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Interim support for Direct Procurement for Customers (DPC)

EXecutive summary

= Anglian Water Senices (AWS) is considering the opportunity Direct Procurement for Customers (DPC) may be able to play
in the context of its investment plan for AMP7 and beyond and where DPC could help to realise additional customer value
for money compared with the conventional Price Review (PR) framework.
Introduction
nd overview . : - X
and overvie AWS'’ investment plan are likely to be suitable for delivery under a DPC model.
= This document is the final private report setting out the assessment framework, asset evaluation and analysis and key

| |
| |
l |
l |
|
I = KPMG has been engaged to support Anglian Water Senvices in considering this opportunity and whether projects within :
l |
|
| |
: findings, a summary of which is provided as part of this Executive Summary. '

|
I'= The large enhancement projects within AWS' investment plan are driven by its revised Draft Water Resource Management
: Plan (WRMP) to be published in early September 2018. Investments are largely targeted at improving resilience and

| meeting emerging supply/demand deficits in its water supply region given the water scarcity issues that AWS is facing as a

AWS : result of growth, sustainability reductions in abstraction levels and climate change impacts.

Investment : = Given the relatively early stage of development that some of these project are at, development costs are expected to be
| incurred in the next AMP and therefore even those projects that are expected to be delivered in AMP 8 and AMP9 have
|
I
I
|

been considered where there is greater certainty based on WRMP scheme selection.

plan

= The scheme costs included in the report are based on AWS cost projections includedin the final PR19 Business Plan.

= In order to assess projects for DPC suitability, an eligibility framework has been developed that considers a number of
project characteristics and is closely aligned with key criteria Ofwat has set outin its Final PR19 Methodology document
published in December 2017.

|

|

|

|
Eligibility |
framework and :
|

|

|

|

|

I
|
I
I
= Specifically, the framework focuses on the size of the project relative to Ofwat’s £100m whole life totex cost threshald, :
technical eligibility (i.e. level of discreteness and separability of the project) and customer value for money delivered under :

|

I

I

|

methodology

the factual, DPC model, against the counterfactual, conventional price control (PR19) framework.

= The frameworks are underpinned with a number of key assumptions and in some cases there are limitations associated
with the assessments and which are highlighted in relevant sections.

Document Classification: KPMG Confidential



Interim support for Direct Procurement for Customers (DPC)

EXecutive summary

( \ s The £100m whole life totex threshold was applied to all major projects within AWS’ investment plan. The
project’s expenditure was considered over the typical period of a PFI concession (25 years plus
construction) on an undiscounted basis as opposed to the full asset life given the concession period
expenditure is the value in scope for competition under the DPC model.

= The analysis suggests that the projects likely to exceed the £100m threshold are South Lincolnshire
Resenoir, Smart metering programme, North Fenland Transfer and Treatment and Elsham Transfer and
Treatment schemes.

|
|
|
|
Size test :
|
|
|
|

/-~ N T T T T T
= Each ofthe assets exceeding the size threshold have been evaluated against the qualitative technical
‘discreteness’ framework to determine technical eligibility for DPC.

= The project characteristics were capturedin a project template completed by AWS subject matter experts
(SMESs) in order to inform a preliminary assessment of the assets by KPMG.

= This preliminary assessment was then reviewed and updated as part of a workshop with AWS’ SMEs
where further details and specific asset characteristics were considered toinform a more comprehensive
analysis of the projects against the technical framework.

= The assessmentwas based on specific characteristics of the assets under consideration and cannot be

Technical regarded as general views that apply to similar type of assets that may have other specific characteristics.

|
I
I
|
I
|
|
|
I
I
|
I
:
assessment : = The results of the technical assessment showed that some assets can be seen as more suitable for DPC
| than others. The South Lincolnshire Reservoir was assessed as most technically suitable achieving a
: score of 14 points, followed by North Fenland Transfer and Treatment with a score of 12 points. Elsham
| Transfer and Treatment and the smart metering programme scored significantly lower on the technical
: assessment and were considered overall as less suitable for DPC'.
I
|
I
|
|
|
I
I

= Only projects meeting the size test and which were considered more suitable from a technical perspective
(i.e. scoring 12+ as part of the technical assessment) were subject to a full value for money assessment as
part of the quantitative analysis.

= As aresult of the technical assessment the list of project considered for DPC was filtered down to two, the
South Lincolnshire Reserwir and the North Fenland Transfer and Treatment scheme.
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Interim support for Direct Procurement for Customers (DPC)

cXeculive summary
I e

= The base case customer value for money analysis suggests that customer value for money could be
realised through delivery of South Lincolnshire Reservoir under a DPC model.

= This is largely driven by financing benefits and potential capital and operating efficiencies which are only
partially offset by an accelerated depreciation profile and additional costs associated with DPC delivery
to both the DPC and AWS.

= Sensitivity modelling revealed that under all scenarios, DPC delivers greater value to customers, with
savings to customers ranging between 4% and 13% in NPV terms over asset life compared to
counterfactual.

Value for
money
Quantitative North Fenland transfer

analysis = The base case customer value for money analysis suggests that customers would not benefit from

delivery of the North Fenland Transfer and Treatment scheme under a DPC model.

= The relatively small size of the scheme reduces the potential for financing benefits and the reduced
scope for capital and operating efficiencies, given the small, non-complex and relatively simplistic
operating requirements of the asset, are more than offset by the additional costs and accelerated
depreciation profile under a DPC arrangement.

= Sensitivity modelling included in the appendix does not suggest increase efficiencies and lower financing
\ /1 costs would materially improve this position.

( \ '= As the VM analysis showed greater value to customers under a DPC delivery model for the South
Lincolnshire Reservoir it was assessed against the qualitative value for money framework to identify
whether it would be likely to realise value for money for customers when compared to the counterfactual

Vglg:\e;;r (i.e. delivery under the conventional Price Review framework).
= The reserwir scored ‘Medium to high' in terms of potential to deliver value for money for customers. Key
Qualitative rationale included the likely market appetite which was assessed as ‘High’ based on the size and
analysis potential pipeline of similar schemes over coming AMPs and general demand for UK infrastructure

assets and limited availability of such projects. Howewer, it scored less favourably on the potential for
innovation given the relatively low complexity of the asset. In addition, its scale suggests there may be

\___ /! _ someopportunity to realise further efficiencies. _ _ __ _ _ _ ________ _ _____________ |
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Interim Support for Direct Procurement for Customers (DPC)

PG process and governance across the project

The DPC eligibility assessment was based on a framework developed by KPMG and hasinvolved extensive engagement with the
Executive Management Team at Anglian Water and interactions across the project with subject matter experts and key stakeholders
asillustrated below.

Portfolio Group Steering Committee

(Including: Head of Direct Procurement (Chair), Asset Management Director, Regulatory Director, Capital Delivery Director, Resilience Director,Head of Investment Planning,

WRMP team, Head of Finance, Head of property, Head of Programme Management, Project Team)

Individual meetings and interviews A

Regular Steering Group meetings
November 2017 to March 2018

Projectteam

Head of Direct Procurement, KPMG

A A A A A A A A A A A A A A A A A A A

Weekly progress reporting and project meetings for
core team across project duration

1
\ 1
Key subject ! discussions, !
;“ap”e‘is and workshopsand |
X . . .
groups . keysubjectmatter |
experts across the |
_ projeCt duration _
! :
Water and wastewater Operations team/IMDS Metering and Developer Services Alliance
Internal assurance and audit by CH2MHILL (Assurance provider)
and Deloitte (Auditor)
m © 2018 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intemational’), a 9
Swiss entity. All rights reserved.
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Interim support for Direct Procurement for Customers (DPC)

niroduction o DRC

Direct Procurement for Consumers

KPMG

As partof PR19 proposals, Ofw at set out its expectation
for appointed companies to use Direct Procurement for
Customers (DPC) to directly procure relatively discrete
projects w ith a w hole-life total expenditure (TOTEX)
value in excess of £100m from third parties.

Direct Pral
Customen

& HPis apa

Looking back over the last 15 years at the three
previous price review s, 4-5 projects w ould have had a
capex value in excess of £100m at each review . The
e o1 @at average project size per regulatory control period is

=== €.£275m but there is significant variance amongst the
projects.

Number and type of potential DPC project
in each AMP (4-6) (based onthose of £100m + capex)

Ofw at’s previous analysis considered
= Network enhancement that betw een 2-4% of the value chain
1 = Other could be covered by DPC at future
review s and that £400-£800million of
net benefits might be gained from this
model (draw ing heavily fromthe
OFTO experience). How ever the
counterfactual comparison here is
highly challenging, particularly in an
environment w here the WACC is
expectedto be sub2.5% (RPI real)
and w here companies have highly
developed capital delivery models

and a track record of significant cost
AMP 4 AMP 5 AMP 6 outperformance.

