Good afternoon ladies and gentlemen, I’m Steve Mogford, Chief Executive of
United Utilities, and I’d like to welcome you to this afternoon’s presentation.
You will no doubt have seen that yesterday, Ofwat published its final methodology
for the 2019 price review, or PR19, in which it sets out its expectations and
requirements for companies preparing their business plans to meet the needs of
customers from 2020 to 2025 and beyond. This represents a further evolution of
Ofwat’s Water 2020 framework and the PR19 methodology consultation published
earlier this year. In today’s presentation we will discuss some of the detail
incorporated in the methodology and how our overall strategy for United Utilities
is aligned to the direction of travel set out by Ofwat.
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Joining me on the call today, is Russ Houlden, our Chief Financial Officer and James Bullock our
Director of Economic Regulation. We also have Steve Fraser, our Chief Operating Officer and Lou
Beardmore, our Customer Service Director joining us on the line from our Head Office in
Warrington.
In terms of the agenda this morning, I will give an overview of the methodology before discussing
in more detail the four key themes that underpin Ofwat’s approach and how we are embracing
these themes. I then want to talk about the areas in which we are able to outperform in AMP7;
ODIs, totex, the retail price control and financing before summarising and finishing off with any
questions that you might have.

We have been actively engaged in the development of Ofwat’s approach to PR19, contributing across the full range of
working groups and providing detailed proposals in key areas. Whilst we recognise that the methodology published
yesterday seeks to establish a challenging benchmark, it also presents opportunities. Our strong track record of
operational performance and service delivery, leading environmental performance, innovative approaches to
customer service and recognised strengths in transparency and reporting provide a strong underpin for our business
plan and give us a great launch platform to exploit the opportunities that AMP7 will represent.
We welcome the developments in the methodology to take a more balanced view of expected target performance
levels. Whilst still stretching, we believe it more appropriate that companies are targeted to achieve the forecast
upper quartile performance level for each year of the price control period, rather than applying 2024/25 upper
quartile forecast performance from 2020/21 onwards.
We recognise that requirements for overall returns are lower now than they have been historically and that this is
reflected in the indicative cost of capital of 2.4 per cent. The reduction in the cost of capital was well signalled.
PR19 is focusing on four key themes to benefit customers; great customer service, affordable bills, innovation and
resilience. These are not new for us in the way that we run our business and have been areas of focus for us for some
time. Indeed, in many of these areas we are a leader in the industry and already have plans in place to build on this in
AMP7 and beyond.
The PR19 methodology that we now have represents an evolution of the framework adopted at PR14 in which many
new aspects of water regulation were adopted for the first time. Ofwat is clear on its intention to introduce more
powerful outcome delivery incentives and we welcome the drive for greater consistency and harmonised performance
measurement methodologies in this area.
And on financing, we have been a leader in the sector in CPI based financing in response to Ofwat's decision to
transition away from the RPI measure of inflation.
On totex, we have taken a constructive approach and have provided analysis from third parties to help demonstrate
how totex models can be designed to better represent genuine cost drivers and have presented this to the industry
and Ofwat through working groups and the available consultation channels. We are hopeful that this work will be
helpful in reducing discussion about model inadequacies as we continue through the price review process.

And finally, we welcome many of the developments in the household retail price control, especially the proposed
move away from the average cost to serve model to the use of econometric models allowing for the recognition of key
drivers, such as bill size and deprivation, when assessing efficient retail cost.
I’ll now take you through Ofwat’s four key themes in more detail starting with great customer service.

When it comes to customer satisfaction, we are a company on the move, and with the opportunity
to achieve increased outperformance payments at PR19, our rate of progress to date puts us in a
good position to exploit those opportunities.
Since I joined the company seven years ago, we have set about changing the culture of the
business to one that is customer led. I am proud of the enormous progress that we have made,
with us now a leader among our peers, and we continue to deliver sustained year on year
improvement.
!gainst Ofwat’s qualitative SIM measure, we have made continual improvements in each of the
last three years and have been the leading listed company for the last two years. This is an
important achievement given that we believe this measure to be a good indicator of performance
under the proposed new customer experience measures to be introduced in AMP7, that will
continue to include surveys with those customers that have contacted their company.
This improved picture against the qualitative SIM measure is supplemented by our strong
performance against Ofwat’s quantitative SIM measure. !gainst this measure we are currently first
out of the seven water and wastewater companies that share their data and have been cited by
CCWater at the mid year point as the company with the biggest reduction in CCWater direct
referrals for complaints. Access to the enhanced financial payments available for customer
satisfaction in AMP7 will be contingent upon satisfactory performance against customer
complaints and therefore this area of strength for us will continue to be important.

