Jlaking Care of Water

Thames Water’s draft 25-year plan for a sustainable future

L=

-

Consultation document
September 2007

Thames Water Utilities Limited
www.thameswaterconsult.co.uk




At Thames Water, we are now planning our investment strategy for the 25 years from

2010 onwards. This will be described in full in our Strategic Direction Statement (to be
published later this year) as part of the five-yearly Periodic Review process with Ofwat, our
economic regulator. As part of this, we have published this document, Taking Care of Water.
It sets out what we think the future holds and how it will affect the decisions we make and
the actions we take into the future. For the purposes of our planning, we are considering
2010 to 2015 as the medium term, and the period of 2015 to 2035 as the long term.

To help us understand what customers and other stakeholders think about our current
performance and future priorities, we have carried out extensive research. This included
discussion groups with customers, workshops with stakeholders and telephone interviews
with Members of Parliament. Information from this research has been used to help shape
our draft strategy and the content of this report, and is referenced throughout.

Taking Care of Water is a consultation document, so we welcome your views on what we
have to say. You will find questions about our strategy throughout the report. We want to
know your views on all of the topics we discuss and are also keen to know what you think
of our overall strategy.

® Haveyoursay....

Do you think the balance of our strategy is about right ?

Should we do more in specific areas or address other
concerns and, if so, what should these be ?

Let us know at

www.thameswaterconsult.co.uk ‘.h

Any responses you give us will help determine our final Strategic Direction Statement.
In the meantime, you can find out how to comment on Taking Care of Water on page 44.
Please don’t forget that we need your response before 26 October 2007.
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Foreword from David Owens, Chief Executive Officer
About Thames Water

What the future holds

What our customers have told us so far

The views of our stakeholders

Delivering for customers

Drinking water gquality: How are you going to maintain drinking water quality ?

Security of supply: How are you going to make sure water is always available when we need it ?
Leakage: How are you going to stop the leaks ?

Metering: What are you going to do about metering ?

Water efficiency: What are you doing to encourage the wise use of water ?

New sources of water: What new sources of water are you developing ?

Wastewater and sludge: How are you protecting rivers and managing sewage wastes ?

Sewer flooding: What are you doing about sewer flooding ?

Odour: What are you doing about the smell from sewage treatment works ?

Customer experience: How are you going to improve customer service ?

Planning for a sustainable future

Sustainability: Is sustainable development important to you ? How responsible are you going to be ?

Climate change adaptation: Climate change is already happening - how are you going to protect water services ?
Climate change mitigation: What are you doing to reduce your contribution to climate change ?

Asset stewardship: What are you going to do to make sure it all still works in 25 years ?

Delivering value

Competition: Will | always have my water and sewerage services provided by Thames Water ?
Supply chain: How will you work with suppliers and contractors ?

People: How will you develop your people ?

Innovation: Are you developing fresh approaches to new challenges ?

Managing uncertainty: What if things don’t turn out as you expect ?

Providing affordable services

Affordability: How will you keep your services affordable ?

Finance: How will you manage your finances ?
Our proposed strategy at a glance

How to respond
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Capital spend (Em)

Finance

How will you manage your finances ?

Substantial investment, sound financial management and a fresh look at methods of funding
large projects are required for the future.

Background Key facts

We invest on behalf of our customers to maintain and enhance ) - )

water and wastewater services. Customer bills fund the substantial > We have invested over £10 billion since 1989 to improve
investment required for this and finance the money we borrow to water, wastewater and customer services.

complete this work. If we were not profitable, we would be unable > In 2006/07, our capital investment for the appointed

to raise the finance we need, putting essential programmes at risk. business was £778 million.

Investment of around £27 billion over the next 25 years is needed to > Our economic regulatf)r, Ofyvat, ensures that Ul VSl bills
deliver our proposed strategy (as shown below). This is expected to reflect.only as much flnanc.lal return as an gfflClent company
peak during 2015-20, levelling out towards the end of 2020. A major needs in order to fund the investment required.

influence is the Tideway Tunnel - construction is expected to peak from
2010-20. The Upper Thames Reservoir is another key project; should

] A The figures we have used are stated in constant prices in today’s
this go ahead, activity is expected to peak from 2015-25.

terms (March 2007). They assume a 5.1% post-tax cost of capital
in line with the 2004 determination of prices. At the time of the
Capital expenditure (including efficiency assumptions) determination, some companies were allowed a further revenue
uplift to enable them to access finance efficiently. Ofwat have

7000 — recently indicated that the method to provide such assurance

6000 = (a ‘financeability’ test) will change at the next Price Review, the

iggg : principles of which will be set out in draft during October 2007.

2000 — Given this uncertainty, we have not assumed any uplift beyond 2009.

2000 — We believe our proposed strategy to be a robust and credible plan.

