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By email:-

| write on behalf of the independent Customer Challenge Group (CCG) for Bristol Water’s Business Plan
submission for Ofwat’s 2014 price review, also known as the Local Engagement Forum (LEF).

The purpose of this letter is to inform the Competition and Markets Authority (CMA) of the LEF's
opinion on some matters arising from the Bristol Water provisional findings.

Overall we are pleased that the CMA appears to have undertaken a thorough assessment of Bristol
Water’s statement of case, and Ofwat’s response. We welcome the CMA’s clarity of its provisional
findings particularly its explanations of the allowances it has made and the removal of the PR14 menu
scheme.

We appreciate that the CMA has examined a large volume of evidence and had to try to balance and
reconcile significantly different positions. We are pleased that the CMA has recognised the importance
of the views of customers in relation to the metric associated with negative water quality contacts.
However, we are concerned that the CMA does not appear to have given appropriate weight to the
views of customers in some other areas. In particular, we would like to highlight the following three
areas where we have concerns:

e Level of maintenance expenditure;
e Cheddar Treatment Works; and
e Cheddar Reservoir Two

Level of maintenance expenditure

The provisional findings include an allowance for capital maintenance of around £131m. This
represents a reduction in maintenance expenditure of 35% compared to AMP5. The acceptability
research we oversaw in 2013 showed that customers were extremely concerned that levels of
maintenance are appropriate, and that when offered a choice of reduced maintenance and lower bills
this was firmly rejected by almost all of them.

We note that customers found that the proposals in Bristol Water’s plan were acceptable.
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We welcome the CMA’s detailed challenge of the allowance for maintenance. However, we are
concerned that the lower end of the proposed range of maintenance expenditure would appear to
pose a risk that current levels of service to customers could deteriorate, which would be counter to
their expressed views. We are also concerned that the provisional findings may also defer some costs
inappropriately to customers in future periods.

We believe that in considering the different pieces of evidence in coming to its final determination the
CMA should give weight to the evidence of customer views that they do not welcome a trade-off of
higher risk from reduced maintenance in return for lower bills, nor would they welcome any shocks in
the next AMP arising from the “sudden” need to catch up with too-long delayed maintenance.

This seems just the sort of risk that the industry was trying to avoid when we commented supportively
on the longer term Strategic Direction Statement which Ofwat had requested of all companies with the
implication that the risk would be appropriately weighted.

Cheddar Treatment Works

The provisional findings suggest that more work is required to justify the need for new treatment at
Cheddar Treatment Works. While acknowledging the problems affecting the treatment works, the
CMA proposes to overturn Ofwat’s decision to make financial provision for this scheme; to make a
small financial provision for further investigation and minor remedial works; and to invoke Ofwat’s
uncertainty mechanism during AMP6 to make financial provision for the scheme when Bristol Water
provides further evidence of need. We are concerned that the delays and uncertainty this position
creates is not consistent with the risk based approach to water quality that is for the Company to
manage as part of its statutory duties. In addition, customers have told us that “Making sure water is
always on tap with no interruptions” is their top priority, and that Bristol Water’s plan which included
this scheme was acceptable to customers. We believe that there is agreement by all parties that action
needs to be taken, and that completion of detailed assessments by Bristol Water should be provided if
necessary, but should not delay or impede efficient business planning. We do not believe excluding
this scheme is likely to be in customers interests, and therefore it should be included in the final
determination.

Cheddar Reservoir Two

We note that the provisional findings show the CMA are not persuaded that the case for commencing
Cheddar Reservoir Two in AMP6 has been made. We accept that there is a discussion to be had about
the correct time to commence work on this reservoir, and that some delay may be appropriate so that
completion is during AMP8. However, we are concerned that any further delay might expose Bristol
Water’s customers to an inappropriate level of risk in their supply — something they repeatedly
affirmed as a top priority.
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We consider that a delayed start to the reservoir during AMP6 would be more consistent with customer
wishes than a longer deferral and that such an approach should be considered carefully for the final
determination.

In closing we are conscious that this has been a long process and that many of us also had experience
of the previous price control. Against that background the Strategic Direction Statement was intended
to represent a longer term perspective of the levels of investment against customer service.

We remain of the view that tactical price setting (where contrary to customers’ views) risks
marginalising the benefits of this approach, if in AMP 7-9 it should be found that the reduction in
maintenance now being advocated results in unintended consequences. It would be regrettable if
current customer views were being largely set aside. To go against this therefore represents a
regulatory risk.

Yours sincerely,
Charles Howeson
Independent Chair to the Local Engagement Forum

CC: LEF Board members
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