Ofwat’s customer satisfaction metrics in !MP7 will depend much more on general customer
sentiment and so the level of external recognition we receive bodes well in terms of how the
United Utilities brand is perceived.
We recognise great customer service to be relative to other companies within the water industry
and also relative to the high standards of service that customers receive from other sectors. There
is an expectation that companies should have a greater understanding of what customers want
and need, and that customers should be active participants in the services that they receive and in
setting suitably stretching and challenging targets.
Relative to other sectors, our quarterly customer survey continues to show us up there with John
Lewis and Marks and Spencer in terms of positive disposition toward us, and our suite of awards,
as shown on this slide, helps showcase our innovation, service and capability in customer service.
Particularly pleasing is that many of the awards that we are winning or shortlisted for are cross
sector, recognising great performance not just as a company in the water sector, but across service
providers from all sectors.

Our digital transformation has gathered pace over the last three years, offering customers the
ability to effectively interact with us using their preferred channel of choice. We have a sector
leading 750,000 customers registered for digital account management, with 43 per cent of
inbound contacts using digital and self-service channels. We are one of the first companies to have
a fully functional, interactive App allowing customers to submit a photograph meter reading and
make instant payments along with other functionality, facilitating effective and instant
communication.
We are gaining insight from customers so that they are at the heart of our plan and so that we
prioritise our service offering to meet their needs. This includes analysis of customer contacts,
ongoing and frequent research and bespoke engagement, including our November publication
consulting customers on business plan priorities. We are continuing this engagement right through
to next year to ensure we propose a plan that is driven by customer preferences.

Our average bills are expected to reduce in real terms over the ten year period out to 2020 and our
wide range of award winning affordability schemes help those customers who are struggling to
pay. Through our efforts to reach out to this community, we have doubled the number of
customers we are supporting through assistance schemes compared with our original business
plan and we now expect the number of customers receiving support to exceed 100,000 by the end
of the next financial year.
As you can see, our approach to vulnerability and affordability is leading the way for the industry.
We have set up an ‘Independent !ffordability and Vulnerability Customer !dvisory Panel’ - the first
company to do this, and ahead of the curve in light of Ofwat indicating in yesterday’s methodology
that it is considering appointing an independent advisory panel to assess how well companies are
serving vulnerable customers. We have also published a Vulnerability and Affordability Report, the
first in what we intend to be an annual review of our progress in providing help to those who need
it most and we are the first in the industry to do so.
And on the 15th January, we are hosting the first ever North West Affordability summit in Liverpool,
engaging with many of our stakeholders including customers, MPs and the money advice
community. We are grateful for the support of Angela Eagle, MP and Baron John Bird, founder of
the Big Issue, who will help facilitate dynamic discussion to make a real difference to the
customers in our region.

Delivering bills that are affordable for all whilst also identifying and supporting those customers in
circumstances that make them vulnerable is vital, particularly in our region of high deprivation.
Our Priority Services scheme offers tailored support for customers suffering health, mental or
affordability difficulty. This innovative scheme is frontier in our sector and we have 45,000
customers registered for the service. The success of this scheme has led to us being asked to lead
for our sector in developing a multi utility approach to Priority Services.
Another one of our award winning affordability schemes is our Town Action Plan which engages
with customers face-to-face in our most deprived areas. Through this, we will have engaged with
42,000 customers with 42 per cent having a successful outcome – of those customers that sign up
to a payment plan as a result of our visit, around 70 per cent remain on the plan 12 months later.