1000 — It will deliver the service required by customers and stakeholders,
0— and be financed to give shareholders and debt providers appropriate

2005 - 2010 2010- 2015 2015 - 2020 2020 - 2025 2025 - 2030 2030 - 2035 . . .
financial returns, ensuring overall best value for customers.
The graph below shows the overall cost of this programme to

customers. Bills are forecast to reach around £406 on average by the When planning for future investment, we will:

end of 2035, with an initial rise to £352 expected by 2015. > Need to raise significant amounts of debt in order to
As a proportion of average household income, the bill increases from deliver the programme required (this is expected to be over
1.13% to 1.27% by 2015, but declines to around 1% by 2035. £30 billion by 2035, including refinancing of debt maturing

during the period).

v

Encourage Ofwat to set an appropriate ‘cost of capital
Thames Water average household bills to attract the high levels of investment needed and ensure
providers of finance receive appropriate returns that reflect

Range of average household bills across all water and sewerage companies

500 — the risk involved.

450 — > Expect companies will be free to determine their own

400 — capital strategy, accessing varied and efficient sources
) 350 — of finance so as to respond to changing market conditions.
=

v

300 — Work with Ofwat to ensure the industry can access overseas
250 — markets in setting returns. This is necessary given that the
potential scale of investment across the industry is likely to
exceed the capacity of the UK Sterling debt market, probably
during 2010 - 2015 and possibly beyond.

2010 2015 2020 2025 2030 2035

The main elements of this bill over the 25-year period are shown below.

Just over 80% of the bill will be associated with operating and > Encourage Ofwat to take a long term view of sustainable
maintaining current service levels to existing and new customers. The funding methods when testing for financeability. This
remainder will fund investment to enhance levels of service and further particularly applies to the debt market, some features
improve water and river quality, as set out in Taking Care of Water. of which are likely to be temporary. There should be no
The elements associated with the two major projects discussed within assumption that today’s conditions will exist forever.
this document (the Tideway Tunnel and the proposed Upper Thames > Compete in capital markets for investment along with the
Reservoir) have also been highlighted below. rest of the water industry. Presenting appropriate (‘sound
investment grade’) ratios will be required. Ofwat must
Components of average household bill over the 25-year period continue to apply tests to ensure that companies are able

to finance their functions.

v

Work with Ofwat to understand how large projects such
as the Tideway Tunnel and potential Upper Thames
Reservoir could be funded in alternative ways to better
define and allocate risk. Such larger projects have a very
different risk profile to a standard capital programme.

Il Service enhancements

Il Water and river quality

Il Tideway Tunnel

[0 Proposed Upper Thames Reservoir
Il Operating and maintaining services
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Proposed strategy at a glance

Our proposed strategy at a glance

Throughout Taking Care of Water, we have explored our view of the future and the views of our customers and stakeholders. We have
also set out how we will ensure we can provide the services that our customers and stakeholders expect of us in the medium term and the
long term. The tables that follow summarise how we intend to deliver these services in a way that is both sustainable and delivers value.
Full details of these proposed approaches are found on the relevant topic pages, as highlighted on the tables below.

Delivering for customers - pages 11 to 22

Key issue

Drinking water quality

Security of supply

Leakage

Metering

Water efficiency

New sources of water

Wastewater and sludge

Sewer flooding

Odour

Your perspective

Safe drinking water is the highest priority for our
customers. They are generally satisfied with current
drinking water quality but recognised some localised
issues of discolouration, taste and odour.

Customers do not want to experience severe water
rationing but did not support investment to reduce
the frequency of hosepipe bans.

Customers and stakeholders feel this is a key issue and
that we should seek to reduce leakage below the long
term ‘economic level’.

Metering is seen by most customers as the fairest way
to pay for water, although many would prefer to
choose whether or not to have a meter.

There is strong support amongst customers and
stakeholders for greater efforts to educate people
about the need to use water wisely.

Customers support our proposals for the Upper
Thames Reservoir and the desalination plant in east
London, assuming we are significantly reducing
leakage. Customers also support the safeguarding
of low-flow rivers.

River quality was seen as important, although
customers are largely satisfied with current standards.
Once explained, customers were also happy with
current methods for recycling sewage sludge.

Customers feel that sewer flooding is unacceptable
and that efforts to reduce flooding from sewers
should continue.

There was a mixed reaction to odour issues amongst
customers and stakeholders. Some people feel that
action should be taken to reduce odour problems,
although many believe that third parties should bear
some of the costs.

Consultation on Thames Water’s draft 25-year plan for a sustainable future

Our response

We will address localised deterioration of raw water
quality, improve compliance with new standards for
lead and aim for a progressive reduction in customer
complaints for localised aesthetic issues.

We will use leakage control and demand management,
and, where necessary, develop sustainable sources

of supply in order to meet customer preferred

service levels.

We agree that we need to do more and propose to
bring leakage levels in-line with industry average faster
than the current industry-standard approach allows.

We believe the fairest approach is to introduce a
progressive and targeted domestic metering
programme that focuses on areas of greatest
supply/demand need and water saving opportunity.

We will promote water efficiency through a best
practice programme of education partnership projects
and water audits targeted towards metered customers
(domestic and commercial), low-income groups and
the public sector.

We will develop proposals for the Upper Thames
Reservoir and see the potential for this as a sustainable
resource for the region as a whole. Our strategy also
includes reducing the security of supply risk to London
by developing the desalination plant and, where
necessary, continuing to develop alternative supplies to
mitigate the impact of existing abstractions.

