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3.1

INTRODUCTION

This Update to the Statement of Common Ground has been prepared to inform the Inspector
appointed by the Secretary of State to conduct a Public Hearing on Portsmouth Water's Water
Resources Management Plan. Its purpose is to identify the key issues of Uncommon Ground that
remain outstanding between Portsmouth Water and the Environment Agency. Accordingly, the
matters remaining in issue are listed in Section 7 of this Statement.

Following the initial notification of the requirement for a Public Hearing, dated 3 August 2009, the
Department for Environment, Food and Rural Affairs (Defra) issued further requirements on 8
December 2009.

A Statement of Common Ground (SoCG) was prepared by the Company and the Environment
Agency, and published in accordance with those requirements on 26 January 2010. The SoCG
set out issues of both common and uncommon ground between the Company and the
Environment Agency.

The Company published its Public Hearing Statement on 9 February 2010, as required by the
Secretary of State's letter of 8 December 2009. Representations upon the Company's Hearing
Statement were invited and five were received together with two earlier representations made in
advance of the Hearing Statement. Following receipt of that material the Inspector advised Defra
that an Inquiry might be necessary. Defra then announced a postponement of the Hearing,
previously set for April 2010.

The Company published its "Response to the Representations” on 8 April 2010, the revised date
for publication having been agreed between the Company and Defra on 29 March 2010.

Following constructive dialogue between the Environment Agency and the Company, further
common ground has been found between the two organisations and this has resulted in the
preparation of this Update to the SoCG dated 20 April 2010. For the benefit of the Inspector,
issues on which further common ground has been identified since 26 January 2010 are identified
in Section 6 of this Statement.

The Environment Agency and the Company ask the Inspector to read this Update alongside the
original SoCG published on 26 January 2010. In short, common ground has been reached on
points (b), (d) (in part), (f), (g) (in part), (h), (i), (j), (K) and (I) set out in section 6 of the original
SoCG as being in issue.

The Environment Agency and the Company ask the Inspector to refer to Section 6 of this Update
to the SoCG for the additional matters now agreed as common ground since 26 January. The
Environment Agency and the Company have also agreed a slight reformulation of the remaining
points at issue. Fresh wording for the unresolved elements of points (a), (c), (d), (e) and (g),
superseding the wording in Section 6 of the original SoCG, will be found in section 7 of this update,
condensed to three items numbered (1), (2) and (3).

KEY ISSUES

The Key Issues are outlined at section 2 of the original SoCG.

ENVIRONMENT AGENCY ADVICE REPORT

Issues raised in the Environment Agency’s Advice Report are outlined at section 3 of the original
SoCG.
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4.1

4.2

4.3

PROCESS FOR AGREEING THIS UPDATE TO THE STATEMENT OF COMMON GROUND

Since 26 January 2010 further meetings and correspondence have taken place to explain matters
of technical detail in the subsequent representations and responses produced by both
organisations.

Meetings and exchanges of emails during April 2010 have enabled the preparation of this Update
to the SoCG and during this process the Company has provided the Environment Agency with new
material which resolves some of the Environment Agency’s concerns. Where this new material
has enabled the Environment Agency and the Company to agree further common ground, the
relevant information is appended to this Update to the SoCG. Appendices to this Update to the
SoCG are numbered sequentially with the appendices to the original SoCG (which contained
Appendices 1 to 6).

All other information referred to in this Update to the SoCG is either already in the public domain,
is appended to this document or is considered by the Company to be commercially confidential.

MATTERS AGREED AT 26 JANUARY 2010

A number of the issues identified by Defra, and the actions and improvements advised by the
Environment Agency, were resolved between the Company and the Environment Agency, as at
26 January 2010. Matters agreed at that stage were identified in Appendix 1 to the original SoCG
published on 26 January 2010, which sets out the common and uncommon ground in relation to a
detailed breakdown of the issues. The matters agreed at 26 January 2010 are not repeated in
this Update to the original SoCG.

FURTHER MATTERS OF COMMON GROUND IDENTIFIED BETWEEN 26 JANUARY AND 20
APRIL 2010

On a number of issues that were unresolved on the 26 January 2010, further common ground has
now been found between the Company and the Environment Agency through dialogue and the
provision of a number of further documents. These areas of common ground are outlined below,
by identifying the earlier statement (from Section 6 of the original Statement of Common Ground)
and then adding the further text to describe the common ground, and how this further common
ground was reached.

To make it clear which matters identified as ‘matters remaining in issue’ (in Section 6 of the
original Statement of Common Ground) have now become ‘matters of common ground’, we have
used the same letter prefix as originally used.

(b) whether the Company has described and quantified details of its leakage assumptions in its
baseline and planning forecasts.

The Company has provided the Environment Agency with further explanation of the basis
for its assessment of the Economic Level of Leakage which forms the basis of the leakage
assumptions in its baseline forecasts. A copy of that explanation is included at Appendix 8.
Having reviewed this information the Environment Agency has outstanding concerns
regarding the way in which leakage is dealt with in the Company's baseline forecast. The
Company acknowledges these concerns and has provided the Environment Agency with a
commitment to further work on developing a Sustainable Economic Level of Leakage,
including reassessment of the marginal cost of water, which it will carry out in conjunction
with further work on its Options Appraisal and Selection Process.

The Environment Agency also has outstanding concerns regarding the way in which
leakage is dealt with in the final planning forecast. The Company recognises these
concerns and has provided the Environment Agency with a commitment to conduct a
comprehensive reappraisal of its Options Appraisal and Selection Process, including the
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involvement of key stakeholders with a target of completion by March 2013 so that it can be
incorporated in the next Water Resources Management Plan.

The Environment Agency is satisfied that this represents the best way forward for
addressing its outstanding concerns and is of the view that this issue (and the issues
identified in items (h),(i) and (j) below, which all relate to Options Appraisal and Selection)
should not in themselves be a bar to publication of the plan, so long as the plan is suitably
amended to record this commitment to further work as outlined in Appendix 10.

whether the Company has provided sufficient explanation of how it has represented the
Regional Spatial Strategy in its housing and population forecasts

The Company has provided the Environment Agency with an explanation of the basis for its
decision to utilise the "most likely" population projection rather than a "policy based"
projection. The impact of that projection upon forecast households and the effect upon the
household demand forecast has been identified in Appendix 7

The Company and the Environment Agency have agreed the impacts of that decision in
Annex A to Appendix 7. Whilst the Environment Agency understands the Company's
explanation set out in Appendix 7, it does not accept the Company's household and
population forecasts and this remains an unresolved issue, as set out in Section 7 below.

whether the Company has given adequate consideration to alternative metering
programmes as part of its justification for its chosen metering programme.

The Company has provided evidence demonstrating further consideration of alternative
metering programmes as part of its justification for its chosen metering programme in
Appendix 9 and this has resolved the Environment Agency's concerns regarding adequate
consideration of alternative metering programmes.

The Company and the Environment Agency recognise that the chosen metering programme
in Appendix 9 represents a material change to the Company’s plan.

the extent to which the Company has justified its demand reduction assumptions and
explored the possible effects of metering on peak period demands.

The Company's explanation provided in relation to outstanding issue (f) above has provided
further consideration of alternative metering programmes as part of its justification for its
chosen metering programme and the Environment Agency agrees that this demonstrates
that the company has explored the possible effects of metering on peak period demands.

The Environment Agency has outstanding concerns regarding the Company’s demand
reduction assumptions and this remains an unresolved issue, as set out in Section 7 below.

that the Company, in its economic analyses, has adequately demonstrated that leakage
control and metering policy have been addressed in an integrated way.

The Company has agreed to consider this issue in its commitment to further work on its
Options Appraisal and Selection Process, as set out in issue (b) above and the Environment
Agency is satisfied that this represents the best way forward for addressing its outstanding
concerns and is of the view that this issue alone should not be a bar to publication of the
plan, so long as the plan records this commitment to further work.

the extent to which the Company has considered the wider benefits of metering in its
options appraisal process and in developing its final planning solution.

The Company has agreed to consider this issue in its commitment to further work on its
Options Appraisal and Selection Process, as set out in issue (b) above. The Environment
Agency is satisfied that this represents the best way forward for addressing its outstanding
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concerns and is of the view that this issue alone should not be a bar to publication of the
plan, so long as the plan records this commitment to further work.

whether the Company has provided a sufficiently detailed explanation and justification of its
Options Appraisal and Selection process; in particular whether the Company has provided
sufficient evidence of the process it has used to identify its unconstrained options and
develop its pool of feasible options to be taken through to a detailed options appraisal
process.

The Company has provided the Environment Agency with a commitment to conduct a
comprehensive reappraisal of its Options Appraisal and Selection Process, including the
involvement of key stakeholders with a target of completion by March 2013 so that it can be
incorporated in the next Water Resources Management Plan. A copy of that commitment
detailing the key elements of the reappraisal is included at Appendix 10. The Environment
Agency is satisfied that this represents the best way forward for addressing its outstanding
concerns, as set out in item (b) above, so long as the plan records this commitment to
further work.

whether the company has provided sufficient cost information relating to the installation of
optant meters to satisfy the Direction.

