Draft business plan
|Essex & Suffolk Water - Explanation of the company's plan to deliver now and in the future

OVERALL STRATEGY FOR 2010-2015 PERIOD AND BEYOND

QUALITY AND SERVICE IMPROVEMENTS IN 2010-2015 PERIOD AND IN THE LONGER TERM

The starting point

We have undertaken comprehensive customer research to understand the value our customers place on the various aspects of service
they receive. Our research, and that of CCWater, demonstrates that our customers are generally very satisfied with both service and
value for money. These findings are consistent with our measured performance: compliance with drinking water and environmental
standards is very good and service levels are excellent in all areas. The main challenge relates to the need to maintain security of water
supplies in this dry region as the population grows and rainfall declines due to climate change.

Customers' views

Our customers have told us that there is limited willingness to pay for further improvements in services. This is not surprising given the
already high levels of satisfaction and the prevailing difficult economic circumstances. Our assessment identified only one cost
beneficial improvement to service, this relating to measures to address the taste and odour of drinking water.

Identifying objectives for the 2010-15 period and beyond

In November 2007, we published our Strategic Direction Statement. This set out our longer-term goals and aspirations and can be found
on our website (www.eswater.co.uk). The objectives for AMP5 in this plan are an important step towards our long term objectives,
phased in accordance with the willingness to pay information from our customer research. The drinking water quality enhancements and
envirionmental investigations included in our plan are those required to meet drinking water quality compliance standards and the
requirements of the draft National Environment Programme (NEP).

What we will deliver for customers and the environment

Our plans bring significant benefits for customers and the environment. These include:

Reducing customer complaints and improving the customer contact experience (without additional cost to customers)

Investing to address the risk of failing the new standard for lead in drinking water

Improving customers' satisfaction with the taste & odour of drinking water

Securing water supplies in Essex including metering, leakage control, water efficiency measures and resource development
Protecting operational assets from flooding

Reducing energy use and carbon emissions to combat climate change

Increasing asset maintenance to safeguard improvements delivered in the past

Investigating to establish if water abstraction has an adverse impact on the environment

Costs of delivering our plan

We aim to deliver the objectives shown above efficiently and effectively, to ensure customers’ bills are no higher than they need to be.
Investment in the Essex & Suffolk region will be significantly higher than previously. Although there is less investment required to
improve drinking water quality (as standards are already high), there is substantial investment needed to manage security of supply and
maintain assets. There are also increases to operating costs, most notably from rising energy prices, that are putting upward pressure on
bills. We have assumed challenging operating cost efficiency savings and an allowed return on capital much lower than at the last
offsetting the impact on bills of increased investment and higher operating costs.

The outcome for customers

The price limits required to finance our plans are shown below. We have applied the overall water service price limit differentially
between the North East and Essex & Suffolk, to reflect the higher investment in Essex & Suffolk. It would have been unfair to charge
customers in the North East for investment to secure water supplies in the South East. Whilst we have been able to keep average
household bills in Essex & Suffolk stable in real terms for the 10 years since 1999-00, bills need to rise in 2010-15 to finance the work
needed to secure water supplies. We believe our plan provides significant benefits for customers with prices no higher

|th_an they need to be.

Drinking water quality improvements
In AMPS we will:
Undertake a multitrack approach to meet the new standard for lead in drinking water, including targetted lead communication pipe replacement
Undertake a catchment approach, working with others, to reduce the risk of the pesticide Clopyralid getting into sources for water supply
Replace a small borehole where there is deteriorating raw water quality
Deal proactively with taste and odour problems and produce a long term reduction plan
Protecting the environment
In AMPS we will:

Undertake investigations into the impact of our water abstractions on the environment specified in the draft NEP
Protecting our assets

In AMPS we will:
Undertake necessary investment to protect our assets from rising sea levels and river flooding
service impr

Without additional costs to customers in AMP5 we will:

Improve customer satisfaction with service and value for money (as measured by our customer tracking research)

Reduce the overall number of customer complaints, resolve more at the first point of contact and reduce the number of complaints being escalated
ImErove our communications with customers, Erovide the oElion of gagerless services and improve our debt collection approach (including helging customers who slruggle to pay,

[WHAT IS DRIVING THE CHANGES IN BILLS? (2007-08 PRICES) Water Sewerage
Average household bill in 2009-10 158.09 na
Less |(1) past efficiency savings and outperformance 8.09 na

2) maintaining base services -1.88 na
of which Water Sewerage
a) changes in revenue -2.54 na
b) changes in operating costs to maintain current services to 0.88 na
consumers :
Plus |c) changes in costs of maintaining assets 7.43 na
d) changes in impact of taxation -2.90 na
e) the change in the cost of capital -4.76 na
3) |maintaining and enhancing security of supplies to all customers 14.86 | na
(4) [the impact of improvements in services 2.27 | na
of which Water Sewerage
a) drinking water quality 212 na
b) environmental improvements 0.00 na
c) Improvements in service levels 0.15 na
Less |(5) scope for reduction through future efficiency improvements -4.22 [ na
Average household bill in 2014-15 177.20 | na

[PRICE LIMITS (%) AND EFFECT ON AVERAGE BILLS (£ in 2007-08

PRICES) ESTIMATE OF EXPENDITURE NEEDS (2007-08 PRICES)
2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Proposed price limit 1.3 1.3 1.3 1.3 1.3 1.3
W |Overall indicative price limit (water service) 2.1 2.1 2.1 2.1 21 21 2010_Zan;uzLiz\ée(r:/g?;o;;hfannum)
Price limit applied to Essex & Suffolk (water service) 2.8 2.8 2.8 2.8 2.8 2.8 p property’
1 _|Average measured household bill 133 138 143 147 151 156
2_|Average unmeasured household bill 181 186 192 198 205 211 Water Sewerage
3 |Average household bill 158 162 165 169 173 177 84.86 na
0.17 na
89.95
4 JCost of improving assets to deliver improvements for the environment and consumers 5.54
Pre tax cost of debt and post tax cost of Full t-tax basi
equity basis (Vanilla) ully post-tax basis
5 |Assumed cost of capital (%) 5.32% 4.70%
We on our proposals - for details of how to do this please go to the website shown below.

|F0r further information go to: www.eswater.co.uk