= Sewage Treatment Works

Number of projects
N w N [é)] ()] ~ [ee]

KPMG

PR19 Final Methodology: Key considerations

Ofw at's PR19 Methodology, published in December 2017, has provided further
details on the DPC model. The Methodology places the onus on companies to
develop a robust framew ork for assessing the suitability of projects for DPC and
the approach to procurement and contracting w ith athird party DPC provider.

Specifically, Ofw at has set out a number of key principles including:

* Athreshold of c.£100m w hole-lifetotex although smaller schemes
could be consideredif companies believethey could providevalue to
customers.

* No licence for CAPproviders and licence modifications to incorporate
allowed revenues (i.e.no separate price control).

* Excludes schemesunderthe bio-resources price control given plans to
create new marketsin this part of the value chain.

e Prohibition onincumbents or group com panies bidding for assets
within theirown region.

Examples of projects that would qualify for the direct procurement

scheme from previous AMPs include:

[g;\-_,::-:_ W AMP6 — Birmingham resilience main scheme

Severn Trent’s network enhancement as part of the
Network Plus. Capex equal to £265 million in
12/13 prices.

AMP5 — Brighton and Hove STW

Southern Water's sewage treatment works as part of the

Network Plus. Capex equal to £226 million in 12/13
prices.

AMP4 — Shell Green Incinerator

United Utilities’ bio-solids project. Capex equal to £120
million in 12/13 prices.

11
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Interim support for Direct Procurement for Customers (DPC)

ntroduction [0 DPG - SCope and Incentives

Other regimesin energy (OFTOs/CATOs) and existing PPP/PFI assets provide important precedents against which to consider
Direct Procurement within the water sector, particularly the scope (flexible approach to opex) of the contract and the incentives.

Deciding on potential
structures to adopt for DPCis a
challenge given the immature
nature of the marketand
untested regulatory framework-
how will it work.

Ofwathavesetoutsome
parameters but there are still
significant gaps for companies
to fill in even justas part of the
CBA. Companies’ DPC model
will need to consider issues
like:

«  Whichrisks are being
allocated w herein the
proposed model and how
does that compare to the
currentrisk allocation?

Are you going ‘early’ or
‘late’ tender?

___Scope of project activities in other infrastructure
procurement models-what will scope of DPC be?

Design maintain

— Revenue adjustment mechanisms from water
PPP/PH schemes-what about contracts?

/_} Water treatment plant

Pay ments commence post construction

Pay ments based on:

— Capacity charge based on av ailability of water treatment asset
— Partially volume based on output from treatment works
Performance deductions based on reduced capacity, quality and

Comparison of price control arrangements-what

management reporting

Share of any refinancing gains
Capacity charges are partially index linked and v olumetric charge fully
index linked

Pay ment mechanisms are highly specified

— approach should be taken for DPC contracts?

Regime Duration Opex Re-openers?

Indexation?

Incentives?

Post construction
rev enues subject

T Fixed during
construction

Limited — gov ernment support
package for high-impact/low-

Yes —as well as revenues,
there is afinancingcost

Y es —incentive for delivery

. with first price  to periodic likelihood risks, and true-upfor mechanism that protects
How are the contracting reviewin c.2029 review difference between forecast and  against large changes in the
arrangements going to outturn during construction market cost of debt
work ata high-level,
specifically with reference OFTO 20year Coveredby TRS Limited — adjustments for changes Partial — proposals for which Y es — av ailability incentive
to the pa_yment rev enue stream in specific cost elements,oras a  elements of the revenue
mechanism? (TRS) result of additional capex required allowance are indexed are
. . during the operational phase included in the bids
Companies are also required to
develop a practical work-
plan/timelines for projects CATO  25year Coveredby 25  Limited — adjustment to revenues  Partial — proposals forwhich  Yes —incentives for timely project
considered eligible for DPC. revenue and year revenue allowed as the result of elements of the revenue deliv ery, operational performance,
depreciation stream unforeseen events, considered on allowance are indexed are asset management, environmental
a case-by-casebasis included in the bids perf ormance and enabling
connections (where relevant).
m © 2018 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intemnational’), a 12

Swiss entity. Allrights reserved

Document Classification: KPMG Confidential







Interim support for Direct Procurement for Customers (DPC)

Ufwat Final Methodology

Procurement Incumbent eligibility to * Incumbentisprohibited to bid inany form in own area
principles bid « As partofits unregulated businessincumbent can participate in other water companies tenders

Skilled resources » Emphasison access of skilled resources required forthe procurement and contract management

Deliv erability * Companieswillneed to engagewith and test the market in the early stagesof the process
» Companiesneed to make sure there is enough certainty about projectswhen they run tenders

» Deliverabilityisa key aspect to be considered in the bid evaluation — Companiesneed to satisfy themselvesthat the CAP has
the resources necessary to deliverthe project

DPC contract Contract duration » 15-25yearsdepending on the assettype
principles « Tobe defined through market engagement

(generally minor
changesto Draft Statutory obligation » Companiesremainultimately responsible forensuring their statutory and licence obligationsare fulfilled

Methodology) * While companiescan contract out the execution of these obligations, they cannot contract out the responsibility forcompliance

Cost assessment Procurementand * Companiesare allowed to recovertheir costsrelated to procuring the DPC and contract management over the contract period
contract mgmt. costs

Licence condition Licence changes * Prohibitionon the appointee awardingand holdinga DPC contract to an associated company
e Companiescan recover CAP revenue from customers
* Requirementto use reasonable endeavoursto run a tender process

* Requirementto provide Ofwat withinformation throughout the tender process, and in relation to the management and
termination of the contract

» Certain specified aspectsof the companies contract with the CAP will be included inthe companies'licence, such as opex
changesor refinancing gain-sharing

Contingency Failed procurement » Ofwat set out potential optionsto proceed which include (i) re-scoping and re-tendering, (ii) tendering after construction by
arrangements appointee, (ii) delivering by appointee under PR19 framework.

» Each case will be assessed individually

© 2018 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intemnational’), a 14
Swiss entity. All rights reserved
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Interim support for Direct Procurement for Customers (DPC)

Jiwal Final Methodology

Ofwat has set out technical guidance on what criteriacompanies should consider in identifying projects that may eligible
as set out below and provides examples schemesthat it considers more (green) of less likely (orange) for DPC

= There are limited economies of scale and scope with the rest of the appointees’ network system or where economies of scale or
scope could be maintained through contracts;

= There are simple or limited, well understood and manageable physical and operational interactions with the appointees’
network;

= Assets have capacity that is shared by multiple appointed companies; and assets are more ‘passive’ and are not actively
managed as part of the overall system;

» Manageable interactions with stakeholders;
» The ability to specify outputs relating to contribution to supply and/or capacity;

= The impact of asset and operational failures

Asset suitability for DPC as included in Ofwat final methodology

Assets suggested as more suitable for DPC Assets suggested as less suitable for DPC

= \Water treatment works

Reservoir

= Wastewater treatment works Desalination plant

= Network enhancements

Transfer Scheme

Reuse schemes

m © 2018 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intemnational’), a 15
Swiss entity. All rights reserved
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Interim support for Direct Procurement for Customers (DPC)

Jiwal Final Methodology: DIScreteness (est

Ofwat provides some further guidance on project size and ‘discreteness’ to consider in our assessment

Criteria

1. Project size

Stakeholder
interactions and

statutory
obligations

Interactions with
the network

Contributions to
supply/ capacity
and ability to
specify outputs

3
8
H
i
=

Assetand
operational
failures

KPMG

Figure 1 : Potential framework for identifying DPC projects

Projects somewhat more suitable for DPC

Very large schemes w ith capex values in excess of £100m.

Projects somewhat less suitable for DPC

— Smaller schemes with totex values close to or below
£100m

Limted or marginal impact on the appointees’ ability to meet its
statutory obligations (e.g. non-potable or raw w ater sources).

— Assetmatenially contributes tow ards appointee meeting
statutory obligations.

Assets w here there are limited economies of scale and scope with
the rest of the appointees netw ork system OR w here those
economies of scale or scope could be maintamed through contracts.
Simple or limited, well understood and manageable interactions with
the appointees’ netw ork.

Separate non-contiguous netw orks or assets within the

appointee’s area.

Assets w here capacity is shared by multiple appointees.

More ‘passive’ assets (e.g. netw ork enhancement pipes) that are
not actively managed as part of the overall system.