The Company has provided the Environment Agency with meter optant costs in a form
which is comparable to the cost information previously provided for other metering
programmes, as required by the Direction and this resolves the Environment Agency's
concerns.

The detailed breakdown of the cost is considered "commercially confidential" by the
Company. The comparative Average Incremental and Social Costs are however included in
Appendix 11.

whether the Company has explicitly acknowledged the risks associated with its decision not
to undertake a Habitats Regulations Assessment.

The Company has provided the Environment Agency with a statement explicitly
acknowledging the risks it has identified as a result of its decision not to carry out a Habitats
Regulations Assessment on the overall Water Resources Management Plan. A copy of that
statement which resolves the Environment Agency's concerns is included at Appendix 12.

7. MATTERS REMAINING IN ISSUE

As a result of further dialogue since the 26 January 2010 the Environment Agency and the
Company have reduced the number of outstanding issues such that, of the items listed as ‘matters
remaining in issue’ in the original SoCG, only items (a), (c), (d), () and (g) remain, in whole or in
part, at issue.

As there is considerable overlap between these items, and a number of them have now been
partly resolved since the original SoCG, the Environment Agency and the Company have refined
the list of outstanding issues such that the only matters now remaining in issue are as follows:

1)

)

Whether the Company has provided adequate justification for its housing and population
forecasts and their relationship with the Regional Spatial Strategy.

Whether the Company has provided adequate justification for its per capita consumption
(pcc) forecasts and the extent to which the Company has justified its demand reduction
assumptions in relation to the Defra aspiration for a pcc of 130 litres per head per day by
2030.
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Executive summary

We consider that Portsmouth Water’s water resources management plan (the
“plan”) may represent a risk to the sustainable management of water resources.

Portsmouth Water’s plan includes a proposal to build a new reservoir at Havant
Thicket by 2021 but the plan does not adequately demonstrate the need for the
reservoir and the option may not represent the most sustainable solution for the
company’s customers or the South East Region. The company states it has
revised how it selects its preferred options but has presented insufficient evidence
for us to be able to judge if its revised approach is satisfactory.

Portsmouth Water has made further significant changes to its statement of
response in a letter to the Department for Environment, Food and Rural Affairs
(Defra) and all respondents who received a copy of its statement of response. We
received a copy of this letter on 12 March 2009 and have taken the information
into account as far as possible. The letter makes it clear that there are significant
differences between the final business plan the company submits to Ofwat in April
and its final water resources management plan. The main difference is that the
water resources management plan will contain climate change allowances but the
business plan will not.

Portsmouth Water has taken account of most issues raised in representations on
its draft plan. Portsmouth Water has not complied with all Directions and we
believe further work is needed to address this. We have outlined further work
needed to comply with Directions in section 2 and advised on further
improvements to the plan in section 3.

Summary of main changes to water company draft plan

The main changes that Portsmouth Water has made to its draft plan, reported in its
original statement of response and updated by its letter of 12 March 2009, are:

e The company has reviewed its climate change work and included the
impact of climate change on its surface water supplies, to be more in line
with our advice. This has resulted in a significant (23 megalitres per day)
reduction in peak deployable output.

e The company has revised its allowance for uncertainty associated with the
supply-demand balance (target headroom). The changes make it more
consistent with our guidance and with neighbouring companies. The overall
effect is a reduction in the allowance. The main reasons for this are that the
company has increased the level of risk it is prepared to accept and has
excluded licence uncertainties related to the Water Framework Directive in
line with our advice.

e The company states it has updated its population and property growth
forecast to reflect the current Regional Spatial Strategy and made
assumptions about the impact the current recession will have on growth.
The company has not provided sufficient detail for us to make a judgment
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on the updated growth forecast and it is unclear what impact this has on the
plan.

The company has increased the frequency with which it plans to impose
hosepipe bans (reducing its planned level of service) from 1 year in 50 to 1
year in 20. It is not clear from its statement of response why it assumes this
will have no impact on its supplies.

Two proposals to enhance the output from existing groundwater sources
were included in the company’s statement of response, but the company’s
letter of 12 March 2009 states that these are to be excluded from the final
plan because the company has decided there is an increased
environmental risk.

Environment Agency - Statement of response advice report



1 Introduction

Background

A water resources management plan (the “plan”) sets out how a water company
intends to manage its water resources to ensure a sustainable balance between
supply and demand for its customers until 2035.

Water companies must consult on their plans and, once the public consultation
period has ended, publish a statement of response. The statement of response
should set out and justify the changes the water company has made or not made
to its plan in order to address any representations received.

How we arrived at our final advice

This report sets out the Environment Agency'’s advice requested by the Secretary
of State (SoS) for the Department for Environment, Food and Rural Affairs (Defra)
on Portsmouth Water’s statement of response to the consultation on its draft plan.
We have assessed the company’s statement of response for:

e Compliance against the Water Resources Management Plans Regulations
and Directions®.

e How well Portsmouth Water has addressed our own and other parties’
representations on its draft plan.

We looked for a comprehensive statement of response that sets out where
changes have been made, justification for the changes and implications of these
changes to the plan.

We have analysed the statement of response and the subsequent changes made.
This report details our findings and where we believe changes would further
improve the final plan.

Water company statement of response submission

Portsmouth Water published its statement of response on 30 January 2009 and
made it available on the company’s website. Portsmouth Water has provided some
evidence for the changes made to the draft plan. The statement of response states
where the draft plan has changed but does not fully state the effect of the changes.
The company communicated further significant changes in a two page letter
received on 12 March 2009 but provided no evidence for these changes.

The company provided a set of brief supplementary reports to us on 12 March
2009 but made it clear in an email to Defra on 31 March 2009 that it does not
intend to put the documents in the public domain at this time. The reports provide

! WRMP Regulations Statutory Instrument 2007 No. 727, WRMP Direction 2007, WRMP (No.2)
Direction 2007, WRMP (No.2) (Amendment) Direction 2007, WRMP Direction 2008.
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some further explanation of elements of the plan but additional detail is still
needed. Consequently, this has limited our ability to analyse fully the changes to
the plan.

Our analysis of company statement of responses

Portsmouth Water received 14 representations on its draft plan and has taken
account of many of the issues raised in these. We have summarised the
improvements the company has made to its plan and advised on further work in
section 3.

From our analysis of the statement of response, we note that Portsmouth Water

has committed to improving its plan in a number of areas. These improvements
should be incorporated into the final plan.

2 Compliance with Directions and
Regulations

We believe that Portsmouth Water complied with the majority of Directions and
Regulations in its draft plan and statement of response. We believe that the
company needs to do additional work in order to comply with the following

Directions:
Direction Direction explanation Actions we consider necessary to
reference comply with Directions
How frequently the We expect the company to describe and
company expects to provide information on the assessment of
impose: actual and planned levels of service across
D1$3a (|) hogepipe bans; the planning peri.od in relation to:
(i) ordinary drought ) hosepipe bans;
orders; (ii) ordinary drought orders;
(iif) emergency drought (iif)  emergency drought orders.
orders.
Description of the option We expect the company to describe the
appraisal mechanisms and | appraisal methodologies it has used for all
justification of options continuing and future options, and its
D1$3b o ) :
chosen to maintain the reasons for choosing those options.
supply demand balance.
Assessment of the impact | We expect to see carbon costs for current
of current and planned and planned schemes.
D1$3c water supply activities on
greenhouse gas
emissions.
D2%2d Assessment of the impact | We expect the company to present the
4 Environment Agency - Statement of response advice report




on demand from planned
metering by type:

(i)
(ii)

(i)

optant metering;
compulsory
metering using
existing powers;
compulsory
metering using
water scarcity
powers.

impact on household demand for:

(i
(ii)

(iif)

households opting for a meter;
compulsory metering using
existing legislation;

compulsory metering using
powers associated with being
designated as an area of serious
water stress.

D2%2e

Estimation of the cost of
planned metering by type:

(i)
(ii)

(iii)

optant metering;
compulsory
metering using
existing powers;
compulsory
metering using
water scarcity
powers.

Estimation of the
comparative cost of
metering to other options.

We expect the company to provide cost
information on the installation and
operation of:

(i)
(ii)

(iii)

optant metering;

compulsory metering using
existing legislation;

compulsory metering using
powers associated with being
designated as an area of serious
water stress.

We also expect the company to provide
cost information of other options for
comparison.

3 Response to representations

Improvements from the draft plan

Portsmouth Water has included the impact of climate change on its surface water
supplies and is in the process of reassessing the impact of climate change on its
groundwater supplies. This is a positive step forward in ensuring more sustainable

water supplies.

