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Good morning and thank you for coming in.

Could I introduce you to my colleagues, Janet Wriglour Economic
Regulation Adviser, Rob Wesley is our Policy Adviaad Barrie Clarke
is our Director of Communication.

I ntroduction

I'd like to talk for a few minutes about the busssglans the water
companies in England and Wales have just delivieréfwat. Then
we’ll be happy to take questions.

The business plans are very diverse, reflectingliffierent environments
that companies operate in, the different priorithesir customers have
and the nature of their assets. Companies wilbte ta tell you about the
details of their own plans — so | will focus on kegtional topics.

Over the last year, companies have been working stékeholders to
develop their plans — which will eventually resalhew price levels for
2010 to 2015 being announced in November 2009.

Companies’ plans have taken into account longen teemes — such as
climate change — and are shaped in the contekieoBbvernment’s
vision laid out in “Future Water”. Indeed last yeammpanies set out 25-
year visions in their Strategic Direction Staterseifibday’s business
plans are a first step to turning these visions iatlity.

But it's not too soon to talk about investment astomer service or bills.
The plans contain companies’ assessment of potevdr programmes
and effects on customer bills.



The plans are a starting point. As part of the lstguy process, they have
already been independently audited, and will nowsdyatinised by

Ofwat. Their relationship to the bills after 201€pe&nds on decisions yet
to be taken, as some of the key drivers for investrhave yet to be fully

determined.

What we're really doing today is making a big steyards finding the
answers to some of the big questions:

How will we secure the environmental and servicpromements of the
last twenty years — including of course the exceltpiality of tap water?

At the same time, how will we meet the challengedimate change —
both in mitigating our carbon emissions, and ad@pto more extreme
weather?

How will we ensure that customers continue to nexegliable, high
quality services when floods and droughts are b@ogpmore common?

How will customers be affected? What is affordatseiv will the
overall financeability of our essential servicedbected?

Summary
Let's start with a topline summary.

The first thing to note is that there is no singldustry picture — there is a
diverse series of pictures for different companieecting their specific
local situation and needs. | will talk about tlaage of values in the
industry to give you a flavour of this diversitys well as this | will also
give you an industry average.

The job for companies in price reviews is to regptmthe demands of
customers, government, and the ravages of timex@geaing
infrastructure. They're required by Ofwat to idéntvork projects and
prepare realistic costings as part of the revievegss.

These costings take into account many factorstheukey ones are what
level of capital investment is needed, both to teamreliable services
and to improve them and the environment, whatgbisig to cost
companies to operate services — in particular gnssgts — and how
companies finance all this activity.



Of course these factors affect every company diffey.

No company is expecting average household bilfaltén real terms
(excluding inflation) over the 5 year period, babe are forecasting that
bills will stay flat or only go up a little, witmicrease of less than £2 each
year. Other companies are forecasting larger iseigaf up to £16ach
year.

Looking at average figure, household bill are fastdo increase by
about £6 each year, a total of about £30 by 2@ksng the average bill
to about £350.

To put these changes into context, it's worth cammgathem with bill
changes caused by the last two price reviews. hil 2p00, there were
sizeable reductions in bills for almost all comgeniaveraging 12%.
Then in April 2005, for most companies bills rose,average by nearly
10%.

This time, the picture is much more diverse, witgmificant range in
projected bill increases. One of the things theigtid/ has long called for
Is to move on from a “one-size fits all” approaotone that reflects
regional needs — companies and customers will pangdhat the
regulator will reflect this regional diversity ihé final determinations in
2009.

This diversity is apparent when we look at investminvestments are
always driven by local need. The customers, th&r@mment, the

climate, the age and condition of existing watet aewerage assets are
different in different places, so naturally indivel company programmes
show a range — from a fall of 13 % compared toenirperiod, 2005 to
2010, to increases of over 50 % and in the casemk of the smaller
water only companies, of over 100%.