— Assets w here there are material economies of scale and
scope w ith the rest of the appointees netw ork system OR
w here economies of scale or scope cannot be maintained
through contracts.

— Significant, complex and frequent interactions with the
appointees’ netw ork.

— Assets that are actively managed as part of the overall
system operation of the netw ork.

Assets w here capacity is regularly needed and contracting
requirements can be more easily defined and priced.

Schemes w here outputs can be clearly defined and are not subject
to substantial change from other factors or difficult to predict in the
future (e.g. around asset condition at handback).

— Assets w here capacity is rarely needed (e.g. resilience
schemes) and contracting requirements difficult to specify.

— Assets w here capacity requirements are not well
understood/highly uncertain.

— Schemes w here outputs cannot be clearly defined.

Assets w here operational failure risk is w ell understood and
mitigations w ell established for similar assets.

Wel developed market or technical supply chains with strong
experience of similar project delivery.

— Assets w here operational failure risk is not w ellunderstood
with imted track record of effective mitigations.

— Weak market or technical supply chains with limited
experience of similar project delivery.

— Assets w here there are no alternative back-up supplies.

Document Classification: KPMG Confidential
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Interim support for Direct Procurement for Customers (DPC)

Uiwal Findl Methodology: Uala tanies

In the Fnal Methodology Ofwat requests companies to submit more detailed cost estimates than previously expected. The table below sets out
the data companies will need to provide Ofwat for projects that they consider suitable for Direct Procurement for Customers. Pre-constructions
have been brokendown into development and procurement costs, while companies need to provide projections for opex, capex and end-of
contractassetvalue under the CAP revenue stream.

App21 - Direct procurement for customers Pre-construction Costs

Costs relating to pre-construction

PR19 (includes, for example:
optioneering, frontend design,
Line description Item reference| Units | DPs 2019-20 202021 | 2021-22 | 2022-23 | 202324 | 2024-25 surveys, engineering studies,

acquisitions of land rights/legal
costs, costassociated with

‘Price base ‘| é‘;,},jjfﬂife’;) 2017-18 FYA (CPH defiated) planning applications). Does not
include procurementor tender
A |Project1 costs.
1 gevelopment costs APP21P101 | £m 3
2 rocurement Costs APP21P102 | £m 3 Add_it_iona| DeV9|0pm ent Costs
3 |Contract management costs APP21P103 | fm | 3 Additional costsrelating to DPC
4 |End-of-contract asset value APP2IP104 | £m | 3 projectdevelopment-includes
5 |Trotal appointee costs APP2IP105 | £m | 3 0.000 0.000 0.000 0.000 0.000 o000 2Ny known procurementcosts, or
6  |Expected CAP revenue stream APP21P106 £m 3 other costs involvedin developing
7 Expected CAP capex APP21P107 £m 3 a DPC modeltobe able o launch
= a procurementprocess.
8  |Expected CAP opex APP21P108 £m 3
Expected contractor’s revenue
B  |Project2 stream
1 Lgevelogment costs APP21P201 | £m 3 Indicative expected revenue
2 rocurement costs APP21P202 | Em 3 stream to be paid to the
3 |[Contract management costs APP21P203 | £m 3 contractor/ successfulbidder. This
4 |End-of-contract asset value APP21P204 £m 3 would include, for example,
5 |[[rotal appointee costs APP21P205 | £m 3 0.000 0.000 0.000 0.000 0.000 0000, projectcapexand financing costs.
6  |Expected CAP revenue stream APP21P206 | £m 3 This is indicative onlyand used to
7 |Expected CAP capex APP21P207 | £m 3 understand potential customer bill
8  |Expected CAP opex APP21P208 | £m 3 impacts.

ke u
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Interim support for Direct Procurement for Customers (DPC)

Qverview or AWS scheme types

For the four assettypes under consideration, size,complexity of design,and discreteness must allbe considered in order tounderstand how
DPC could be applied in away that maximises value for customers.

Description

Scheme Type

Reservoir
Transfer

Water
treatment

Smart Metering

Reservoirs are structures that hold large quantities of w ater, acting as a storage
facility for the w ater company — they represent a supply side solution.

A w ater company can draw on the w ater held in a reservoir in periods of high
demand, providing flexibility and resilience across a netw ork.

Transfer schemes transport w ater through underground pipes either betw een WRZ'’s
or inter-regionally, from one w ater company to another often fromareas with excess
supply to areas w ith deficits. 21

Transfer schemes are supply side solutions that support resilience through
increasing system connectivity.

Water treatment plants process non-potable and raw w ater into potable w ater, that is
fit for drinking. Water treatment plants are often located betw een raw w ater
abstraction points (e.g. ariver) and the customer supply netw ork. 2

Water treatment plants are necessary for removing certain chemicals and impurities
found in raw w ater to make it fit for human consumption.

Smart meters report customers w ater usage at short regular intervals, allowing for
more accurate bills to be provided. Smart meters also act as an incentive for

customers to reduce consumption, acting a demand side solution to w ater 1
companies. (Region wide

roll-out)
Due to the relative infancy of the smart meter market, a number of different

technology options are available to utility companies.

Document Classification: KPMG Confidential

. Included in
Dell_very date of WRMP19
firstasset
preferred plan
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AMP9 adaptive planning
process ahead of
WRMP24
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onw ards
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onw ards
AMP7 Yes
onw ards
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Interim support for Direct Procurement for Customers (DPC)

| 0CKed downinvestment programme: Breakdown Dy asset type

25year Totex projection by scheme type (includes enabling costs) Scheme number and type by AMP period

a

# of schemes
18 1
16
14 -
12
10 A

= Reservoir 38 1
= Smart metering 6
m Transfer 3 i
= Transfer with treatment 0
= Treatment Smart Transfer Transfer Treatment| Transfer Treatment|Reservoir
metering with
treatment
AMP7

= Totalinvestmentover contractlife (25 years) of selected schemes is = All assets are water supplyas opposed to wastewater schemes.
c.£2.1bn over AMP7-AMP9.

= Thelargestinvestmentis expected during AMP9 at an over assetlife
»= Re-useschemesandtreatmentwork associated with a reservoir value of c£1.95bn.
recommissioning (Foxcote) have beenclassified as treatmentworks

for the purposeof the ass essment. = Whileinterms of number, the majorityof projects (22 in total) is

expected to be online in AMP7,in terms of value this represents 47% of
= Thereservoir,with atotal value of £934m, represents the largest the total investment(ca £1.9bn).

singleinvestment, followed bythe smartmetering programmewith a
value over of £231.1m andtwo transfer with treatment plants with
combinedvalue of £306.4m.

ke 2
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Interim support for Direct Procurement for Customers (DPC)

Approach

Thissection represents the framework developed to assess scheme eligibility for DPC, which consists of four steps asoutlined
below. Each step represents an individual stage of the assessment and the process follows a cascading approach filtering down and
identifying the most suitable projects for DPC. Only projects that pass the hurdle rate in the previous stages are taken forward in the
assessment

A. VALUE LAYERS B. ASSESSMENT FRAMEWORK

KPMG

Framew ork from a
customer value
perspective

Potential customer
value layers:
Financing costs, Cost
Efficiency, Cost
Savings, Innovation,

‘Size’
filter test

‘Discreteness’
filter test

Quantitative
assessment

Qualitative
assessment

Timing of Bill impact, e Framework to Discreteness Overview of the Ove_rvu'ew of
. o assess framew ork and approach qualitative
Deliverability and Lead .o ; .
Time schemes’ size tests including Assumptions framew ork and
based on AWS criteria such as der the factual mapping to
e Wider strategic projected costs physical asset uncer the factua value layers

and counter

considerations for for individual location, e
AWS that may have schemes interfaces, factual Desc_:rlptlon Of.
implications for DPC _ processes Assumptions detailed criteria
e Overview of key . and indicators
assumptions Overview of mfor_m@ by
w ith rationale assessing the qualiiative
and results for assessment
commentary individual Output of the
schemes and assessment
preliminary
discreteness
evaluation
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Interim support for Direct Procurement for Customers (DPC)

Jur framewaork froma customer valde perspective

The overarching framework places customer value for money as the key consideration in selecting DPC eligible schemes for the
PR19 submission.

> In the framework the change in customer value under a DPC model (‘factual’) is assessed compared to a delivery by AWS under
the current regulatory framework (‘counter factual’).

» From an economic perspective five potential layers have been identified that can drive value to customers under the factual
(DPC) vs the counter factual (AWS) delivery model.

» Under the economic framework the potential values to customers are compared with the likely additional costs under the factual
(DPC) vs the counter factual (AWS) delivery model.