The following changes have also been made to improve the plan:

e Portsmouth Water and Southern Water have now represented their existing

bulk supply consistently, in line with our advice.

e Areduction to its planned level of service to allow more frequent hosepipe
restrictions. This makes the company’s level of service more consistent with
neighbouring companies, although it is not clear why the company assumes
this will not impact on its supplies.

e Portsmouth Water is engaging positively in joint work with Southern Water
to establish a solution for the River Itchen sustainability reduction.
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e The company has revised its allowance for uncertainty associated with the
supply-demand balance (target headroom). The changes make it more
consistent with our guidance and with neighbouring companies. The overall
effect is a reduction in the allowance. The main reasons for this are that the
company has increased the level of risk it is prepared to accept and has
excluded licence uncertainties related to the Water Framework Directive in
line with our advice.

e Portsmouth Water has committed to including the embedded costs of
carbon associated with each of its options.

e The company has committed to reduce its leakage by a further 1 megalitre

per day.

Advice for further improvements for the final plan

We believe there is still room for improvement in Portsmouth Water’s plan. We
have analysed the statement of response in detail and summarise the most
significant area below:

Area for

improvement | Explanation

Per Capita

Consumption | Portsmouth Water has not planned to move towards Defra’s aim of

(PCC) water consumption of 130 litres per person per day by 2030.
Forecast average dry year PCC remains comparatively high in its
revised plan. We expect the company to plan in line with Defra’s
aim and present a strategy to achieve this, including the support
from other organisations that it may need to do so.

River Itchen The company has included a sustainability reduction for the River

sustainability | Itchen of 10 megalitres per day from 2015 but it has not provided

reductions the evidence to support the assessment of this reduction. We
expect the company to explain fully its River Itchen sustainability
reduction assessment and test how sensitive its plan is to the
uncertainty over the size of the reduction.

Habitats We believe that HRA should apply to all company plans. As a

Regulations competent authority Portsmouth Waters should decide whether to

Assessment | undertake one and the company appears to have decided not to.

(HRA) The company should explicitly acknowledge the risks associated
with deciding not to undertake one.

Water The company has merged its water resource zones and now reports

resource against one, company-wide zone, although it did not indicate in its

Zone integrity

draft plan that it intended to do this. The company provided
evidence to us to support this change but it has not included this
evidence in its statement of response. The company should include
its evidence in its final plan.
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Metering The company has considered three alternative programmes for full
metering by 2015, 2025 and 2035 but has provided no description
of the assumptions it has made regarding the costs, installation or
the wider benefits of metering. The company has also not
demonstrated that it has explored the possible effects on demand
and supply pipe losses of different tariffs or metering types. We
expect the company to provide a more detailed, quantified
description of its metering options and assumptions in its final plan.
This is especially relevant as the letter of 12 March 2009 refers to
further revision of metering options but provides no additional

evidence.
Options The company has revised its method of options appraisal but has
appraisal presented insufficient evidence for us to judge if its revised

approach is satisfactory. We expect the company to demonstrate
that it has fully considered the concerns about its method of options
appraisal that we and Ofwat raised in our representations and fully
describe the changes it has made in its final plan. This is especially
relevant as the company has selected different options compared to
the draft plan, and the letter of 12 March 2009 updating its
statement of response refers to further revision of its options

appraisal.
Population The company states it has updated its growth forecast to reflect the
and current Regional Spatial Strategy and made assumptions about the
properties impact the current recession will have on growth. We expect the

company to provide details so we can assess whether the Regional
Spatial Strategy has been represented as we would expect.

4 Other changes we are aware of

We received a letter on 12 March 2009 updating the company’s statement of
response. In it, the company summarises further changes it intends to make to its
business plan for the periodic review of price limits and to its water resources
management plan. The company anticipates that its business plan will not be
consistent with its final water resources management plan.

The changes the company details in its letter of 12 March 2009 are material and
significant. They include a reduction to its estimate of uncertainty, in line with our
advice, which results in a change to the forecast supply—demand balance. They
also include a change to the way the company has assessed the feasibility of the
options it has selected. Consequently, two options the company had previously
identified as preferred options in its statement of response (additional boreholes at
Worlds End and additional boreholes at Lavant and Brickkiln) will not now be
selected as preferred options in the final plan. The company appears to have
decided, since publishing its statement of response, that there are increased
environmental risks to these options. The company has not provided any new
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facts or evidence regarding the feasibility of these options so it is not clear at this
stage why they have made this change.

The further changes the company has made to its plan since publishing its
statement of response suggest that the company’s supply-demand deficit is driven
largely by climate change. The company has indicated that its preferred options in
its final plan will be restricted to 'universal metering’ (by which we think it means
compulsory metering), leakage savings initiatives, water efficiency, the Farlington
Washwater Recovery scheme and Havant Thicket winter storage reservoir.

The company has informed us that its business plan supply-demand balance is
different from the supply-demand balance in its water resources management
plan. The company has removed the impact of climate change on its supplies
from its business plan. The result is that there is no supply-demand deficit in its
business plan and therefore no supply or demand management schemes have
been selected for inclusion in the business plan.

It is not clear from the information we have received so far whether the company is
intending to withdraw all of its supply and demand management schemes, or
whether the company still intends to implement the schemes in its plan, even
though they have been removed from its business plan.

5 Final advice

We consider that Portsmouth Water’s water resources management plan (the
“plan”) may represent a risk to the sustainable management of water resources.

Portsmouth Water’s plan includes a proposal to build a new reservoir at Havant
Thicket by 2021 but the plan does not adequately demonstrate the need for the
reservoir and the option may not represent the most sustainable solution for the
company’s customers or the South East Region. The company states it has
revised how it selects its preferred options but has presented insufficient evidence
for us to be able to judge if its revised approach is satisfactory.

Portsmouth Water has made further significant changes to its statement of
response in a letter to Defra and all respondents who received a copy of its
statement of response. We received a copy of this letter on 12 March 2009 and
have taken the information into account as far as possible. The letter makes it
clear that there are significant differences between the final business plan the
company submits to Ofwat in April and its final water resources management plan.
The main difference is that the water resources management plan will contain
climate change allowances but the business plan will not.

Portsmouth Water has not complied with all Directions and further work is needed

to address this. We have outlined further work needed to comply with Directions in
section 2 and advised on further improvements to the plan in section 3.
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Would you like to find out more about us,
or about your environment?

Then call us on
08708 506 506* (Mon-Fri 8-6)

email
enquiries@environment-agency.gov.uk

or visit our website
www.environment-agency.gov.uk

Incident hotline 0800 80 70 60 (24hrs)
floodline 0845 988 1188

* Approximate calls costs: 8p plus 6p per minute (standard landline).
Please note charges will vary across telephone providers

#% Environment first: This publication is printed on paper made from

’..‘ 100 per cent previously used waste. By-products from making the pulp
and paper are used for composting and fertiliser, for making cement and for
generating energy.
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http://www.environment-agency.gov.uk/

Water Supply & Regulation Division
2" Floor, Area 2C
Ergon House
Horseferry Road defra
London. SW1P 2AL
Department for Environment
Food and Rural Affairs

Telephone 0207 238 5834
Website www.defra.gov.uk

Mr N. Roadnight

Managing Director

Portsmouth Water Ltd

PO Box 8

West Street Date: 03 August 2009
Havant

Hampshire

PO9 1LG

Dear Mr Roadnight
The Portsmouth Water Limited - Water Resources Management Plan

The Secretary of State has given consideration to your draft Water Resources
Management Plan, the representations made in respect of that draft and your statement of
response to those representations.

Following his consideration of these documents, the Secretary of State has called for a
hearing in connection with your draft Plan in accordance with regulation 5 of The Water
Resources Management Plan Regulations 2007 (S| 2007 No. 727) (“the Regulations”).

Reasons for calling a hearing

Your plan provides insufficient evidence to enable a full analysis of your proposals. You
have made a number of changes to the draft plan following consultation but have not
provided sufficient detail or demonstrated the impact of the changes on your plan. Outside
of the statement of response, you provided further information to Defra and the
Environment Agency which you have not put in the public domain as required by the
regulations. That further correspondence included material and significant changes, but
you have not provided any evidence or justification for the changes. A public hearing will
ensure that the missing evidence and justification is made available and that the revised
plan is considered in the public domain. These issues are set out in more detail in the
annex to this letter, which constitutes the clear statement of what, from the information
hefore it, Defra considers to be the key issues in calling for a hearing.

Next steps

We have now published guidance, which | attach, on the hearing process which follows
best practice and incorporates the actions you need to take. Hearings will be chaired by
planning inspectors provided by the Planning Inspectorate. We will write to you again
once we are able to provide further details and have liaised with the Planning Inspectorate
on the availability of an inspector — which we aim to do within four weeks. Hearings follow
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an expected time plan, described in the attached guidance. Guidance actions will start
from the date of the follow-up letter in which we will confirm further details.

Please note that regulation 5(2) of the Regulations applies the Local Government Act 1972
to this hearing process and, as such, the Minister may recover his costs, as he may direct,
and make costs orders.

We are writing in similar terms to those who made written representations on your draft
Plan.

| am copying this letter to lan Barker at the Environment Agency and Paul Hope at Ofwat.