Innovation is one of our core values underpinning the cultural framework within which we operate. The framework for
!MP7 means that companies that innovate can prosper while those that don’t will find life challenging - we firmly
believe that we are in the first category.
Five years ago, we appointed a ‘Director of Curiosity’ to search for innovative practices being utilised across different
sectors around the world and investigate how they can be applied in our own business. This approach, and
management’s experience from other industries, initiated the development of our innovative Systems Thinking
operating concept.
Through Systems Thinking, we think of our entire network as a system, and using our integrated control centre, we
are able to optimise cost and service performance, as well as encourage a proactive, rather than reactive, culture. This
approach improves efficiency and resilience and is delivering £100 million of savings built into our business plan for
the current regulatory period.
You will hear many others in the industry talking about how they are evaluating the use of certain technologies in their
businesses, such as drones, and acoustic logging and satellite imaging for leak detection. We are beyond the
evaluation stage and are well advanced in exploiting these technologies where it is efficient to do so, along with other
examples such as sensing, software robotics and machine learning. This capability, integral to our Systems Thinking
approach, is leading in the sector, and furthermore, is laying the foundations for the innovations we will apply in the
next regulatory period as we look to further harness the use of technology and robotics.
We have recently created our Innovation Centre - a physical space where innovative ideas can be developed in a
conducive environment. It is a place where our employees can work on solving problems using the best, innovative
techniques, blending technology, data and digital solutions.
It is also the place where suppliers can work with us to try out their ideas. We launched an Innovation Lab, where
suppliers co-locate with us and are given access to our data and assets to facilitate two-way interactions. This enables
the rapid prototyping of breakthrough technologies before implementation on a larger scale.
This approach is the first of its kind in the water industry and we have already had applications from 80 suppliers from
around the world, over two thirds of which are from innovators who have never worked with us before.
Our approach to innovation is not restricted to the wholesale business - we have successfully implemented a number
of innovations in our customer service offering many of which are setting new benchmarks for the sector. We have
plans in place to deliver further initiatives in this area, harnessing the opportunity for co-design with customers where
appropriate.

We face resilience challenges across our business in systems, finance and skills, as well as in customer and stakeholder
expectations for a reliable, wholesome water supply and good environmental management. We have been at the
forefront of managing record-breaking extremes of weather over the last few years. This has actively tested our
resilience and our response and recovery capabilities and we have learnt a great deal from these experiences, already
making significant progress in enhancing our resilience. Our Systems Thinking approach, along with targeted risk
based investment on our water treatment works, is significantly improving the reliability of our systems and the
resilience of our services to customers.
In May, we announced that we would be using our outperformance against the current regulatory contract to invest
an additional £100 million over the course of AMP6, aimed at improving resilience for the benefit of customers. We
are taking a leading position in operational resilience and sharing best practice with the rest of the industry.
Delivering the level of resilience now expected by customers, in light of pressures from a changing climate, growing
population, ageing infrastructure and market competition, is likely to lead to us putting proposals forward in our PR19
business plan to ensure the ongoing resilience of key population centres both in our region and nationally.
We will likely include proposals for a scheme to enhance the resilience of the Manchester area, building on the work
done in AMP6 on our Haweswater Aqueduct that supplies the city of Manchester and the Pennines. We are currently
engaging customers to understand their preferences for options and we are working with Ofwat to determine if such a
scheme would be an appropriate candidate for direct procurement.
On a national level, our plans will likely build on those that we first presented as part of PR14 to work with Severn
Trent and Thames to develop an approach to national water trading to enhance resilience in the south of the country,
helping mitigate the impact of climate change.
The need for resilience is not restricted to the resilience of our assets and the service that we provide. Our financial
and corporate resilience is secured through our clearly articulated financial risk management policies, an appropriate
level of gearing and our adherence to very high standards of corporate governance.
In Ofwat’s recent ‘Company Monitoring Framework’ report, in which it assesses the evidence that companies are
meeting the high standards of assurance that stakeholders expect, we retained our ‘self assurance’ status, one of only
three companies to have achieved this top category. This is particularly pleasing as Ofwat has expressly stated that this
categorisation will count towards its risk based review for PR19.
I now want to talk about the opportunities for outperformance in AMP7 starting with performance commitments and
ODIs.