POTENTIAL CUSTOMER VALUE LAYERS APPROACH

» Five layers have been identified than can
potentially drive value to customers under a DPC
delivery model.

» These five layers capture all value that can be
derived from DPC.

(A) Financing costs

(B) Cost efficiencies

1
1
_ I
1
1
1
1
1
1
1
_ :
Some value i
layers may . | = These layers are assessed in both a qualitative
_ carry (C) Innovation opportunities | and quantitative assessment under a combined
|mp9rtant | CBA test.
risk ! h | be both . .
implications e These layers can be both positive or negative
for the (D) Timing of bill impactto customers | where no value is created under DPC.
. ! . .
project ' | « These layers incorporate the impact of any
delivery ! diseconomies of scale driven by network
(B) Deliverability and lead time i integrity.
1
' | » Each layer has arisk aspect attachedto it which
! is also considered in the assessment.
m © 2017 KPMG LLP, a UK limitedliahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International”), a
Swiss entity. All rights reserved.
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Interim support for Direct Procurement for Customers (DPC)

Potential customer valuelayers

POTENTIAL CUSTOMER VALUE LAYERS

SOURCE OF VALUE

(A) Financing costs

(B) Cost efficiencies

(C) Innovation opportunities

(D) Timing of bill impact to
customers

(E) Deliverability and lead time

Higherorlowerfinancing costscompared with PR frameworkresulting from differencesin cost of capital in
different market sesgmentsand market appetite
Impact of bid cost vs industry’s allowed return, leverage, project financing

Cost efficienciesthat might be expected from market competition, improved productivity, innovative approaches
thatresultin reduced costs
Costs occurring from one-off and ongoing management of new contractual interfacesvsexisting arrangements

The degree to which alternative optionsfrom the market can provide innovationin meeting the requirement,
design innovation of the solution; innovation in constructability and operational innovation to deliver additional
benefitsto customers

Deferment of expenditure into customer billsbased on profile of expenditure and revenuesonly being permitted
atpointasset isin use versus current PR framework

Risks or opportunitiesassociated with early orlate delivery of asset
Impact of delivery timetable on regulatory commitments (statutory obligations/ ODlsetc.)

m © 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intermational’), a

Swiss entity. All rights reserved.
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Interim support for Direct Procurement for Customers (DPC)

Jiwal's DPC methodology (ramework andimplcations

Ofwat has set outguidance (for consultation) on what constitutes an eligible DPC project. The key areas to consider are setout below.

AREA OFWAT CRITERIA CONSIDERATIONS AND IMPLICATIONS

' DPC eligible projects can come from any part of the w ater or w astewater value :

! chain except bioresources as Ofw atis planning to develop this market w ith |+ TheDPC

! different proposals. ' eligibility
'''''''''''''''''''''''''''''''''''''''''''''''' framework
! adopted in this
! reportis based
I on Ofwat’s high
E level criteriaand
1

1

1

1

1

1

Part of Any part of value chain
value chain excepthbioresources

» Higible projects are expected to cost over £100 million based on w hole-life totex.
e Totex calculation involves tw o key considerations:
» (i) period of time over the costs are considered w here options include 5

£ 100m totex years in line with BP, 25 years used for PFl type projects and 40 years used

for CBA provides
or asse_ssments._ . i interpretation
e (i) cost types included in totex, i.e. development costs, initial capex, renew al Al
e _C?P?)f’_o_pf”_( _a_nfi_fln?pc_:yg_c_o_st_s_. _______________________________ H specification to

ensure practical
applicability of
the approach.

1» Projects highly integrated in appointees’ netw orks may not be eligible for DPC.
1 » Focus on interfaces, projects with several complex interfaces with existing assets
' may not be eligible for DPC.
‘Discrete’ e Operational complexity of the asset and other dependencies w ith existing assets
1
1
1
1
1

o Ofwat’s
may also impact discreteness. proposed
» The value at risk related to the asset’s integrated nature into the wider netw ork framework uses
does not seem to be considered. ‘size’and

‘discreteness’ as
proxies for a
wider VfIM w hich
is adopted in
this assessment
as a pre-filter for
the detailed VfM
assessment.

e Considerations suggested by Ofw atfor the value for money assessment include
* Project-specific risk factors w hich could erode customer benefits;
e The extent to w hich the project can drive innovation and therefore

1

1

1
High-value for !
1
! realise customer benefits;
1
1
1
1
1

customersand
delivering customer
value formoney

Value for
money to
customers

e Indirect customer benefits through tendering the project
e Companies are required to outline and justify the assumptions used in their
assessment.
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Interim support for Direct Procurement for Customers (DPC)

JIevelS 0f the assessment

Initial
screening
and scheme
prioritisation

Lever 1

“alue’ Sizefilter: Is the scheme above the £100m whole life totex threshold?

NO
— Scheme costs likely too small t0  «————

Not eligible for DPC .
deliver customer value formoney

Discreteness filter:Based on a high level assessment of the schemes’ discretenesscan DPC

LEVEL 2
delivery provide value for moneyto customers?

‘Discreteness’

NO

Core to business operations and ——
D YES

Not eligible for DPC
network management

Value for money: Based on a detailed CBA consisting of a qualitative and quantitative assessment
does a DPC delivery provide value for moneyto customers?

LEVEL3

‘Vim'

NO

Not eligible for DPC < Scheme does not provide P R Vs

customer value for money

Scope to deliver customer value
for money / Eligible for DPC
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Interim support for Direct Procurement for Customers (DPC)

Qveral framewark Lo determine assel selection for DPG

Below we setoutthe approach to assessthe five potential layers that can drive value to customers under the factual (DPC) vs the counter factual
(AWS) delivery model. Atwo step approach has been applied, an initial screening based on a‘size & discreteness’test followed by adetailed value
formoneytestbased on aqualitative and quantitative CBA model.

POTENTIAL CUSTOMER Levell _ Level2
Size Discreteness

VALUE LAYERS filter test filter test

Level 3 Value for moneytestbased ona CBA model

3a) Qualitative assessment 3b) Quantitative assessment

Market appetite & Bankability

« We willuse Discreteness’
Ofw at’s considers the
proposed asset’s role as

Financing costs

(A) Financing costs

Risks
approach to part of AWS’
proximate core

schemes’ operations and
potential to the extent to
deliver w hichit is
customer integrated as
value for part of netw ork
money. management

‘Size is used The initial

as a proxy for screening will

the scope for inform the

potential prioritisation of

benefit and schemes that

consider a size are most likely

threshold of to offer net

£100m w hole benefit for

life totex customers
under a DPC

delivery model Timing of asset

Cost of interoperability

Cost savings due to efficiency
Procurement, contract mgmt. costs

Bid costs and interface costs

(B) Cost efficiencies Risk and cost of failure

Regulatory interfaces

Technology maturi
(C) Innovation & vy

opportunities Assessed underthe qualitative

Scale of project framework

Process complexity

Assessed underthe quantitative
framework

(E) Deliverability and Duration of construction

: Assessed underthe qualitative
lead time

framework

4

S ———

Initial screening Scoring PV of costs to customers
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Interim support for Direct Procurement for Customers (DPC)

Level Tl olze TesLs under aninitial screening

5 attributes have been established against which to consider proposed schemesin order to evaluate their respective ‘size’ and
therefore determine whether they could be suitable for delivery under a DPC model

Scheme attributes used for scheme definition Key assumptions used in the calculations

This attribute assessment has been adopted to categorise projects in Size of assets has been calculated based on tw o key assumptions: (i)
order to examine their potential for delivery under a DPC model. period over w hich costs w ere considered and (ii) types of costs included

----------------------------

! 1
1 . 1
Assettype ! Single homogeneous asset? I | Business plan (5 x ! '
! | I i 25 years 1 40 years i
---------------------------- 1 years) 1 1 1
____________________________ U Y S T
! ] « Current AMP e Typical ¢ Closer tolikely
. . . ! . . .
Site ! Single site? I business plan concession asset life
' : life period for PFI
____________________________ Valuation assets of this
: : method nature
A f . .. . . "
Timing ! Similar delivery timescales? ! ‘ Cost types
1 1
' Development | | Development | | Development ! | Development !
: costs [ costs ! : costs 1! costs 1
. . Sy My Sy My Ry A O I
Individual size Py | Fo————oooot ST ——— T .
I Initial Capex ! Initial capex ', Initial capex 1 ; Initial capex !
Lo = I P, P L
. - “'Renewal |1 Renewal 'i Renewal
1 1 1
Greenfield or existing ' _capex* 1! capex* 1| capex |
assetupgrade SoIIIIIIIIz CoTIIIIIIIC
i Opex* 11 Opex* !
e - = .+ I a
p— o rFinancing
i 1 Suggeste preterence 1 costs 1
Suitable for DPC and attractive to FeTTTTTTTTTT T Tt TTeTTTTTmTmTmTmm T !
infrastructure investors? ! Discounted costs !
r -~ " —"—""~*""~*""~"~""~"""~™""~"""™"""™""“""*"~"T"T"T"T"T"T"T"=" 7" =~ °7" """~ ‘" “~"“~"~“~"“~«°= 1
: Undiscounted costs :
I o e e e e e e e e e e e e e e e e e e e e e e 1
© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a 30
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Interim support for Direct Procurement for Customers (DPC)

Level 2 Discreteness (ests under aninitial screening

6 criteria have been established against which to consider proposed schemesin order to evaluate how ‘discrete’ they are and
therefore how suitable they may for delivery under a DPC model.