Signed by the authority of the Secretary of State for Environment, Food and Rural Affairs

Richard Wood

Head of Water Supply and Regulation Division
Direct Line 0207 238 5834

Fax 0207 238 5105

Email Richard.wood@defra.gsi.gov.uk

Cc Andy Neve, Technical Director



DETAILED ISSUES IN CALLING FOR A HEARING ON PORTSMOUTH WATER’S
WATER RESOURCES MANAGEMENT PLAN

The Inspector will make recommendations to the Secretary of State in connection with the
plan. Some of the issues to be explored by the hearing will include whether the company’s
plan provides adequate justification for its preferred options and whether the company’s
approach to demand forecasting, options appraisal and options selection is sufficient. The
detailed issues in calling for a hearing are as follows.

1. Demand forecasting and per capita consumption (pcc)

The company has not provided adequate justification for its demand forecasts, in particular
its pcc, housing and population forecasts. The company forecast dry year annual average
pcc appears to remain high, though its final planned figures are not clear. Peak period pcc
is also high and it is mainly this that leads the company to believe it has a case for
developing Havant Thicket reservoir. The micro-component based justification the
company has provided for its forecast pcc does not include detail of the metering, leakage
and water efficiency savings assumed in its baseline and final planning forecasts, and it is
not clear what its forecast pcc would be without the metering and efficiency assumptions
that the company has applied. The housing and population growth assumed by the
company are also unclear, with insufficient explanation relative to the published Regional
Spatial Strategy and no demonstration of consideration of the economic down-turn.

The company does not plan to move towards the aspiration for average pcc to be 130 I/h/d
by 2030, set out within the Defra “Future Water” strategy. Consideration of this aspiration
could have a significant impact on its Plan, particularly as this assumption should also
affect the peak period pcc that the company has forecast and the influence this has had on
the inclusion of the Havant Thicket reservoir option within the Plan.

2. Metering

The company has not provided sufficient explanation of, or justification for, its choice of
metering programme. The company has not provided sufficient detail of alternative
metering programmes and the impact these would have on its Plan. It has not
demonstrated that it has explored the possible effects of metering on dry year average and
peak period demand, reduction in supply pipe losses, as well as the wider benefits of
metering. The company has not provided sufficient justification of its metering programme
implementation assumptions (e.g. the schedule, logistics, meter type, economies of scale
and tariffs).

3. Options appraisal and preferred options selection

The company has not provided adequate justification for its preferred options including the
planned construction of Havant Thicket reservoir by 2021. The company has not provided
a detailed explanation of its approach to options appraisal and selection, including
justification of why its approach was chosen and judged appropriate by the company. The
Plan does not provide sufficient evidence of the range of options considered and the



derivation of the company preferred solution from these options. The company recently
revised its list of feasible options, only reporting this in its letter to Defra dated 12 March
2009. The company has not provided detailed evidence or justification for these latest
changes, or how they affect the options appraisal.

4. Directions

The company has not fully complied with all the Directions. It has not provided information
on actual levels of service; details of the appraisal of current options; an updated
assessment of greenhouse gas emissions for its revised plan, along with a breakdown of
carbon costs for current and planned schemes; and, information on the impact of metering
on household demand, with cost information relating to the installation of meters for
optants and other alternative metering programmes.
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APPENDIX 7

Statement ldentifying the Basis for adopting a "Most Likely" Scenario for Population and
Household Forecasts

Views expressed in this appendix are those of Portsmouth Water and not necessarily shared
by the Environment Agency

Portsmouth Water recognises that its household and population forecast does not represent the
"policy based" forecast household data in the Regional Spatial strategy and it has prepared this
Statement to set out the reasons and identify the impacts of adopting a "most likely" forecast.

This Statement summarises the recent discussions held between the Agency and the Company which
set out the reasoning for the adoption of a "most likely" scenario.

1.0 INTRODUCTION

Water Resources Management Plan Guidelines require the water companies to have regard
to the Regional Spatial Strategies in the preparation of their water resources plans. They also
recognised the fact that there may be significant differences between "policy based" and
"trend-based" projections for a number of reasons.

There is also a clear expectation that there will be consistent forecasts utilised for both water
supply and wastewater projections and that these should be consistent across water company
boundaries.

2.0 DEVELOPMENT OF PROJECTIONS FOR THE 2009 PLANS

Following inconsistencies with forecasts in previous Plans, the water companies in the South
East decided to commission a joint study from Experian to prepare its household and
population forecasts for the 2009 Water Resources Management Plans.

The "Multi Client Study", prepared its projections using data from the Office of National
Statistics and the Government's Communities and Local Government Department. The study
was updated in October 2008 following the publication of the changes document for the South
East Plan (the Regional Spatial Strategy) which itself was finally published in May 2009.

3.0 THE RATIONALE FOR A "MOST LIKELY" FORECAST

The Forecasts of the Office of National Statistics and the Government's Communities and
Local Government Department datasets are not entirely consistent with those which relate to
the Regional Spatial Strategy, the result being that population forecasts anticipate a
significantly greater number of new households being required than those set out in the
Regional Spatial Strategy.

A more detailed explanation is provided in the Annex appended to this Statement and this was
communicated in detail to Agency Staff at a meeting held on 13 April 2010.

The resulting impact is that for the South East of England the Multi Client study has identified
that over the long term, a greater number of households are "more likely" to be needed to
house the anticipated population forecasts than is represented in the Regional Spatial
Strategy. The South East Plan recognises this issue (Section 7.6) in stating "This Plan has
gone some way towards this goal but at 32,700 dwellings per year, the level that is set here is
still significantly below the forecast growth of households and even more so by the more
recent 2006-based population projections”.

Section 7.7 of the South East Plan goes on to state that "Local authorities can test higher
numbers through their development plan documents provided that they are consistent with the
principles of sustainable development ... and tested through sustainability appraisal and
Habitats Regulation Assessment”. It concludes by stating that "The review of this RSS will



4.0

examine the current levels of housing and a rate of provision higher than 32,700 dwellings per
annum is likely to be necessary to meet the strategic needs in the region".

The projections for the South East are then distributed to the water company areas using the
Local Authority and Unitary Authority District (LAUAD) targets as the basis for the distribution.

THE IMPACT FOR PORTSMOUTH WATER

In accordance with the requirements of the Water Resources Planning Guideline, the
Environment Agency has requested that Portsmouth Water identify the impact of utilising a
"most likely" projection by comparison with a "policy based" projection i.e. the Regional Spatial
Strategy.

Portsmouth Water has recalculated its "baseline" demand forecast utilising the "policy based"
projections and supplied the detailed data to the Environment Agency. The impacts upon the
Company's Demand Forecast are set out in Annex attached.

Portsmouth Water recognises that the impact of utilising a "most likely" projection produces a
significant effect upon the baseline demand forecast. It advises that the Headroom
calculations used for its supply/demand balance incorporates a low level of uncertainty relating
to the use of a "most likely" population and household projection. Portsmouth Water's view is
that the use of any other projection would necessitate a reassessment of Headroom.

The Company advises that the PUSH (Planning for Urban South Hampshire) Growth Area
forms a significant part of the Company's area and that this might contribute to the
considerably higher household and population projection derived by Experian than those
included in the Regional Spatial Strategy.
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Comparison of the impacts of "Most Likely" and "Policy Based" Household, Population and Demand Forecasts

Most Likely
Household 279,584
Population 649,642

Average Demand (Ml/d) 184.06

Peak Demand (Ml/d) 248.48

2007/08
Policy

285,422

648,835
184.29

248.79

Diff
-5568

-807
-0.23

-0.31

2019/20 2034/35
Most Likely Policy Diff Most Likely Policy Diff
326,478 315,342 11,136 371,340 355,736 15,604
708,149 684,259 23,890 776,165 743,991 32,174
187.13 183.76 3.37 194.87 189.99 4.88
252.96 248.04 4.92 262.94 255.92 7.02
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ANNEX B TO APPENDIX 7

The rationale for a most likely scenario
population and
household

- , projection

2.5 Experian

1 Background

In 2006 Experian were originally commissioned by a group of water companies in the South
East of England to produce a range of household and demographic data to inform the
companies’ water resource planning for PR09. The study was entitled the ‘South East Water
Companies Multi Client Study’ and the final datasets were completed in October 2008.
Experian specialises in the analysis of markets and economies in the UK and around the
world, and recently completed the production of the 2006-based household projections for
Communities and Local Government (CLG).

For the multi client study Output Area (OA) level population and household projections were
prepared, most recently in October 2008, to take account of the latest information on planned
new build activity, including locations of future housing growth as proposed in the draft
regional plans. Using OAs as the building block has enabled Experian to aggregate the data
and create user-defined areas including water resource zones (WRZs). The OA projections
were constrained to local authority and unitary authority district (LAUAD) targets.

Three sets of projections were provided for total population, household population and
household variables:

e Atrend based projection, based on ONS LAUAD level population estimates
and projections;

e A policy driven projection, based on a combination of ONS population
projections aligned to LAUAD housing allocations as promulgated in the draft
regional plans; and

e A most likely scenario projection, based on a combination of the population
growth from the policy driven projections constrained to the total national
trend based projection.