The PR19 methodology is more demanding on companies through more stretching outcome
performance commitments. However, with more powerful outcome delivery incentives, or ODIs,
the opportunity to earn returns above the base position through strong operational performance
is increased with the flipside that poorly operated companies will be subject to increased
underperformance penalties. This has been achieved through the removal of the cap of plus or
minus 2 per cent of the return on regulated equity that is currently in place and also through
enhanced outperformance payment rates for significant outperformance and higher
underperformance penalty rates for very poor performance.
We are pleased that the methodology has evolved from the consultation earlier this year such that
Ofwat is now challenging companies to achieve the forecast upper quartile performance level for
each year of the price control period, rather than applying forecast 2024/25 upper quartile
performance from 2020/21 onwards. We consider this to be a more balanced view that is more
reflective of the overall risk and return.
In our recent half year results presentation, we showed an example of the lack of consistency in
company specific ODIs in the current regulatory period and, that for this reason, ODIs are not
currently a proxy for operational efficiency. We welcome Ofwat’s drive for consistency through
further development of the ODI framework. With 14 common performance commitments and
with the reset of incentives and greater harmonisation of performance measure methodologies,
we are confident that cross company comparisons will be more relevant in AMP7.

This slide shows the 14 common performance commitments confirmed in the final
methodology.
For many of these measures, there is not yet a complete data set across the industry to be able
to accurately compare performance and so industry is working on a number of horizontal
audits to drive for greater consistency in data and measurement for these metrics. Until there
is further clarity as to how these measures will be defined and we have greater alignment
across the industry, we believe it is impossible for any company to confidently predict its ODI
performance in AMP7. However, as we showed in our half year results, our underlying
operational performance is strong with us achieving upper quartile performance against many
metrics and we would therefore hope that this is reflected in our ODI performance in AMP7.

Our final determination represented a challenge to achieve upper quartile efficiency through the
delivery of around £600 million of savings against our plan. We have found these savings through
sustainable cost reduction measures across the business and improved contractor pricing,
particularly on our capital projects, and this level of efficiency forms the baseline for our PR19
plan. The slide gives more detail of one example of how we are achieving this through the
implementation of Design for Manufacture and Assembly techniques that is saving us 10 per cent
over traditional construction costs.
Other efficiencies are driven by our Systems Thinking operating concept with scope for further
application in the next regulatory period.
You will recall that there was some criticism of Ofwat’s wholesale econometric models for PR14
and so we have taken a constructive approach in providing analysis from third parties to help
demonstrate how totex models can be designed to better represent genuine cost drivers. We have
presented this to the industry and Ofwat through working groups and the available consultation
channels and are hopeful that this work will be helpful in reducing discussion about model
inadequacies in the forthcoming price review.

This slide shows Ofwat’s cost sharing rates, updated from those presented in the draft
methodology with a view to better incentivise companies, better protect customers and mitigate
perceived risks around gaming. Efficient business plans will be able to retain a larger proportion of
any outperformance on costs, while inefficient business plans will retain a lower proportion of
outperformance.
With greater visibility of the cost models, we will have a clearer idea of how our view of totex
compares with Ofwat’s, and Ofwat has stated that it will consider whether to publish more detail
on the cost models in early 2018. Through the sustainable cost savings we have made already
along with the benefits that Systems Thinking provides, we will exit AMP6 in a much better place
than we started, meeting the upper quartile efficiency challenge as represented in our final
determination at PR14.

Looking now at developments in the retail price control and first, Ofwat’s approach to cost
assessment.
We welcome the decision to move away from the Average Cost to Serve approach used at PR14
and instead use econometric models. This approach could be used to reflect the impact of key cost
drivers such as extreme deprivation for which we were required to present evidence for a special
allowance in the current regulatory period.
!nd whilst Ofwat intends to benchmark companies’ costs relative to an efficient baseline, rather
than average, with particular focus on bad debt where Ofwat feels there is more that companies
can and should do, this is an area where we have seen significant improvement in the current
regulatory period. Our current cost to serve is over £30 million a year lower than in 2014/15 and
our billing and collections initiatives have had a positive impact on our household bad debt.
We also support Ofwat’s decision to retain a five-year duration for the retail price control having
previously consulted on whether a three-year duration was more appropriate.