Increasing level of discreteness

>
Criteria Key Considerations Low Medium High
Physical Level of integration = Position and location on the network
1 asset and position of * New or existing asset upgrade Highly integrated Minimal integration Standalone
. asset within overall non-separable with existing site separate asset
location network = Separate function on standalone basis
= Stakeholdersinteractions Are assets separable?
= Typesofinterfaces )
Multiple complex .
Number, type and .
) yp = Number of interfaces interfaces with one L L|_m|te_3d non
2 Interfaces complexity of key to man Multiple interfaces phy sical interfaces
interfaces = Manyto one or one to many interface many Limited
: . relationships
relationships
Aretheremultiple complex interfaces?
. . . Inefficienton L Operate efficient
Integration of asset " OPerational staffing and skillset standalone basis O Al pon standalone y
3 Process with day to day * Manpowerlevels 24/7 o gggﬁé;egfhé%fj basis/requires co- basis with limited
operations . Frequency and need for co-ordination with ordination with ?A;iglgratrll%rt]w\g"rtl? need for wider
wider network wider network network interaction
* Economiesofscale Can operations berun efficiently on astandalone basis?
Importance of = Roleindelivering statutory obligations High Impact Impacts directly Limited indirect
Impact on
4 R assetto AWS « Impacton customers directly on end on AWS end impact on AWS
. operations and customer and customers and operations and
delivery service delivery = Risk to adjacentasset performance AWS obligations obligations outputs
* Stakeholdermonitoring (e.g. DWI/EA) Whatis the impact of asset failure?
Level of scalability = Likelihood of changesin asset’s usage No flexibility in Operation is
P and adaptability of = Scalability and adaptability of the operation operation and no scalable and Predictable asset’s
e FIE A3 the project y P y P alternativ e usages adaptable to usage
= Alternative usages of the asset of the asset changing needs
" Predictability of output Can the asset be adapted for future changes?
Level of interaction = Type ofasset, i.e.resilience scheme or Frequent Limited interaction Resilience asset
6 ol with the wider required for the day to day operation interaction with the needed for the with limited

network’s
operation

Frequency of interaction with the wider
network

Document Classification: KPMG Confidential

wider network ona
day to day basis

operation of the
wider network

interaction with the
wider network

How much control needs AWS over the asset?
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Interim support for Direct Procurement for Customers (DPC)

Level o Judlitative and quantitative assessment — overall GBALes!

After applying the ‘value & discreteness’testwewillassessthe schemes’ potential to deliver customer value for money in a quantitative and
qualitative assessmentunder aCBA to establish which schemesshould be presented as eligible for DPC in AWS’s BP submission.

Qualitative and quantitative assessment combined in an overall CBA test

Quantitative assessment Qualitative assessment
|
[ | Value layers
e [ | Potential customer value layers criteria Scheme 1 Scheme 2 Scheme 3
L e T I et | mmmmmmmmms mmmmmmmmee
Scheme A = e T Lt o bty byt
.
[ vaiue layers
P10/ [ ]
[
SCheme B ¢} Costs due to project scope
e — 1 R
- - val , -\’ g | ¥ -- | Assossed under thy quanhiodve framework
alue layers ciistoms
e - [ ey e
- | | | | |
Scheme n
DPC
NPV of costs to customers Scoring
Projectsthat show greater valueto customers under a DPC delivery model versus the counter factual inthe quantitative assessment will
be progressed to a qualitativeanalysis.
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Inter

im support for Direct Procurement for Customers (DPC)

Level g Value formoney Lest - Quantitative assessment

Consider customer value layers as part of overall framework
to inform relative VM comparison

POTENTIAL CUSTOMER

Informed by qualitative
VALUE LAYERS Quantitative assessment analysis assessment

of schemes

Develop model and key assumptions underpinning quantitative
assessment

DPC PR19
a) Low er financing - : — framework —— framework —
Financing costs
costs ¢ model model
Factual
Cost savings due to efficiency ( ) (f‘:z;cl:S;?)r
efficiencies - LA Scheme
Bid costs and interface costs Common specific
assumptions .
assumptions
d) Innovation benefits Assessed underthe qualitative
framework
e) Timing of bill impact Start of revenue stream
10 cUSTomeErs Expenditure profile
f) Deliverability Assessed underthe qualitative
framework
Produce model outputs: Revenue impacts ° Produce value analysis against layers of customer value identified
Construction period . OPEX

=& .

PRL9 [ ]
PRI/ ]
=

BN Fixed Costs -

No costs passed on

to customers until

construction complete DPC

PR19/
—increased bills from DPC
year 5 onwards

Increased
customer bills
from year 1

Value layers

Construction period

KPMG
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Interim support for Direct Procurement for Customers (DPC)

evel o Value formoney test - Qualitative assessment

Projects that shows positive value to customers under aDPC delivery modelwhen comparesto the counter factual are assessedina
qualitative assessmentbased on asetof criteriaestablished along the five potential layers that can deliver value to customer undera
DPC delivery model.

Potential customer value layers Criteria Scheme 1 Scheme 2 Scheme 3

Market appetite &
ability

A) Financing costs

1 1 1 1
Risks ! ! | ! |
1 1 1

Cost of interoperability

B) Cost efficiencies Risk and cost of failure I ! I ! I

1 1 1
Core business to AWS : E | [ |
1 1 1

C) Innovation opportunities

vy}

()

=
===
| |
| |
1 |
| |
| |
| |
1 1
| |
| |
1 1
| |
| |
| 1
| |
[ I
- -1
1
|
1
1
|
1
1
|
1
1
|
1
1
|
[ I
- -1
1
|
1
1
|
1
1
|
1
1
|
1
1
|

Innovation | . | ' |
1 1 1

D) Timing of bill impact to
customers

e . e . e
E) Deliverability and lead time i E i E i
1 1 1

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
[
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
[
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

Overall Qualitative Score
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Interim support for Direct Procurement for Customers (DPC)

Levell olze 1est - Overview of potential oplions

In some cases schemesrepresent a combination of projects/programmes or individual assets that meet a specific outcome. In order to
assess suitability for DPC, the definition used for ascheme is set out below and which seeksto capture projects that are likely to be more
suitable for DPC. The attributes of some schemes make them significantly more complex and are less likely to be suitable for delivery
under a DPC model. In line with Ofwat guidance, schemes/projects within the bio-resources control have not been considered.

Increasing complexity —»
Scheme attributes S 1

Different asset types (above ground,
below ground, w ater & w astewater etc.)

1 | 1

[ 1 1

Assettype : ; Single homogeneous asset E 3 !
[ ! 1

1 1
1 1 1
Site P Single site E !
] H

1
Timing :
1

1
Individual size :
1

Greenfield or existing
assetupgrade

| 1
! 1

; . . . . I 1

1 P !

1

1
1
h _E Scheme definition E
“777 adopted !
1
1
1
1
1

Morelikelyto besuitablefor DPC and
attractiveto infrastructureinvestors

Less likelyto besuitable
for DPC and more
1 complex

m © 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a 36
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Interim support for Direct Procurement for Customers (DPC)

LevelT olze 1est - suggested methodology

Options L

Period « Current AMP business plan life « Typical concession period for PFI » Closer tolikely asset life

assets of this nature

Rationale and commentary

= Afterthe initial concession period (25 years) assets will revert to AWS and therefore value for money post 25 years does is the same under DPC

and AWS models.

= 5Syears is too short a period and risks short-term value being prioritised against longer-term benefits w hichmay be greater.

= |tis likely that future operating costs provide less opportunity for benefits than initial upfront capital costs and would be significant over 40 years w ith

potential to include schemes w herevalue is low.
-

Options | _: Suggested preference

Cost types ! Opex* Lo Opex*

Rationale and commentary

= Ofwathas defined the costs to be considered as ‘w holesale totex’ w hichw e have interpreted as all expenditure under the project including
development costs but excluding financing costs.