This paper provides a rationale, and details the methodology used to produce the most likely
scenario population and household projection.
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2 Limitations of the trend based and policy driven
approach

Aligning trend based household growth with policy statements has the effect of reallocating
the hot-spots of household growth to areas where land has been designated for new build
construction projects. The difference between the policy driven and trend based projections is
not solely a function of the level of housing targets in the sub-region. It is also a function of the
strength of recent migration flows.

Trend based projections may understate LAUAD level household and population growth in
areas of significant planned new house-build activity. Conversely, trend based projections
may overstate household and population growth in areas where recent new build
development has led to strong migratory flows.

Aggregating the housing allocations from the nine regional plans in the policy driven approach
has typically resulted in a much lower household projection for England compared to trend.
The housing data in regional planning documents tend to lag behind the latest trend based
household projections due to the length of time taken to produce the plans and the level of
consultation required before publication.

3 Methodology and rationale
3.1 Trend based and policy driven methodology

The trend based district level population and household projections were based on a
combination of the most up-to-date sub-national estimates and population projections from
National Statistics applied to projections of household representative rates from Communities
and Local Government (CLG - 2004) to derive a district level projection of the number of
households. Implicit in the CLG household representative rates are assumptions that
household representative rates will increase and the average household size will fall over the
length of the projections.

To account for planned future developments, policy driven household and population
projections were constructed. Housing projections in the draft regional plans are integrated
into our projections at the LAUAD level. Estimates of district level policy driven population are
recalculated by applying projections of average household size from the trend based
projections to the policy driven household projections.

3.2 Most Likely methodology

Experian’s “most likely” scenario combines elements from both the trend and policy based
projections to predict, if national trend based projections of population and housing needs
were realised, the potential housing allocations in future regional plans. The most likely
scenario methodology is consistent with Experian’s standard population methodology and is
Experian’s best estimate of population and household growth, based on all available datasets.
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The driving force behind the need for a most likely scenario is that at a national level, whilst
the official ONS and CLG datasets available in October 2008 suggested an annual increase
of 270,000 households in England, the cumulative targets in the regional plans summed to an
annual increase of only 215,000 households. As the ONS national population projections are
widely accepted as the best estimate of future trends in population, using solely the aggregate
housing targets from regional plans would underestimate the level of housing required to
meet anticipated demand by 55,000 households per annum, equivalent to 120,000 persons.

The four stage process of generating the most likely scenario projections for each local
authority is set out as follows:

Stage 1.  Generate trend based population projections using sub-national
estimates and population projections from National Statistics and apply CLG
projections of household representative rates to derive a trend based district
level projection of the number of households.

Stage 2.  Generate the policy driven household projections (annual new
housing allocations from regional planning documents are simply added to
the 2006 trend based household levels) and then derive policy driven
population projections by applying the trend based average household size to
the RSS household numbers.

Stage 3.  In Stage 3 we constrain the policy driven population estimates to the
trend based national population total. This stage is a compromise between
the trend and policy driven projections. The policy driven LAUAD population
is scaled up to reflect the disparity between the England population projection
implied by the regional housing targets and official population projection.

Stage 4. The final stage creates a most likely scenario estimate which is half-
way between the constrained policy driven estimate and the trend based
estimate.

4  Data Sources
4.1 Revisions to regional plans

The Multi Client study, as completed in October 2008, used the following versions of the
regional plans. These were the latest available at the time of the study.

e Proposed changes set out the Secretary of State’s amendments to the draft
Regional Spatial Strategy for the South East of England - also known as the
South East Plan, Chapter 7, Table H1b.

e Greater London - The London Plan, Spatial Development Strategy for
London, Housing Provision Targets, Waste and Minerals Alterations,
December 2006.

Since completion of the Multi Client study in October 2008, new housing and population
forecast data for the South East has been published as follows.



Update to Statement of Common Ground Portsmouth Water/Environment Agency
20 April 2010

ANNEX B TO APPENDIX 7

e The South East Plan, the Regional Spatial Strategy for the South East of
England was subsequently published by GOSE in May 2009. The plan sets a
housing target of 32,700 homes a year compared to approximately 33,100
homes as set out in the proposed changes document.

e The National Housing and Planning Advice Unit (NHPAU) released a
household target range for the South East of England of between 38,000
households (a figure based on meeting housing need) and 50,000
households (based on a long-term target for the affordability of market
housing).
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APPENDIX 8

Statement providing the explanation of the basis of the Company's assessment of its
Economic Level of Leakage which forms the basis of the leakage assumptions in the
baseline and final planning forecasts

Views expressed in this appendix are those of Portsmouth Water and not necessarily
shared by the Environment Agency

The Company’s approach to deriving the appropriate long term economic level of leakage is
based on a 2 stage approach.

Firstly the Company includes in it's baseline supply/demand forecast a leakage forecast
based on the calculated current economic level of leakage (ELL). The ELL calculation forms
part of the Company's Annual June Return to Ofwat and this is used to set the Company’s
leakage target.

The Company assesses the baseline supply/demand balance and if no deficit is apparent
then no interventions are required and the short term economic level of leakage is the same
as the long term economic level of leakage. However if the Company identifies a deficit in the
supply/demand balance then a range of interventions are considered in order to maintain the
supply demand balance at least cost. Leakage options are one of many possible
interventions to maintain the supply demand balance. Full details are the options appraisal
methodology method applied are detailed in section 3.3 of the Hearing Statement.

The Company has detailed in the draft Water Resources Management Plan and the Hearing
Statement the leakage options considered, and for clarity these are repeated in a summary
below.

In developing leakage reductions options the Company considers their are 3 approaches;
increased operational activity only, capital interventions including the creation of District Meter
Areas (DMAs) combined with increased operational activity or capital intervention only, such
as asset renewal or refurbishment.

Operational Activity Only

Utilising the ELL analysis undertaken by Mouchel Parkman using the MELT model showed
that the current leakage monitoring infrastructure of Strategic Meter Areas (SMAs) did not
provide the required detailed leakage monitoring data to enable significant and efficient
reduction of leakage from current levels. Consequently no options relating to increasing only
operational activity were taken forward.

Capex Intervention and Increased Activity

The company developed a twin track approach to deliver the leakage reduction based on a
mix of capital investment to improve the leakage monitoring infrastructure and increased
operational expenditure to deliver the leakage reduction. The operational expenditure was
extracted from MELT using an assumed policy minimum reduction based on the
implementation of the DMAs.

The combined approach of improving leakage monitoring infrastructure and operational
activity provides a balanced approach to delivering leakage reduction rather than relying
solely on increased operational activity. There is also the benefit of improved operational
efficiency resulting from the capital investment this can be seen from the following summary
outputs of the model.

A detailed cost breakdown of the capital investment required to deliver the leakage
infrastructure has been supplied to the EA; The areas of expenditure are the following
categories.
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[J Creation of District Meter Areas - Capex

[ Expansion of Mains Network Computer Modelling - Capex
J Customer Night Use Allowance Study/Logging - Capex

[0 Leakage Management and Targeting Software - Capex

[ Pressure Management - Capex

[ Increased Find and Fix Activity - Opex

O Trunk Mains Leakage - Opex

] Active Leakage Control Data Capture - Opex

I Increased Night Flow Monitoring - Capex

Capex Only —Asset Renewal

The high cost of asset renewal makes justifying such expenditure on the grounds of reduced
leakage very difficult. The Company sought to develop viable and cost effective asset
renewals schemes by combing asset renewal driven by leakage with asset renewal targeted
at reducing burst numbers. The Company typically undertakes around 22km per year of
asset renewal to maintain serviceability to customers targeted at short lengths of pipes that
have a high propensity to burst. This type of asset renewal provides no leakage reduction
benefit and evidence exist to show that it may actually increase leakage. The Company
undertook a study which investigated the possibility of replacing larger areas of assets to
deliver a leakage benefit while maintaining overall asset serviceability. The Company
determined that by completing an extra 5km of mains renewal a 0.5Ml/d reduction in leakage
could be achieved while maintaining the same impact of serviceability targets.

Response to specific EA points

0] The Company has provided the EA with a detailed breakdown of the proposed
Capex expenditure the broad areas are outlined above the detailed costings are
considered to be confidential.

(i) The rise in operational expenditure in first scheme results from the Melt model
taking account of rising property numbers over the planning period. A more
appropriate approach may have been to have broken the expenditure amongst
the six different schemes.

(iii) The calculation of the marginal cost of water (MCOW) takes into account the
variable cost of abstracting, pumping and treating the water. The figures are
calculated on Company financial data for electricity and chemical costs.
Portsmouth Water as most water Companies do seek to minimise operating costs
of their business on a day to day basis, consequently the operation of more
expensive sources are minimised where as the cheaper sources maximised.
Consequently the actual costs experienced by the Company are reflective of the
likely cost savings should leakage be reduced. It is also worth noting that when
comparing MCOW with other Companies the relative level of charges should be
considered, i.e. it is not surprising that the Portsmouth MCOW is lower than some
Companies given our charges are the lowest in the Country.

