. 

4. We propose circumstances in which 
scheme-specific performance 

We invite early views on the issue of in 
which circumstances scheme-specific 
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Proposals for making performance 

commitments more transparent for 

customers 

Status 

commitments might and might not be 
appropriate. 

performance commitments might and might 
not be appropriate. 

We expect to consult on a preferred 
approach in the methodology consultation. 

5. We propose some process 
improvements for the development of 
the scheme-specific performance 
commitments and ODIs, including early 
engagement with customers and CCGs 
on any scheme-specific performance 
commitments. 

We invite early views on the process for the 
development of scheme-specific 
performance commitments. 

We expect to consult on a preferred 
approach in the methodology consultation. 
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Consultation questions 

We invite stakeholders’ views on the specific questions below and any of the issues 

we raise in this document. More context for the questions is provided in the 

appendices to this consultation. 

Consultation questions 

 

Making performance commitments more stretching 

 

Q1: What is your view on the use of improved information, including comparative 

performance information, to make performance commitments more stretching? 

 

Q2: What is your view on the common performance commitments we are 

suggesting for PR19? 

  

Q3: What is your view on how we might apply comparative assessments at PR19? 

 

Q4: To what extent do you agree with our proposed approach to leakage 

performance commitments for PR19? 
 
Q5: What factors should we take into account in our guidance on setting 

performance levels for bespoke performance commitments at PR19? 

 

Q6: What is your view on our development of a new customer experience measure 

for PR19? 

 

More powerful outcome delivery incentives 

 

Q7: What is your view on the options for increasing the power of reputational and 

financial ODIs at PR19? 

 

Better reflecting resilience in outcomes 

 

Q8: What is your view on our proposals for better reflecting resilience within the 

outcomes framework? 

 

Q9: What is your view on the options and our preferred approach to asset health 

outcomes? 

 

Making performance commitments more transparent 

 

Q10: To what extent do you agree with our proposals for making performance 

commitments more transparent for customers? 
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Next steps 

This consultation is a significant step in developing our outcomes policy for PR19. 

We will consider the responses to this consultation in forming our proposals for the 

PR19 methodology consultation in July 2017. 

In relation to outcomes we expect the methodology consultation to develop the 

themes in this consultation. 

 Making performance commitments more stretching. 

 More powerful outcome delivery incentives. 

 Better reflecting resilience in outcomes. 

 Making performance commitments more transparent to customers. 

We will be able to consider these issues in the round alongside the other elements of 

PR19, such as cost assessment and risk and reward, in the methodology 

consultation. 

The methodology consultation will be followed by publication of our PR19 

methodology statement in December 2017. 
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