= Including finance costs within the scope of costs considered w ould significantly increase the number of schemes falling under DPC.
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Interim support for Direct Procurement for Customers (DPC)

Level 2 Discreteness (ests under aninitial screening

6 criteria have been established against which to consider proposed schemesin order to evaluate how ‘discrete’ they are and
therefore how suitable they may for delivery under a DPC model.

> M > >

Increasing level of discreteness

Key and scoring

>
Criteria Key Considerations Low Medium High
Physical Level of integration = Position and location on the network
asset and position of * New or existing asset upgrade Highly integrated M|r_1|ma| integration Standalone
. asset within overall non-separable with existing site separate asset
location network = Separate function on standalone basis
= Stakeholdersinteractions Are assets separable?
= Typesofinterfaces .
Multiple complex .
Number, type and .
. yP = Number of interfaces interf aces with one L L|_m|t<_ed non
Interfaces complexity of key to many Multiple interfaces phy sical interfaces
interfaces = Manyto one or one to many interface . : Limited
’ . relationships
relationships
Aretheremultiplecomplex interfaces?
. . . Inefficienton e Operate efficiently
. . ; o te eff
Integration of asset Operational staffing and skillset Stﬁgdﬁgfgse f?iaﬁls D miona on standalone
Process with day to day = Manpowerlevels 24/7 S degree e basis/requires co- basis with limited
operations . Frequency and need for co-ordination with ordination with or_télnatlon Wltl? need for wider
wider network wider network wider networ network interaction
* Economiesofscale Can operations berun efficiently on astandalone basis?
Impact on Importance of = Roleindelivering statutory obligations High Impact Impacts directly Limited indirect
B — assetto AWS « Impacton customers directly on end on AWS end impact on AWS
. operations and customer and customers and operations and
delivery service delivery = Risk to adjacentasset performance AWS obligations obligations outputs
= Stakeholdermonitoring (e.g. DWI/EA) What is the impact of asset failure?
Level of scalability = Likelihood of changesin asset’s usage No flexibility in Operation is
Flexibility and adaptability of » Scalability and adaptability of the operation operation and no scalable and Predictable asset’s
the project alternativ e usages adaptable to usage
= Alternative usages of the asset of the asset changing needs
" Predictability of output Can the asset be adapted for future changes?
Level of interaction = Type ofasset, i.e.resilience scheme or Frequent Limited interaction Resilience asset
Comtiel with the wider required for the day to day operation interaction with the needed for the with limited

KPMG

network’s
operation

Frequency of interaction with the wider
network

wider network ona
day to day basis

operation of the
wider network

interaction with the
wider network

How much control needs AWS over the asset?
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Low (L) =1
Medium (M) =2
High (H) =3
Moresuitable 12+
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Interim support for Direct Procurement for Customers (DPC)

Level 2 Discreteness (ests under aninitial screening

In undertaking the assessment, a number of assumptions have been made which could be considered as limitations to the results. It
isimportant to bear these in mind when considering the results, and an overview of some of those assumptions and limitations are
provided below.

1) Qualitative nature of the assessment

The results of the assessment have been informed by a number of discussions a w orkshop w ith key subject matter experts, w hich includes individuals w ith
detailed know ledge of the proposed schemes, and whow ere able to provide valuable insights into the technical assessment.

The assessment has been made on a qualitative basis and is, by its nature, based on subjective view s and judgement. In order to overcome the subjectivity,
a balance of view s was usedto inform the evaluation, and points of difference w ere discussed and refined based on further challenge and validation.

The assessment is based on specific characteristics of the assets under consideration and cannot be generalised and extrapolated across schemes of
similar type that may have other specific characteristics.

Given the immature nature of some of the schemes, the assessment is based on early view s and may be further refined as greater detail emerges in time.

The assessment incorporates the considerations set out in Ofw at’s technical guidance as published along side its PR19 Final Methodology, and has been
interpreted an adapted for this evaluation.

2) Assumptions

In performing the assessment w e have made a number of key assumptions, as set out below ;

The introduction of a 3rd party would impact on AWS’ ability to manage and control its netw ork, to a greater or lesser extent linked to the level of asset
discreteness, and the factthat AWS will retain the risk for the delivery of its statutory obligations.

The level of discreteness and separability of the asset is a proxy for the increased costs and risks that may be introduced under a DPC model.
We have identified a nhumber of criteria that cover the key drivers of discreteness.
We have not assessed the impact on AWS’ existing operation, and assume that it w ould not be impacted by delivery by a 3rd party provider.

A private contract w ould exist betw een the DPC provider and AWS, incorporating terms that w ould be required to effectively manage the performance of the
asset within the context of the w ider netw ork.

We assume DBFO model, given the critical relationship betw een construction and operation and the impact that is separating responsibility for these
activities could have in the medium term.

3) Decision tree methodology - informative only

In carrying out the technical assessment, a set of ‘decision trees’ have been used to help guide and inform the analysis. It is important to note that these have
been used as a guide only and other considerations may have been taken into account w here relevant and not captured entirely by the guide. In some cases,
the assessment has been augmented based on the specific characteristics of assets and w here the decision tress do not completely reflect these attributes

M in the assessment, 40
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Interim support for Direct Procurement for Customers (DPC)

JISCreteness - Physical asset location

Physical asset
location

Extensionto an
existing asset

New asset

Level of discreteness

> M > >

Considerations

Construction impacts the

Asset has its own
function

Asset does not have a
function on its own

(highly integrated with
current asset processes)

Construction impacts

the operation of
existing assets

Construction does not
impact the operation of

operation of existing —> Medium
assets
Construction does not
impact the operation of > High
existing assets
> Low
> Medium
> High

existing assets

Document Classification:
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Where construction impacts
the operation of existing
assets there will be an
increased need of
coordination between AWS
and the DPC provider
during construction period.

Depending on it'sphysical
location the asset may
impact AWS’ existing
assets and capital works.

Where asset isan
extension to an existing
asset of AWS some form of
asset transfer may be
needed to ensure the
scheme’s discreteness for a
3" party project delivery
(e.g.land leasing, asset
sale, etc.).

The likelihood that an asset
transfer would be required
isthe highestin cases
where the scheme isan
extension to an existing
asset and will not have a
function on itsown.
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Interim support for Direct Procurement for Customers (DPC)

JISCIeleness - Interfaces

Regarding information key consideration
comprises data security and confidentiality
questions, especially with regard to customer data Level of discreteness Considerations

Single il . Where asset has physical
interface '9 interfaceswith AWS’
existing assets additional

control elementswill be
What is the nature of —p»| |nformation .
the interface? ' _ requwed’ toensure
With one party Medium scheme’s separability from
the wider network.

A 4

\ 4

Multiple
There are interfaces ¢ Informationinterface with
—p| interfaces with the |— ) ) the wider network could
wider network W'tha':lilgts'ple Low potentially necessitate

P changes, upgradesto
existing IT programsorthe
acquisitionof newIT

High solutions.

\ 4

Single
Interfaces —_— interface

\ 4

e Type and number of
interfacescan also increase
the complexity of the desgn

With one party Medium ofthe asset.

Phy sical
connection

Multiple ¢ Interfacescan have
interfaces implicationsforthe day to
day operation of the asset.

With multiple LN

parties e Thelargerthe number of
interfacesthe more
complexwillbecomethe

; relationship between AWS
High and DPC and so the
contract between them.

\ 4

—| Nointerface

v

khirc 2
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Interim support for Direct Procurement for Customers (DPC)

JISCIeIeness - Processes

Level of discreteness Considerations

— 2417 Low e Where similarassets of
AWS are operated with
Central shared resources within the

—p Infrequent f————p Medium wider business discreteness
,e Automated of operation can be
control considered limited on a
—> 2417 —— Medium standalone basis.

e Inthe case of shared

resources DPC would lead
High to a loss of portfoliobenefit
asresources could notbe
optimised acrossa wider
High portfolio.

\ 4

Aspects of consideration

A 4

Local

A 4

—» Infrequent

\ 4

—>  Single skill

A\ 4

Dedicated * The more complex skillsare
required forthe asset’s
—P Multi skill

High operation the loweristhe
_’° Labour scheme’s discreteness.
«  Where processes are run
on an automated basis

Shared operation of the asset can
be seen as highly discrete.
—p Multi skill ghly

A 4

Process

A\ 4

—p| Single skill Medium

\ 4

Y

Low

\ 4

e Where there isan input-
Input or Output ] outputinterdependency

only Medium between the DPC and AWS
the contractual

Phy sical Input / arrangementsbecome

_’° Output P Inputand Output Low more complex to manage
limiting the asset’s
suitability for DPC.