(iv) Portsmouth Water has used the same assumption for supply pipe leakage for
many years. The figure for unmeasured properties is based on a typical leak of
6,000 litres/property/day. With around 1 in 200 properties leaking at any one time
the average supply pipe leakage allowance is 30 lI/prop/day. Measured
properties are assumed to have lower supply pipe leakage because of the checks
that are carried out at the time of meter fitting. Meter readings are also likely to
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(v)

identify high consumptions more quickly than the customer or normal leakage
control activity. Portsmouth Water assumes that measured supply pipe leakage
is 30% lower than unmeasured at 20 I/prop/day. This is consistent with the other
companies in the South East of England and produces a satisfactory annual
water balance for the June Return. The measured supply pipe leakage
allowance of 20 l/prop/day is applied to all new properties. This recognises that
some new properties will inevitably have an element of leakage associated with
them.

The allowance of 20 I/prop/day should be viewed as an average figure across the
network, other properties will have deteriorating supply pipes that are likely to
have a higher level of leakage. The Company does not seek to model differing
cohorts of properties with differing levels of supply pipe leakage. The approach
of applying a Company level average supply pipe leakage has proved to be
appropriate to describing historical asset performance.

Carbon Costs have been included in the asset renewal leakage option, this
assessment includes both the carbon costs of the embedded carbon from
delivering the scheme and the carbon benefits from the reduced electricity from
producing the water.

Carbon costs were omitted from the DMA implementation and increased find and
fix activity. This omission is not thought to be material, there is a carbon cost
associated with the implementation of DMAs and increased detection and repair
activity. This cost will be offset from the benefit of reduced water production
arising form the lower levels of leakage.
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APPENDIX 9

Statement of Alternative Metering Options considered for Options Appraisals

Views expressed in this appendix are those of Portsmouth Water and not necessarily
shared by the Environment Agency

The Agency has asked the Company to consider alternative Metering Programmes and
assumptions to those already incorporated in the Least Cost Appraisal outlined in Section 3 of
its Public Hearing Statement.

1.0

2.0

PUBLIC HEARING STATEMENT

The Company has evaluated Change of Occupier Metering and those separate
Compulsory Metering Programmes delivering universal metering by 2015, 2025 and
2030 in its Public Hearing Statement. This is in addition to the provision of meter
optants which are already included in the baseline demand forecast.

Evidence from the National Metering Trials conducted in the early 1990s suggested
that compulsory metering might reduce consumption by an average 11%. Since then
optant metering has been undertaken by all of the water companies and although a
range of 10-15% is quoted across the industry definitive research from the industry
itself is relatively sparse.

Recent data from Veolia South East from the Lydd Pilot Trial Interim Report
contained in Appendix 11 of our Hearing Statement who is already engaged in
compulsory metering suggests that the level of meter savings might be less.

The Company points out that it has the lowest water supply charges in England and
Wales and as a result it would expect that the financial incentives for customers to
save water by metering to be lower than the industry average. As a result it has
applied a 10% saving for metering across all options and at al times of year.

FURTHER OPTIONS CONSIDERED FOR THE STATEMENT

All of the compulsory metering programmes outlined above are costed in the basis of
the installation of "dumb meters" which require to be manually used. This was to
ensure that the financial impacts upon customers were minimised.

It has been suggested that the Company might consider a more ambitious saving in
its forecasts than the 10% saving especially during the peak period.

Portsmouth believe that due to the low cost of our water that there is no relevant and
reliable evidence that demonstrates that metering savings at peak in excess of 10%
can be achieved by metering customers alone and that savings in excess of 10%
would require seasonal tariffs.

Recently the regulators have agreed that Southern Water Services can implement
such a tariff, Portsmouth Water believes this now demonstrates an appetite from the
regulators to consider differing tariffs, albeit on the basis that they are overall revenue
neutral.

Portsmouth has developed a further metering option that looks at a 10% average
demand saving and a 15% peak demand saving. In order to achieve this 15% saving
a suitable seasonal tariff would be required to encourage customers to restrain
discretional water use in peak periods. For such a tariff to be implemented
Portsmouth Water would require monthly meter readings from each of the customers
to determine the proportion of use occurring in the peak periods. The most efficient
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method of collecting this data is to install an Automatic Meter Reading System rather
than to manually read the meters on a monthly basis.

Portsmouth Water has now included a further option in the Least Cost Appraisal with
a 15% peak demand saving and associated costs of installing an AMR metering
system on all meters including existing meters and meter optants. The option
assumes that the metering programme will commence in 2015 and be competed by
2030.

A least cost planning exercise has been undertaken based on the inclusion of this
option, the least cost option is shown in the graph below and consists of the AMR
metering programme beginning 2015 and completing 2030, a 3MIl/d reduction in
leakage beginning 2015 and reaching 3 Ml/d by 2020, Farlington Washwater recovery
plant being commissioned in 2017/18 and Havant Thicket Winter Storage Reservoir
being required in 2034/35. The 60 year NPV of the scheme is £60m.

The Company now confirms this scenario as its Final Planning Solution.

Fnal Planning Supply/Demand Balance AMR Metering Programme15% Peak Saving
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There is the potential, with the development of SMART metering for the energy
supply industry for such technology to be used for the water industry. This might then
enable more imaginative tariffs to be developed which would enable greater savings
in consumption than 15% at peak demand to be delivered.

Whilst the Company believes that there is a potential for such options to be
considered in the future, such a proposal at this point in time provides too many
uncertainties for it to be included at this stage.

The Company undertakes to carefully assess the development of the work being
undertaken by Southern Water Services and the energy supply industry in
conjunction with its appraisal of options outlined in for item (j).
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Portsmouth Water's Commitment to further work to resolve concerns regarding the Options
Appraisal Process referred to in the Annex to the Secretary of State's letter of 3 August 2009
and the Environment Agency's Statement of Advice Report of May 2009 (Statement of
Common Ground Issues 3.1, 3.2, 3.3, 3.4 and 5.6)

The text in this appendix is agreed between Portsmouth Water and the Environment Agency

The Company recognises that the Environment Agency has advised the Secretary of State that its
Plan does not provide sufficient justification for the final planning solution selected in its Water
Resources Management Plan 2009.

Accordingly the Company will undertake a complete reappraisal of both demand management and
supply options. The reappraisal, starting from first principles, will be conducted on a staged basis and
in dialogue with key stakeholders so that the outcomes can be reflected in the next draft Water
Resources Management Plan expected in 2014. The aim will be to complete the reappraisal by
March 2013.

The Company will begin by setting out the fundamental reasons for the selection of its critical period
planning scenario.

The Company will conduct a review of the key elements required for its Options Appraisal these
being:

e Areassessment of the deployable output of all of the existing licensed sources together with
the opportunities for improving outputs and optimising for conjunctive use benefits.

e The scale of the impacts upon both yield assessments and demand forecasts of revised
"Levels of Service".

e The consideration of demand management options including compulsory metering.

e The consideration of new resource options such as effluent re-use, desalination and winter
storage reservoirs.

e The relationship of each option to the dry year annual average and critical period
supply/demand balance.

e The consideration of the opportunities for the sharing of existing resources and future
resource options with neighbouring companies.

e The development of a Sustainable Economic Level of Leakage including review of marginal
cost across the planning period. This may have implications for baseline leakage and final
planning options.

The Options appraisal will clearly and consistently consider the social, environmental, carbon and
financial costs and benefits of each option at each stage of the options screening process. The
appraisal will also incorporate an assessment of the costs and wider benefits of each of the options.

The reappraisal will incorporate a sensitivity analysis which take account of potential climate change
impacts, the severity of hydrological events, together with regulatory and financial risks.
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Statement Setting Out Comparison of Metering Costs

The Environment Agency understands the figures in this appendix to be an accurate
reflection of the AISC assessments produced for Portsmouth Water's plan

To satisfy the Direction requiring costs of different metering options to be compared the
Company has prepared the following table to allow direct comparison of the AISCs.

The costs for the compulsorily metering programmes and optional metering programmes
have all been built from the same base assumptions. The cost for the installation of optional
meters is based on the allowance made in the final determination by Ofwat.

Metering Period Peak Average Peak AISC Average
Programme Years Saving Saving p/m3 AISC
p/m3

Compulsorily 5 10% 10% 762 165
Compulsorily 15 10% 10% 576 114
Compulsorily 20 10% 10% 479 101
AMR - 15 15% 10% 552 234
Compulsorily
Optional 20 10% 10% 363 95
Metering
Change of 20 10% 10% 511 102
Occupier
Metering

Detailed cost information is considered to be commercially confidential and this has been
supplied to the Environment Agency on that basis.




Update to Statement of Common Ground Portsmouth Water/Environment Agency

20 April 2010

APPENDIX 12

Statement identifying the risks of not conducting a Habitats Regulation Assessment on the Water
Resources Management Plan

Views expressed in this appendix are those of Portsmouth Water and not necessarily shared by
the Environment Agency

1.0

2.0

3.0

Introduction

Portsmouth Water is aware that it operates within an environmentally sensitive area.
Specifically it is aware of the presence of European protected sites and the need to undertake
an appropriate assessment under Regulation 48 of the Habitats Regulations * where any plan
or project is likely to have a significant effect on a European site, either alone or in combination.

