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Setting price limits for 2010 — 2015: Framework and approach — a consultation

paper

We welcome the opportunity to respond to your consultation paper.

In response to your generic questions (p.3), we would briefly comment as follows:

- Itis clear from the statements contained in the consultation that Ofwat
has some very clear objectives for this price review period and we fully
support the fundamental approach of placing customers at the heart of
this price review. In developing the objectives, you are currently
proposing a number of changes from the approach used for PR0O4 and it
is important that these changes result in a consolidated PRO9 strategy
which is clearly understood by all parties involved in the preparation of
the business plans. For example, the six bullet points shown on page 10
which companies ‘must’ address potentially constitute six contradictory
decision-making criteria (ie. what is in line with customers’ priorities for
services and bills may not be what optimises costs and benefits). We,
therefore, consider that the proposed PRO9 process is even more
complex than before and it is therefore important to have clarity and
transparency throughout. These elements provide the foundation for
securing ongoing investor confidence in the industry and are important
to maintain a low cost of capital (see Finance section).

- We do not consider there are any areas which have been developed in
too much detail. By contrast, greater detail is still needed on some
proposed changes (such as the detailed approach to Menu Regulation).
We acknowledge that this work is ongoing. We welcome the decision to
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request just one business plan, although we note that each company can
set out an alternative approach for the period immediately beyond 2015.
It is unclear as to the length of time this ‘overlap’ could be for, and some
requirements (for example those arising from the Water Framewaork
Directive) may be more difficult to clarify in this time frame. The
consultation document highlights the timescales between now and
setting price limits for customers by November 2009 which will only be
achievable by timely input from all stakeholders.

- Other than the clarifications noted in this response, we would like to
briefly mention the following issues. We note that the Water Framework
Directive programme will not be confirmed until after draft business
plans are submitted. Whilst we will develop our plan in a diligent
manner, it is likely that better information will arise post-submission and
will necessitate further amendment or the use of the change protocol
process. We trust this will offer an effective route for companies to
reflect any necessary changes.

In addition, you comment in Section 4 that '...this industry can continue
to become more efficient and that its structure and functions mean it is
likely to outperform the economy as a whole for the foreseeable future’.
We recognise that significant improvements have been made in recent
years, however, we do not support the view that it is realistic to expect
such advances in the future.

In preparing our response, we have highlighted those areas which are of most
significance to Dwr Cymru within the overall context of your consultation and our 25
year strategy detailed in ‘Dwr Cymru Welsh Water: Our Sustainable Future’.

Menu Regulation

This is a significant new proposal for PROS and requires much further detail
than is currently available. We have provided our detailed responses
concerning this issue in letters to Ofwat dated 22 November and 20
December 2007 both addressed to George Day. A copy of the latter response
is attached.

Cost Benefit Analysis

We support the general approach of encouraging business plans which are in
line with customers’ priorities for standards of service and bills and which
optimise cost benefit at both plan and component level. We also support
developing cost benefit analysis in line with ‘Green Book’ principles.
However, whilst we recognise the potential benefits that are attainable
through effective cost benefit analysis, there remain some uncertainties over
the proposed approach.

We remain unclear of the effectiveness of adopting cost benefit analysis for
investment areas which clearly fail to meet the necessary criteria. The
consultation suggests that cost benefit analysis is needed for each