\4

A 4

\ 4

> None

High

\ 4

khirc o
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JISCreteness - Impact on service delvery

Level of discreteness

Considerations

Noimpact on AWS’ -
statutory and > High Assets in the watervalue
performance chain carryin general
obligations (e.g. ODls) higherrisk both in termsof
- quality and reliability aspect
D> D'fﬁ;@giﬁ on > Low of delivery.
) Main risk related to quality
Quality of supplyincludes
Itimpacts AWS’ > 'nd'ﬁcstt';‘]f;? o —p Medium contamination.
statutory and In case DPC supplieswater
performance directly to customersthe
obligations related to _ Direct impact on | risk to AWS to fulfil their
water supply > customers Low statutory and legal
Reliability obligationsishigherasthey
have no opportunity to
Impact on ] > Indirect impact on Ly Medium intervene before
service delivery customers contaminated water
reached customerin a
DI . downside scenario.
o irect impact on ~ e o
i customers e Main risk related to
Quality reliability of supply includes
- ; - - unavailability and
Itimpacts AWS p| [Indirectimpacton | gl interruptionof service. The
statutory and customers :
performance Ion_gerthe period over
obligations related to V_Vh'Ch the problem can be
wastewater _ Direct impact on _ Low f|xe_Ad the greaterthe value
o customers v 0 atrisk
Reliability The breach of statutory
. obligationscan lead to
> Ind"citfstt'o%p;zt on —> Medium potential finesfrom EA and
DWI.
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JISCreleness - Fiexipilty of the asset

Flexibility

—p

Asset’s usage is not
likely to change ov er
time

Level of discreteness

> M > >

Considerations

Operation is
scalable
Asset’s usage is likely
to change overtime
due to changing
quantity requirements
Operation is
not scalable
Operation is
adaptable
Asset’s usage is likely
to change overtime
due to changing quality
requirements
Operation is

not adaptable

> High
> Medium
There are alternative N e
usages of the asset
There are no alternative -
Low
usages of the asset
> Medium
There are alternative > Medium
usages of the asset
There are no alternative _
» Low

usages of the asset
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If assetbecomes not fit for
purposeit canlead to

e Underutilised assets
e Stranded assets

* New investment
requirements

Assets can be considered
highly discrete w hereitis
not likely that their usage
w ould change over time or
w here their operation is
scalable and adaptable to
changing quantity and
quality requirements and
thus are likely to offer
value under a DPC
delivery model.

Assets areregarded as
non discrete w here their
usage cannot be adjusted
to changing output
requirements and thus it is
likely thata DPC delivery
model w ould increase the
future risks to the asset.
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JiScretensss - Contro

Control

\ 4

Asset needed for the

A\ 4

day to day operation

Frequent interaction with
the wider network’s
operation

Level of discreteness

> M > >

Considerations

\ 4

Infrequent interaction with
the wider network’s
operation

Low

Medium

Resilience asset

A\ 4

\ 4

Frequent interaction with
the wider network’s
operation

\ 4

\ 4

Infrequent interaction with
the wider network’s
operation

> Medium
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Medium

As the w ater netw orkis
managed on a system
basis, AWS will need to
have some form of
control over the assets
considered for DPC.
AWS may need to
interfere on a regular
basis or in the case of an
emergency.

Assets w hich are needed
for the day to day
operation of the wider
netw orkare considered
less discrete than
resilience assets only
used under specific
circumstances.

The interaction required
w ith AWS’ w ider netw ork
has important

implications for the
scheme’s discreteness.
The more frequent the
interaction required the
less discrete is the asset.
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summary of Technical ASSessment

This slide sets outasummary of the technical assessment undertaken on each of AWS’ assets thatwereprogressed from the ‘size’ test
based onthe assumption a3rd party would design, build, finance and operate the selected assets.

. . Asset A Asset B Asset C
Considerations

e The technical assessment is guided
and informed by the ‘decision trees’ as
set out on the previous slides. It is
important to note that these are used
as a guide only and other
considerations may be taken into
account w hererelevant and not
captured entirely by the guide.

1 Physical asset
location

2 Interfaces M M M

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
|
* Where both interfaces and process |
imply low level of discreteness, only the |
‘design & build’ phases could !
potentially deliver customer value !
under a DPC, but not the ‘operation’. !
1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

3 Process L L M H

e The introduction of a 3rd party would
impact on AWS’ ability to manage and
control its netw ork, to a greater or
lesser extent linked to the level of asset
discreteness, and the factthat AWS will
retain the risk for the delivery of its
statutory obligations.

|mpaCt0n L L M M
service delivery

5 Flexibility L L M M H
¢ In the assessment a DBFO model has
been considered, given the critical
relationship betw een construction and

operation and the impact that is
separating responsibility forthese
activities could have in the medium
term.

6 Control L L M

Overall |

assessment LM | | LM | | M/H |
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Presentation Notes
Smart metering – have we assumed scope? With scope including the installation or not. Maybe put another one in….

L/M/H – on balance instead of overall score. Put this slide into an appendix. L/M. L/M. H/M. L/M. M/H








Interim support for Direct Procurement for Customers (DPC)

Model overview and schematic

The value for money quantitative analysis compares the delivery of schemesunderthe factual DPC deliveryroute and the counterfactual (AWS
PR19 deliveryroute),aschematic of the modelis provided below.

Model

inputs

Inputs common to all

schemes

Fixed inputs in the
model, underpinning
DPC and PR19
framew orks and
resulting profiles

Depreciation
Indexation

Time horizon
PV discount rate

Cost to customer
commencement

KPMG

Scheme specific
inputs

Scheme specific
inputs as provided by
AWS for each scheme
and including;

Opex

= Capex

= Construction
period

= Assetlife

Scheme specific
inputs are common
under both DPC and
PR19 framew orks

Scheme specific value
layer model assumptions

E) Deliverability - assessed underthe
qualitative framework

F) Innovation benefits: assessed under
the qualitative framework

A) Lower financing costs

D) Additional cost efficiencies

Key variable input assumptions for each

value layer vary based on scheme

specific factors

Timing of bill profile to customers is not

based on a specific input variable

assumption butis a result of the way in
w hichthe DPC framew ork treats costs

versus that in PR19

Deliverability and Innovation benefits
are assessed under the qualitative

framew ork only

Document Classification: KPMG Confidential
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Model Mechanics

Construction period
£ = Fixed Costs

No costs passed on
to customers until

construction complete
— increased bills from
year 5 onwards
Construction period OPEX
BN CAPEX

Increased
customer bills
from year 1

Comparison of
present value of
costs to
customers
arising from
factual and
counterfactual
delivery options
for specific
schemes

The model provides a breakdown of the value difference
between DPC and PR19 delivery routes for specific schemes
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Interim support for Direct Procurement for Customers (DPC)

VEM model - Calculating revenue alowances

DPC (factual) PR19 model (counter factual)

Cashflows Cashflows

Construction Operation Construction Operation >

> > >

Allowed CAPEX
NPV of

Expenditures

True OPEX

Allowed OPEX

Allow ed TOTEX

True TOTEX + TOTEX risk-sharing rewards

Fast money

Assume no repaymentsduring
construction period. Allloans
refinanced at the start of the

operation period

Borrowings

NPV of
financial

cashflows Repayments + Interests

I‘

v 4
D iati RCV + CPIH
. indexation
v

Pre-tax WACC

Target equity IRR

Solve for TRS such that
NPV of equity cash flowsis
zero using the equity IRR
target as the discount rate

e ekl 4 Tender revenue stream (TRS)

NPV of
revenues

Return on RCV

Allowed rev enues

NPV of

*

equity cash
flows

Equity cash flows

© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a 51
Swiss entity. All rights reserved
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Framework assumptions that underpinthe value 1or money mode

Modelling framework — Key assumptions

» Expenditure profile for capital and operating costs are based on Investment planning expenditure forecasts for WRMP and
PR19 provided by Anglian Water*

* Model assumes PR19 framework will follow Ofwat Final Methodology, including cost of capital assumptions
* The revenue allowance under the PR19 framework is based on Ofwat’s building block approach

« DPC’revenuesare assumed to be fixed tendered revenue stream over the concession period as submitted by bidders and
is based on a target IRR of DPC investors

e Comparisons of costs between the factual and counter factual are based on the social discount rate as set outin HMT
Green Book (3.5%real / 5.85% nominal)

* Variable model inputs (assumptions) are based on observed market precedents and prevailing market conditions and a
number of judgements developed and discussed in collaboration with AWS.