The Approach to Date

In preparing its draft Water Resources Management Plan, the Company considered that it did
not need to conduct an Appropriate Assessment under the Habitats Regulations for the whole
of its Plan, although it was aware that such assessments would be needed for any elements of
its final planning solution that might impact upon European Habitats Directive sites. It did not
explicitly state this view in the Plan and as a result a number of stakeholders made reference to
the potential requirements in their representations on the draft Plan.

In preparation for the Statement of Response, the Company took further legal advice which
confirmed its view that Appropriate Assessments were required for individual projects within the
Plan which might impact upon a European Habitats site. This advice was confirmed in the
Company's Statement of Response in January 2009.

In its Statement of Advice Report to the Secretary of State (May 2009) the Environment Agency
has advised that "the Company should explicity acknowledge the risks associated with
deciding not to undertake an Appropriate Assessment".

This statement has been prepared to enable the company to demonstrate its recognition of
those risks.

Initial Evaluation of Feasible Options

The Company has undertaken a preliminary assessment of the potential impact on European
protected sites was considered for all schemes included within the ‘Feasible options for least
cost analysis’ taken forward in the plan. Table 1 provides a summary of the schemes and their
potential to have an impact. This identified just two schemes in the plan which had the potential
to have an effect on a European site.

. Portsmouth Harbour Desalination Plant — Potential for a direct effect on Portsmouth
Harbour

e Havant Thicket Winter Storage Reservoir- Potential for indirect effect on Langstone
Harbour

Having identified just two schemes with the potential for impacts upon a Habitats site the Least
Cost Appraisal was conducted. All scenarios utilising the Portsmouth Desalination Scheme
produced considerably higher NPVs than many others and so a more detailed assessment has
not been undertaken.
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4.0

5.0

Detailed Assessment

The HTWSR option is however selected in the Least Cost appraisal and the Company
recognised that an Appropriate Assessment will be required for the Scheme. Fortunately the
Scheme had been selected by the Company's previous Water Resources Management Plan in
2004 and as a result work in an Appropriate Assessment has already begun.

The Company has appointed an independent consultant to undertake the appropriate
assessment for the HTWSR scheme. On 7 May 2008 Arup wrote to Natural England advising
that it was starting work on an appropriate assessment and seeking agreement to the approach
to be taken to the assessment. On the 8 July 2008 Natural England confirmed that a Stage 1
Screening was appropriate. There followed an exchange of emails clarifying the detail of the
assessment. This confirmed that the key issues / risks to be addressed by the assessment
were the potential impact on designated sites / features from:

i)  The abstraction from Bedhampton and Havant Springs.

i)  Any potential change in water quality as a result of water from the reservoir entering
the designated site via the Hermitage Stream.

iii) The impact of increased flow to the Harbour which might occur during the emergency
draw-down of the reservoir, should this ever be required.

The Company confirms that the appropriate assessment is continuing with the intention of
submitting this work in conjunction with the Environment Impact Assessment (EIA) which would
be required as part of a detailed Planning Application. Based on the initial work undertaken the
consultants have indicated that they are confident that the stage 1 assessment will be sufficient
to support the planning application and meet the requirements of statutory consultees for the
appropriate assessment. A summary of the key points from the initial drafts of the assessment
are set out in Table 2. The consultants have confirmed that the assessment is expected to
demonstrate that the impacts of HTWSR on the designated European sites would be minor and
would not comprise a significant negative impact.

Potential Risks

The Company recognises that there could be a delivery risk associated with selection of the
HTWSR option, if the appropriate assessment for this scheme identified a potentially significant
indirect effect on the integrity of Langstone Harbour. The risk would be that the HTWSR would
not receive planning permission, or that permission was delayed pending consideration of
whether the development then satisfied the tests under Regulation 49 and 53

o that there are no feasible alternatives to the scheme
o that implementation is supported by imperative reasons of overriding public interest,

o that sufficient compensatory measures are proposed. In the meantime an alternative
solution might need to be found to meet the Company supply needs.

Portsmouth Water has always recognised that addressing all of the planning issues associated
with the development of a new reservoir, especially fully assessing the environmental impacts
and developing appropriate mitigation measures, would require a long lead in time.

The final planning solution promoted by the Company allows a long lead in time for the
reservoir of five years before the main construction is scheduled to commence, to ensure that
all environmental issues are addressed in an appropriate way and that the necessary statutory
consents / permissions are obtained in advance of works commencing.



Update to Statement of Common Ground Portsmouth Water/Environment Agency
20 April 2010

It should be noted that the initial draft Water Resources Management Plan Least Cost analysis
indicated that development of the reservoir would provide the lowest cost solution to meeting
the Company water supply needs, but that it would need to be provided by 2018. The Company
determined that providing the reservoir by 2018 was not realistically feasible given the
environmental considerations which needed to be addressed including the completion of an
appropriate assessment. The risk of failing to deliver the reservoir in this short time frame was
considered to be too great. This was one of the primary drivers in moving towards a twin track
solution which incorporated additional demand management measures. Developing a multiple
solution approach provided a humber of benefits;

. It provided a longer lead in time for development of the HTWSR to enable the
appropriate assessment to be completed and environmental mitigation measures to be
designed and agreed with statutory consultees.

. It was in line with government policy to promote a twin track approach which included
demand management measures and in particular metering, even though these options
were more expensive.

6.0 Conclusion

The Company acknowledges that there is a risk associated with its decision not to undertake a
Habitats Regulation Assessment as a part of the plan process but that this is managed in the
development period allowed for the Scheme. The Company has allocated a long lead in time
for this project in the plan, which ensures time is available to complete the appropriate
assessment and to assess/address any consequences arising from it.

Background notes:

Note 1: The Conservation (Natural Habitats, &c.) Regulations 1994, Statutory Instrument 1994 No. 2716

Note 2: Previous discussion with the Environment Agency

The Company confirmed in its Statement of Response that it would prepare an appropriate assessment
for specific projects and it made reference to its ongoing work in relation to Havant Thicket Winter
Storage Reservoir. The Environment Agency recognises this work in paragraph 5.5.4.1 of their response
to the Portsmouth Water Hearing Statement.

This matter was discussed with the Environment Agency and the consultants undertaking the appropriate
assessment on behalf of the Company at meetings on 15 and 21 April 2009. It was agreed that the
appropriate assessment would be appended to the Environmental Statement submitted with the HTWSR
planning application and that the Environmental Statement would set out the main features to be
considered. It was confirmed that Natural England had agreed that a stage 1 screening assessment was
appropriate (8/07/08) and that the main issues being addressed are;

- The abstraction for the Bedhampton and Havant Springs to fill the reservoir.

- Any change in water quality as a result of water from the reservoir entering the designated site via
the Hermitage Stream.

- The impact of increased flow to the Harbour which might occur during the emergency draw-down of
the Reservoir, in the very unlikely event that this should ever be required.

The Environment Agency raised no concern about the scope of the proposed assessment. They were

also advised in April 2009 that based on the initial work undertaken, the consultants had indicated that
they were confident that the stage 1 assessment would be sufficient to support the planning application
and meet the requirements of statutory consultees for the appropriate assessment.
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Table 1: Summary of the WRMP schemes and their potential to have an impact on European sites

Potential
Feasible optlons_fog least cost Nature / potential impact of scheme impact on
analysis European
Site
Water Efficiency Programme Water savings result, so there is no potential adverse impact on European sites.
— Cistern displacement devices Work will take place in homes, so there is no potential adverse impact on European sites. None
Leakage Savings Initiative Water savings result, so there is no potential adverse impact on European sites.
Work to improve control within District Meter Areas, this will require small scale excavation in the street None
only, so there is no potential adverse impact on European sites.
Havant Thicket Winter Storage Neither the site of the proposed reservoir, nor the pipeline route, are designated as European protected
Reservoir sites and as a result there will be no direct impact on a European site. In addition, research has :
. . No Direct
confirmed that Brent Geese do not use the site of the proposed development. Impact
Excess water would be taken from the Bedhampton and Havant Springs at times of higher natural flow
to fill the reservoir. A new abstraction is not required, nor will any variation to the existing abstraction
licence be necessary. However, the springs do drain via streams to Langstone Harbour. As a result
there is the potential for an indirect effect on a European site.
Three very small water courses which currently drain to the Riders Lane Stream will instead discharge in
to the reservoir. As a result a compensation flow will need to be maintained to mimic the current flow to )
the Riders Lane Stream. This water will drain via the Hermitage Stream in to Langstone Harbour. As a Potential
result there is the potential for an indirect effect on a European site. llndlrectt
mpac

The reservoir will be designed and engineered to a very high standard and the construction and
inspection requirements of the Reservoir Act must be met at all times during construction and operation.
As a result of the incorporation of engineering controls and rigorous inspection it is highly unlikely that an
emergency drawdown event will ever be required. However, provision will need to be made for
emergency drawdown to the Hermitage Stream and a test of individual pipes and valves will need to
take place at least once a year. Individual pipes can be designed to deliver a percentage of the total flow
required, so that test flows can be much smaller. As the Hermitage Stream drains to Langstone Harbour
any potential indirect impact from the emergency drawdown or test flow would need to be considered.