There will also be changes to the incentive framework in relation to the retail price control with
the introduction of two new customer satisfaction metrics – C-MeX measuring domestic customer
satisfaction and D-MeX which will apply to our services to developers.
In relation to D-MeX, we have a good relationship with much of the developer community and so
we believe that there is potential to perform well against this measure.
The C-MeX measure will consist of two parts. First, in relation to the satisfaction of customers who
contact their company with a query or a complaint, building on the existing qualitative part of SIM
against which we have improved significantly and are now a leader in the industry. The second part
will be in relation to the satisfaction of customers who have not contacted their company and
therefore customer sentiment becomes increasingly important.
Ofwat will also increase the potential outperformance payment available through C-MeX with a
symmetrical outperformance payment and underperformance penalty range of 12 per cent of the
residential retail allowance, double the 6 per cent cap on outperformance payments that is
currently available. We note that the bar has been set high in order to access this enhanced
outperformance payment and we will have a clearer view of this as the measure continues to be
developed ahead of industry piloting it in 2018/19. However, we believe that our rate of
improvement against many customer service metrics and the positive sentiment towards us that
we have built, provides an opportunity for us to take advantage of the potential for enhanced
outperformance payment in AMP7.

The methodology published yesterday gave clearer guidance on the approach to the cost of
capital.
The indicative, vanilla, weighted average cost of capital of 2.4 per cent recognises that
requirements for overall returns are lower now than they have been historically. The reduction in
the cost of capital was well signalled.
The cost of capital is set by reference to a notional capital structure with 60 per cent gearing – this
is the mid-point of our target range of 55 to 65 per cent.
Ofwat’s decision to apply debt indexation to new debt, now assumed to be 30 per cent of total
debt will reduce the risk of forecast errors. Our ten year reducing balance policy for fixing nominal
debt remains broadly appropriate.
Ofwat has also confirmed that CPIH will be adopted for the indexation of future price controls. We
have been expecting this for some time and so have already established a sector-leading position
on CPI based financing with £165 million of CPI-linked debt raised to date.
As previously indicated, we plan to announce any refinements to our hedging policies with our full
year results in May.

Ofwat has confirmed that in its initial assessment it will categorise company business plans into
four categories - exceptional, fast track, slow track and significant scrutiny – depending on the level
of quality, ambition and innovation demonstrated. Those companies deemed to be exceptional
will receive an amount equivalent to a 20 to 35 basis point addition to the return on regulated
equity whilst fast track companies will receive an additional 10 basis points.
!n ‘early certainty’ principle will apply to both exceptional and fast track companies, allowing
companies to either elect to lock-in company specific elements of ODIs, performance
commitments and special cost factors submitted in their business plan or have these subject to
adjustment at final determination by Ofwat.
We recognise the value of the potential rewards available to exceptional and fast track companies
and will be submitting our business plan aiming as high as we can.

This slide shows an overview of the proposed timetable out to the final determination stage.

We will shortly submit our approach to RCV allocations for water resources and in May 2018 we
will provide early evidence on company specific factors. Our main business plan will be submitted
in September 2018.

So in summary:

- We are well advanced in our plans for PR19 informed by extensive customer engagement to
understand their needs and priorities;
- The methodology places greater emphasis on earning outperformance payments through
innovative performance;
- The ODI framework will be reset with greater harmonisation – we welcome the increased
consistency and are confident our strong underlying operational performance will be rewarded
appropriately;
- An econometric approach to cost assessment in both wholesale and retail should reduce
discussions around model inadequacies, and
- Financing out or underperformance will be dependent upon effective treasury management,
which we believe is an area of strength for us.

Overall, PR19 will present both challenges and opportunities. Our current operational performance
and our exploitation of innovation, with further applications to come, provides a great platform for
us to harness the opportunities that PR19 presents.

That concludes our presentation.
Thank you for listening and I’ll now hand back to the operator to facilitate questions.

Cautionary statement
This presentation contains certain forward-looking statements with respect to t he operations, performance
and financial condition of the group. By their nature, these statements involve uncertainty since future events
and circumstances can cause results and developments to differ materially from those anticipated. The
forward-looking statements reflect knowledge and information available at the date of preparation of this
presentation and the company undertakes no obligation to update these forward-looking statements. Nothing
in this presentation should be construed as a profit forecast.
Certain regulatory performance data contained in this presentation is subject to regulatory audit.
This announcement contains inside information, disclosed in accordance with the Market Abuse Regulation
wh ich came into effect on 3 July 2016 and for UK Regulatory purposes the person responsible for making the
announcement is Simon Gardiner, Company Secretary.
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