Looking at averages again, the overall industryppsal for capital
investment in new plant and pipes in the periodd2@12015 is around
£27 billion. This is up by over a third on the £ 8illion investment in
the current period, 2005 to 2010.

Commentary

There are several things to say about these pessil@stments and bills.
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First, the investment plans ateaft plans. They're proposals for meeting
the requirements of environmental and quality ratuk; the
maintenance of pipes and works; the expectationsistbmers (for
example, reducing the risk of flooding from sewgas)d the need to
improve security of supply.

In the next few months there will be much scrutmythese requirements
and expectations. How necessary are they? Mustahbg carried out

in the 5 year period? Is all the information neetdethake decisions
available? There will be much for companies to take account when
they produce their final plans and costings indpeng, and for Ofwat to
consider when they make final price decisions ivéober next year.

Second point. Over the last couple of years, comgarave worked hard
to understand customers’ priorities up to 2015.rélaen’t many
industries where customers pay so high a propoaidheir bill for

costly projects they can’t see or experience dyethis makes ensuring
that plans have the support of customers and aflflity critical

subjects.

Complementing the extensive customer researchdglregried out by
companies, eight of the key stakeholders in theos¢€CCWater, the
Environment Agency, Water UK, Defra, Natural Englatihe Welsh
Assembly Government, the DWI and Ofwat) will be Wog together on
joint customer research to investigate how custemiew the plans
companies are publishing today.

Thirdly a point about value. We could go into tle&ative cost of cups of
tea or downloads from iTunes, or even bottles afaral water. But let
me just say that, at the level of teerage bill change, the annual
household increase would work out at less thanmi@pe each week. At
the level of thdowest, there would be no change to bills, and at thellev
of thehighest, it would be 29p a week more each week. You wbe't
surprised if | say that this represents good valugistomers.

Thedraft plansin more detail

| would now like to explore the changes a bit, ea gan see what's
driving the increases.

Capital investment

Let's start with capital investment.



Many of you know about the success of the presahpaevious
investment. There have been dramatic improvemantsers, bathing
waters, biodiversity, drinking water quality, amdmanaging leakage.

By 2010 we will have invested over £80 billion at#e of around £4
billion a year since 1990. At over £10 million eyelay, this is high for
an industry with a turnover of £9 billion. In faabout half of everyone’s
bill is reinvested for the future.

At the industry level, the company plans for 200@®15 would produce
different changes for different elements of theitehprogramme,
including maintenance, quality, and growth to easetiable supplies of
water. And recent extreme weather — droughts oag jleods the next —
has raised questions of whethel’ t@ntury infrastructure is fit to meet
the challenges of 21century weather.

Let’s start with maintenance.

Investment in capital maintenance would increasevgy a third
compared the current programme. Over the five ydaiswould take it
from just under £10 billion to more than £13 bifliorhis increase is
important, if we want to protect the existing leeékervice to customers,
the economy and the environment. This investmeatis like protecting
a house by painting it regularly or repairing bvickk. Or servicing a car
to stop it breaking down.

The total replacement value of the industry’s maind sewers and works
is around £250 billion. In recent years spendingesrewal has been
around £2 billion a year. Not exactly gold-platii@f.course you can take
a view on this, because a lot of the Victorianfsitds exceptionally well-
built. But a replacement cycle of over 100 yearsinte pushing it.

At the 1999 price review the companies’ capitalmtemance proposals
were reduced by the regulator. This highlightsmapartant point that
everyone should understand. If there look like §groblems with
affordability, it's an easier option to squeezeit@pnaintenance than
statutory investment in quality. Our view is thealistic investment in
renewing assets can't be put off indefinitely. dast it can’t without
risking a fall-off in service that customers wotlate and could seriously
damage the economy and the environment.



For this reason, we were pleased that at the 2004 mview, the
regulator significantly increased the allowancedapital maintenance,
and we will be watching closely how companies’ rsgls are treated
this time.