We will work towards ‘good ecological status’

for watercourses whilst ensuring any solutions are
assessed for wider sustainability impacts. We will also
improve the quality of the River Thames by delivering
the Tideway Tunnel.

We plan to continue to reduce high-risk internal
(property) and external flooding. In the longer term,
we aim to move to a more proactive programme,
predicting and reducing sewer flooding risks before
flooding occurs.

We will seek to reduce odour at sites where there are
already significant complaints and design new sewage
works to best industry practice standards. Over time,
we want to shift to a more proactive approach to
address potential issues at our sites before they
become a problem.

www.thameswaterconsult.co.uk
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43  Proposed strategy at a glance

Our proposed strategy at a glance (continued)

Delivering for customers - pages 11 to 22 (continued)

Key issue

Customer experience

Your perspective

At present, around 70% of customers are satisfied
with our service although too many have to make
unnecessary repeat calls to get the response they need.

Planning for a sustainable future - pages 23 to 30

Sustainability

Climate change
- adaptation

Climate change
- mitigation

Asset stewardship

Stakeholders consider that sustainability should be an
integral part of our planning and operations.

Stakeholders feel that we should be planning for the
implications of climate change.

Reducing energy use seemed a self-evident requirement
for almost everyone. Stakeholders, in particular, feel
that climate change is a different order of magnitude
to other environmental issues.

Developing and delivering a maintenance and
investment programme that provides desired levels of
customer service that are sustainable in the long term.

Delivering value - pages 31 to 36

Competition

Supply chain

People

Innovation

Customers expect us to improve the efficiency of all
areas of our operation and reduce costs to keep bill
increases moderate.

Affordability - pages 37 to 40

Affordability

Affordability of our water and wastewater services is

a key concern of customers and those stakeholders
representing consumer interests.

Consultation on Thames Water’s draft 25-year plan for a sustainable future

Our response

We want to be the company that customers would
prefer to use if given the choice. We plan to introduce
greater choice in the way customers can communicate
with us and build greater confidence in delivering the
promises we make.

For us, sustainability is about ensuring future
generations are not disadvantaged by the actions that
our business decides to take today. We will continue

to further our understanding of the challenges this
presents and how we need to respond, developing

and implementing our sustainability strategy across
the business.

We are already adapting to inevitable changes and will
continue to act in the public interest to protect services
and the environment for the future.

We will limit our contribution to climate change and
reduce emissions in accordance with government
policy (assumed to be by 20% compared to 1990
levels by 2015).

We will balance many competing requirements to
provide the most cost-beneficial, economic and
sustainable overall programme of maintenance and
investment that delivers the service our customers
require both now and long into the future.

We welcome the Government and Ofwat initiatives to
review competition in the water industry and will fully
participate in the development of changes that will
drive better service performance to customers.

We will evolve our delivery model to build on the
benefits of competition and commercial incentive
in order to realise best value. We will engage with
suppliers that best complement our approach and
provide environmentally and socially responsible
goods and services.

We will position Thames Water as an employer of
choice and, through learning, development and
technology, develop our talent, skills and processes to
enhance performance and increase productivity.

We will continue to utilise the expertise and skills of our
own research and development teams, our suppliers
and other industry research groups to improve the value
of our service through technological developments and
other innovations.

We will target our metering programme to avoid lowest
income households until later in the programme,
expand our customer assistance fund and review tariff
structures to see how these can reduce bill impacts for
essential use of water services.

www.thameswaterconsult.co.uk



How to respond

We would welcome your comments

on this report, both in answer to the specific
guestions we raise and also on any other
topic areas in this report.

We will use your responses to inform our final strategy document,
the Strategic Direction Statement, which we will publish early
next year.

We would prefer you to make your response online at:
www.thameswaterconsult.co.uk

(This website address allows you to access the consultation hosted
by our independent facilitators, Dialogue by Design.)

If you are unable to make an online response, written commen
may be sent to:

Thames Water
FREEPOST SEA 12430
Thornton Heath

CR7 7XT

The closing date for comments is 26 October 2007.

All comments made at www.thameswaterconsult.co.uk (or sent in writing

to the above postal address) are deemed to be related only to the public

consultation on Thames Water's draft Strategic Direction Statement,

Taking Care of Water. No correspondence will be entered into. If you wish

to contact Thames Water for any other reason, please visit our website

at www.thameswater.co.uk/contactus or contact our Customer Centre

at the address on the back cover of this report. I

Please note that your response to this consultation exercise will be made
publicly available, however it will not be attributable. Under Freedom of

Information requirements we may be required to provide, upon request, full
details of individuals ar de those submissions.
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Thames Water Utilities Limited
Customer Centre

P O Box 286

Swindon, SN38 1TU

Internet: www.thameswater.co.uk

For further copies of this report, please contact us at the

above address or at consultations@thameswater.co.uk

and quote product code 02929900.

To respond to the issues raised in this consultation,

please visit www.thameswaterconsult.co.uk and let us know what you think.
The closing date for comments is 26 October 2007.

Your views will help us to shape our future priorities and operations.
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