Any in combination impacts.
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Retro-fit of Dual Flush Devices

Water savings result, so there is no potential adverse impact on European sites.
Work will take place in homes, so there is no potential adverse impact on European sites.

None

Farlington Washwater Recovery Plant

Water from the existing treatment process at Farlington Water Treatment Works will be recycled at the
works. A water saving results, so there is no potential adverse impact on European sites.

Construction will take place at the existing works which is not designated as a European site.
All operational activity will take place within the existing works which is not a European site.

None

Portsmouth Harbour Desalination Plant

Sea water would be abstracted from Portsmouth Harbour a designated European protected site. A new
abstraction licence would be required.

Construction of the building and plant would take place on land immediately adjacent to Portsmouth
Harbour, a European protected site.

The plant would run intermittently, primarily at times of need in associated with a dry summer / autumn
period. Operational activity associated with running and maintaining the site would take place on land
immediately adjacent to Portsmouth Harbour, a European protected site.

Any in combination impacts.

Potential
Direct Impact

Compulsory metering Options including;
-Compulsory metering by 2030
-Compulsory metering by 2025

Water savings result, so there is no potential adverse impact on European sites.

Work to install meters will require small scale excavation in the street only, so there is no potential
adverse impact on European sites.

-Compulsory metering by 2015 None
-Metering on change of occupancy

Leakage Reduction through Mains Water savings result, so there is no potential adverse impact on European sites.

Renewal Work to replace mains will require excavation primarily in the street, so there is no potential adverse None

impact on European sites.
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Note 1: The potential impact on European protected sites was considered for all schemes included within the ‘Feasible options for least cost analysis’ in the WRMP.
These options were set out in the table in section 5.4 of the final WRMP (page 95).
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Table 2: Summary of initial findings from the work to complete an appropriate assessment for Havant Thicket Winter Storage Reservoir

Issue to be assessed due to a
‘Potential Indirect Impact’

Matters which are being considered and initial findings

Likely significant
effect on a
European Site

The abstraction from Bedhampton
and Havant Springs

Note: Predictions on climate
change indicate that in the future
winters will be wetter, taking
excess water from the springs in
winter when the flow is high and
storing it for use in dryer summers
provides a very sustainable
solution to meeting future water
supply needs in the Company
area of supply.

The alternative in dry summers is
to abstract the maximum
permitted amounts of water from
the Company groundwater
sources. The Environment
Agency have previously
expressed a concern that this
could have a significant impact on
protected habitats at a time of low
stream flow, when the habitats
are at their most vulnerable.

No new abstraction licence is required to fill the reservoir, nor will any variation be required to the existing
abstraction licence. The Company will only divert a proportion of the water from the springs to fill the
reservoir at times of excess spring flow, this will primarily be during the winter months, when natural flows
to the Harbour from the Hermitage Stream catchment are already high.

The Environment Agency has recently undertaken a Habitats Regulations Review of Consents for the
Havant and Bedhampton Springs abstraction licence which currently are used to supply water to the City
of Portsmouth and the surrounding area. The appropriate assessment conducted for that review
confirmed that the existing abstraction could continue subject to applying a new minimum dry weather
residual flow condition for the two principal streams discharging into Langstone Harbour to protect the
European site. Specifically the Environment Agency Non Technical Summary stated; “The proposed
modifications enable us to conclude that no Environment Agency permissions assessed in the Review of
Consents are having an adverse effect on the integrity of Chichester & Langstone Harbours SPA.”

In addition, to accepting a new abstraction licence condition, Portsmouth Water voluntarily agreed to
incorporate a reduction in the overall licensed abstraction quantity to be included in the new licence, which
will provide additional protection to the European site. The new licence has already been issued by the
Environment Agency and was one of the first to be voluntarily agreed with a water company as a result of
the Habitats Directive Review of Consents process, to protect a European site.

A monitoring regime has been agreed with the Environment Agency to demonstrate that the Company is
complying with the licence condition on maintaining the minimum flow requirements to the streams which
flow in to Langstone Harbour. The Company are confident that they can operate the reservoir within the
newly applied licence restrictions to ensure that there is no significant impact on the Harbour. There would
be no requirement to divert water from the springs to the reservoir at times of low stream flow.

Given that the current licenced abstraction has already passed an appropriate assessment as part of the
Habitats Directive Review of Consents and fact that the new conditions applied to the licence are designed
to protect the designated European site, it is anticipated that this risk will be screened out.

Not
Significant
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Construction of the reservoir at
Havant Thicket and the

Neither the site of the proposed reservoir, nor the pipeline route, are designated European protected sites.
As a result there will be no direct impact on a designated site.

area, constructed over the saltmarsh and mudflats. This armouring will have to be permanently maintained
by the relevant authorities to prevent erosion of the landfill in to the harbour. The presence of the
armouring will ensure that the emergency drawdown flow will have no impact on the channel.

Where the Hermitage Stream channel enters Langstone Harbour, it is a man made heavily armoured
channel. The channel in the harbour is regularly dredged to maintain a deep water channel for ships to
access the gravel wharf at the mouth of the Hermitage Stream. As a result, were an emergency drawdown

?ssoctzlhateéj E)#])elmet to ca:jrwaatert Research has confirmed that Brent Geese do not use the site of the proposed development, the HTWSR Not
s‘;"m € bedhampton and Havant | gjie s considered to be unsuitable for this species given Brent Geese require undisturbed short sward Significant
prings grassland and good sight lines, neither of which are found at the site. No potential impacts are predicted
to occur to Brent Geese.
Any potential change in water Water quality monitoring has been undertaken in the streams over a period of 18 months.
?huallty as a res‘:“ (.)f vvtz;\]ter from The monitoring and a River Habitat Survey have indicated that the water quality in the existing streams is
e reservorr entering the not very good. The water quality in the reservoir will be better.
designated site via the Hermitage
Stream. Water quality modelling completed to date has indicated that the quality of water entering the Hermitage
Stream from the reservoir will generally improve the quality of water in the Hermitage Stream which drains
to Langstone Harbour. Not
0
The stream water quality will meet the appropriate regulatory requirements for the Hermitage Stream. Sianificant
ignifican
Implementation of the scheme is likely to reduce the amount of nitrate entering Langstone Harbour via the g
Hermitage Stream.
Based on the water quality modelling completed to date it is not envisaged that there will be any significant
adverse effect on water quality at the designated European site and it is anticipated that this risk will be
screened out.
Impact of increased flows to the In the extremely unlikely event that emergency drawdown of the reservoir is needed, initial calculations of
Harbour which might occur during | the flow required indicate that the worst case flow likely to be generated will be below the level presented
the emergency draw-down of the | in the EA 2008 flood study for a 1 in 25 year return period, for the lower reaches of the Hermitage stream.
Reservoir, should this ever be Therefore emergency drawdown flow would simply mimic a fairly large natural storm event in relation to
required the amount of flow entering Langstone Harbour.
In the lower reaches of the Hermitage Stream, the channel was historically permanently diverted via a Not
heavily armoured man made channel, in order to carry water safely through an extensive municipal landfill Significant
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event to be necessary, it is not envisaged that the flow generated would have an adverse impact on the
designated site.

The engineering consultants developing the design for the reservoir have confirmed that the emergency
drawdown to the Hermitage Stream can take place via a number of pipes to achieve the required flow
capacity. Each pipe / valve can then be tested in isolation. This means that the flow required for annual
testing can be designed to be limited to the flow of a ‘normal’ storm event in the stream.

Based on the calculations of flow completed to date and the early engineering design work it is not
envisaged that there will be any significant adverse affect on channel geomorphology at the designated
European site and it is anticipated that this risk will be screened out.

Any in combination effects

None known / identified as a result of the HTWSR proposals.

Note: Other stakeholders have highlighted the potential benefits to the European protected sites which
could arise as a result of the development of a new reservoir at Havant Thicket.

Significant new residential development has been identified for this area and the Partnership for Urban
South Hampshire (PUSH) in their representation with respect to the Public Hearing (22/01/10) noted the
contribution that the proposed reservoir would make to the Green Infrastructure agenda and its sub-
regional importance in South Hampshire. Specifically PUSH noted that the reservoir “could ease pressure
on sensitive coastal habitats”

The proximity of the reservoir to Langstone & Chichester Harbours would mean that if birds were disturbed
from the Harbour they could fly to the new pools / islands in the wetland at the reservoir, using it as a safe
retreat. The reservoir will be located just 3km to the north of Langstone Harbour. Disturbance of birds in
the Harbours is a growing concern amongst wildlife organisations and statutory consultees, especially
given the growing population of south Hampshire.

In addition, the new body of water could provide a high tide roost for birds which use the Harbours. For

example, gulls have already been observed flying over the proposed reservoir site, including the
Mediterranean Gull.

Not
Significant

Potential for
benefit
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Note: The appropriate assessment for HTWSR is not yet complete. The information set out in Table 2 represents a brief overview and summary of the initial findings
of the consultants undertaking the assessment on behalf of Portsmouth Water.

Last update: 11 April 2010
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