Next let’s look at investment in higher quality.

Investment in environmental improvement and impdogenking water
guality over the next five years will vary sign#ictly between
companies. Some would have a much smaller prograttmamenow;
others a much larger programme. The work wouldvdelihe statutory
improvements in standards required by Europearnciines.

At an average level, investment in higher qualityd rise slightly from
the current level of around £6.5 billion.

That's the quality investment picture.

Another other key investment driver, ensuring thettomers continue to
have adequate supplies of water — and that thisrwan be taken away
safely when it has been used. As well as planrarigke account of
changes in demand from new houses and other factaent events such
as droughts and floods have clearly emphasiseddéé to have resilient
water and sewerage networks.

Investment for this driver is expected to abouthdeult would rise from
£2.7 billion in the current period to over £5 tmhiin 2010 to 2015. And
again there would be wide variation between congmni

Operating costs
Efficiency gains will continue — but input priceseancreasing

Another key factor in companies’ plans is operatingts. Ever since
privatisation in 1989 the industry has been abledid down the effect of
higher costs on customer bills by making largecadficy gains year after
year. Ofwat has calculated the benefit and shoat without
efficiencies made by companies, the average billldvbave been £100
higher in 2008 than would otherwise have been dse.c

The industry will carry on making efficiency gairmt the input prices
faced by water companies have been rising sharpigst notably the
cost of materials and of energy. The headline aszs in energy bills



that we are all aware of as domestic energy ussrshave a big impact
on company costs, as energy already makes up 1@8€ afdustry’s total
operating costs, even before this year’s pricesi@®es. Increases in
energy costs and other input prices offset, armbime cases outweigh,
efficiency gains over the next five years.

The costs of financing investment

In the end the customer pays for water investmeagrammes in
England and Wales, but the full price can be pladly over the life of
the assets. To get the work done means attractong funding from
shareholders and the debt markets, the main soargessent. Obviously
this has to be paid for, so a part of the highkrdmd the industry’s
profits, will go to lenders and shareholders.

Compared to the last review, in general the cofinahcing investment —
in particular of debt — has reduced. But over #s year, the financial
world has changed dramatically. The continuing ikr@dinch has had a
major impact on the debt markets, and companidsiedd to raise large
amounts of new debt over the period from 2010hé&irtplans, companies
have had to ensure that they can continue to femaeev investment
going forwards.

Costswhich could change

There are also other important costs that coukecathe final
determination of price limits that Ofwat will annoze in November 2009
— but are not fully known at this point.

Energy prices are highly volatile, and while comparhave included
their best current assessment of energy costs2d@ in their plans,
they will be watching energy markets carefully otrex next few months
to see if they need to change their forecasts.

Some parts of the programme to improve the quafithe environment
need to be clarified, which could result in chanigesvestment needs.
The transfer of private sewers to the responsjtilitsewerage
companies is another area where the costs — arnuhiing — is uncertain.

And charges for traffic management is another afescertainty. This is
not fully quantified yet, but charges for traffi@mmagement are likely and
could have a big impact on the cost of essentadwmrks. Especially



when the increased maintenance programme would meas
roadworks.

Conclusion
So to sum up.

We have some of the best water services in thedworhis country.
That's because we’ve invested a lot over a relbtisieort time and we've
been successful.

For the sake of our customers, the economy andrtieonment we can’t
let things slip. So our priority is maintaining thssets we all depend on
for reliable services and protecting the higherigpueve’ve achieved —
which are also customers’ priorities.

There are major potential benefits for customersthe environment
including:

more resilient services, to ensure that adequaieliss of high quality
water are available — and can be taken away whexh-uslespite the
changing climate, better taste and appearanceifikinlg water, further
reductions in sewer flooding; even better cleaivers and beaches; a
reduction in sewers overflowing in storms; and npaneection for
wildlife habitats.

Now we’d be happy to take questions.
Ends
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