PN 52/ 00 9 Novenber 2000

OFWAT CONSULTS ON GLAS CYMRU S PROPCSALS FOR VELSH WATER/ D R CYMRU

Ofwat has today begun consulting on issues raised by das Cynru's
proposal s for owni ng and operating Wl sh Water/Der Cynru.

In the consultation paper, The proposed acquisition of Dr Cynru
Cyfyngedig by das Cymru Cyfyngedig, Owat sets out its prelimnary view
of the proposals and arrangenents to ensure custoners' interests
continue to be protected.

The d as Cynru proposal would see Dr Cynru pass to a conpany limted by
guar antee, owned and controlled by nenbers. These nenbers woul d not

recei ve dividends or have any other financial interest in the conpany.

It would have no shareholders. das Cynmru would own the assets of Der
Cynmru but ains to enploy specialist contractors to run them

Earlier this year, in its consultation process on the Kel da proposal s,
Owat set out a framework for assessing plans for new structures for
wat er conpani es. Ofwat wants to make sure that any switch fromthe
shar ehol der - owned nodel still provides incentives for efficiency

savi ngs, which have hel ped to keep down custoners' bills.

It also wants to ensure that, in the absence of sharehol ders' capital,
Gas wll be financially robust and have enough reserves to continue to
finance itself shoul d unexpected adverse events occur.

Director General of Water Services, Philip Fletcher, said: "M
prelimnary viewis that the @ as ownership nodel does not, on bal ance,
give rise to any insurnountable issues, provided that the |icence

nodi fications can be fully inplenmented and the appropriate investnent-
grade rating secured.

"However, the views of stakeholders will be critical to ny fina
assessnent of the proposals by das Cynru.

"The current Sharehol der-owned nodel has worked well. It is delivering
efficiency gains for the benefit of custonmers and sharehol ders whil st

t he wat er conpani es have been carrying out a massive capital expenditure
progr amre.



"Owat wll judge this, and any other water conpanies', proposals for
restructuring on their nerits, to ensure that custoners' interests are
protected and that our ability to regulate effectively is not harned.”

Owat's consultation seeks stakehol ders' views on a nunber of key issues
in the 3 as proposals:

. Wthout sharehol der pressure, do they provide enough incentives for
efficiency?

. What benefits are offered to custoners and are they protected from
any new ri sks should the conpany run into difficulties?

. Can Drr Cynru's managenent ensure environnmental protection and
drinking water quality in the light of its proposals to out-source
t he operations?

. Do they ensure that the Drinking Water |nspectorate and Environnent
Agency can still regulate the conpany effectively if it fails to
nmeet its obligations?

« WII the Menbers of G as have sufficient incentives to hold the
board of Der Cynru to account, and not be "captured" by particul ar
I nterest groups?

. Do the proposal s include adequate consuner consultation given the
new nodel of conpany proposed?

| s the board of A as Cynru fully independent of Hyder plc and WPD?

Copies of the OOwat consultation are available free on Owat's website
(http://ww. of wat. gov. uk), fromour library on 0121 625 1373; and from
the Custoner Service Conmmttee for Wales (tel here).

Note to Editors

1. Philip Fletcher, the Director Ceneral of Water Services (the
Director), is the econom c regul ator of the water and sewerage
services in England and Wales. His primary duty is to ensure that
the functions of the conpanies are carried out and that they are
able to finance them The Director has a duty to custoners and a
duty to facilitate conpetition. Custoners' interests are
represented by ten i ndependent Custoner Service Committ ees,



establ i shed and mai ntai ned by the Director and, at a national
| evel, by the Owat National Custoner Council.

2. The closing date for comrents on Ohwat's consultation docunent is
5pm on 18 Decenber 2000. The docurment will be available in a Wl sh
| anguage version shortly.

3. Copi es of the consultation docunent - The proposed restructuring of
the Kelda Goup - and the previous consul tation docunent New

ownership structures in the water industry are al so avail able from
the Owat library and on Owat's website (ww. of wat. gov. uk).

MEDI A ENQUI RIES TO OFWAT PRESS OFFI CE ON:
0121 625 1442/ 1416/ 1425

Qut of hours enquiries to pager: 0345 345 100 water 509 or water 521
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