 The model considersvalue for moneyto customers asthe difference in costsincurred under both factual and counter
factual scenarios, i.e. both delivery models are assumed to result in equal wider benefits to customers (e.g. environmental
impacts, reliability, quality, etc.).

e Currentmodelling hasfocussed on a late tender model where scheme enabling costs are identical under both factual and
counter factual cases. This could be adjusted to derive the value associated with alternative tender models, e.g. very late,
early

e Currentassumption isthat depreciation period will be scheme specific. The asset will be depreciated over its economic
asset live under the PR19 model, while under DPC model an accelerated depreciation profile will be assumed, leaving an
asset value between 0%and 50%after the 25 year concession period

1Note: Project expenditure profiles form C55asset planning and costs modelling outputs

ke 5
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Vale layers - lustrative output

Movements in PR19v DPC
70

£m

Ho
w0 Difference in NPV of costto
customersbetween DPC and PR19

B70

650

 E—

630

i)

540

510

540 ' ' L

and Concession pariod profile effact and Financing cost affect and Depraciation pariod affect and Capex afficiancy effact and Opay efficiency affect and PG addional costs affect and AWS private coste affect

STEPS TO -/ - ) -/ ° — - \_/a

DERIVE VALUE e e e
IMPACT OF

EACH LAYER Assuming Plus introducing Plus assuming ~ Plus. Plus Plus adding Plus adding
rev enue under project financing accelerated introducing introducing additional costs procurement
DPC start at the under DPC depreciation capex opex incurred by the and contract
end of (EIRR, cost of profile under efficiency efficiency DPC (bid costs, mgmt. costs
construction debt and gearing DPC under DPC under DPC etc.) incurred by
assumptions) AWS

¢ The potential customervaluelayersconsist of one ormore subcomponentswhich explain the difference in overall coststo customers undera DPC versus the counterfactual. A quantification
of potential customerlayersof value will be heavily dependenton assumptions.

¢ Theseslayerscan be both positive ornegative depending on the scheme characteristics, i.e. factual (DPC) can have benefitsor disbenefitscomparedto the counter factual (AWS).

ke =
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-Xplanation of valuelayers as captured in the model

Inputs and
Value layer Drivers Description & calculation
assumptions

Financing
costs

Start of
revenue stream

Depreciation

Equity investors under DPC provide equity to the project throughout the construction period
on w hichthey expect to earn a return at the target equity IRR.

How ever, TRS under the DPC only begins w henthe assetis commissioned. Equity
investors carry forw ard unearned equity return from the construction period into the
operation period.

Hence, the TRS during the operation period must be higher to allow the equity investors to
recover expected returns during the construction period.

Because the social discount rate is low er than the equity IRR, the delay in revenue
recovery under DPC increases the NPV of customer bills.

The value is driven by the difference assumed in the WACC under PR19 and DPC cost of
financing.

WACC (project IRR) under DPC is established based on the (i) revenue requirement
derived by the gearing, cost of debt and equity IRR, and the (ii) cost profile under DPC
This value layer has been estimated by introducing DPC WACC in the model (factual) to
derive the impact.

This value is driven by the depreciation profile of the asset assumed under DPC versus
PR19.

Under PR19 the asset is depreciated straight line over its economic asset life, w hile under
DPC an accelerated depreciation profile is assumed (30-100% of the asset is assumed to
be depreciated during the concession period of 25 years).

This value has been estimated by accelerating PR19 depreciation under the DPC model.

Document Classification: KPMG Confidential
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Overall fixed input:
Timing of cost profile
to customers

Scheme specific
assumption: Cost of
equity and debt under
DPC assumed based
on asset
characteristics

Scheme specific input:

depreciation / run-off
under DPC

Value layers
are
guantified by
cascading
assumptions
(i.e. all
assumptions
made for
previous
layers also
apply to the
next layer,
so the
specific
impact can
beisolated)

54
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FXplanation ofvaluelayers as captured in the model (Contd)

Cost o Efficiency e This value is driven by the difference in efficiency savings realised by DPC vs AWS Scheme specific

efficiencies savings capex < Efficiency under DPC is defined as any additional efficiency realised above and beyond  assumptions: opex,
(and DPC Eficiency those delivered under a PR19 framew ork. capex efficiency_
incremental savings opex fsavmg and sharing
costs) actor Valuzrlsyers
@Additional * There are a number of additional costs which will be incurred under the DPC Scheme specific quantified by
costs to DPC which would not occur under the counter factual. One of them are bid costs of ~ assumptions: cascading
DPC/ Incremental costs are also driven by the existence of additional interfaces, additional coststo %02
potential for loss of synergies in construction and operation of the asset (e.g. DPC assumptions
increased cost of sampling, insurance, labour) and imperfect asset stewardship ?raedv‘fofzg
in relation to the ret of the network. layers also
» These additional costs have been defined as a fix percentage of the capex arfg’x'tylg g;e
expenditure on top of the baseline cost assumptions which translate into higher so the
revenue requirement for the DPC. _ specific
« It has been estimated by applying the incremental cost increases (% of capex) b el atad)

under DPC to the PR19 framework.
Procurement ¢ Procurement and contract management costs are additional costs to AWS which  Scheme specific

and contract would not be incurred under the counter factual and thus represent a negative ~ assumptions:
mgmt. costs value to customers. procurement costs,
» |t has been estimated by adding procurement contract management costs of contract mgmt.
AWS to the DPC model. costs (AWS private
costs)
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Model InputS a ASsumplions Overview

enet
Area Dimension

- - Comments and rationale
Factual: DPC delivers scheme Counterfactual: AWS deliver scheme

1. INPUTS COMMON TO ALL SCHEMES

This includes the tender rev enue stream of Based on allowed revenue under PR19 Value is driven by the inherent differences between a

DPC (derived as the balancing item to reach ~ framework ov er the economic life of the asset DPC delivery model and a delivery under the PR19
value target equity IRR), additional costs to AWS (with allowances for opex during concession framework based on building block approach

and deprecation and return on residual asset based on marginal PAY G rate of the asset)

Costto customers . . s
v alue post concession during the economic life

profile of the asset
DPC framework only allows revenues when asset is
Timing When asset is commissioned When expenditure incur commissioned where recov ery under PR19 starts when
costs are incurred
Period of PV calculation 15 — 25 years + construction period 15 — 25 years + construction period In line V\.mh typical PPP contract _durat|on. See 8
Appendix — VfM model assumptions
- ) . . Based on HM Treasury Green Book Supplementary
0, 0,
Discountrate for PV of costs to customers Social d's°°“'.“ rate O.f 3:5% re_al with a Social d|scoupt rate O.f 3:5% rgal with a Guidance: discounting (3.5% 0-30 y ears, 3.0% 31-75
decreasing profile over time decreasing profile over time
years, 2.5% 76-125 years)
Based on Ofwat Final Methodology new assets are
Revenue indexation CPIH CPIH indexed by CPIH and the same rev enue indexation is
assumed under DPC
Depreciation Method Straight line Straight line Inline with ty pical accounting practice
2. SCHEME SPECIFIC INPUTS
Model horizon Economic asset life (min 30 y ears) Economic asset life (min 30 y ears) *  Expenditure profile for capital and operating costs
. . . . . are based on Investment planning expenditure
Expenditure profile Initial capex Capex during construction Capex during construction forecasts for WRMP and PR19 provided by Anglian
in real terms over the Opex Annual opex during operation Annual opex during operation Water
PV calculation period Renewal capex Renewal capex during operation Renewal capex during operation *  They are scheme specific and are inputted for each
scheme separately
Profile of capitalisation As costs incur Marginal PAY G rate of the project «  These inputs remain the same in both the factual and
o Construction period # of years # of years counter factual cases o
Timing — *  Model spans over the economic life of the asset, but
Useful economic life # of years # of years at least over 30 y ears allowing for construction plus
25 years of operation
Depreciation Run-of f rate 50% - 100% ov er concession period 100% ov er economic asset life e Capitalisation of costs is be based on the marginal

PAY G rate rather than the natural AWS’ natural rate

3. SCHEME SPECIFIC ASSUMPTIONS

See next slide The model is informed by a number of scheme specific assumptions as set out in the following slides.
4. OUTPUTS
NPV of cost to customers Based on the inputs and assumptions the model calculates the net present value (NPV) of cost to customers under DPC and PR19.

The difference between the NPV of cost to customers under factual and counter factual is broken down into separate v alue lay ers of timing of billimpact to
customers, financing costs, depreciation profile, cost efficiencies, lower costs due to scope maturity, deliv erability and innov ation benefits. The impact of
each of these value lay ers (increase or decrease in NPV) is presented in a waterfall graph.

NPV of factual vs counterfactual by value
layers

57
1 Note: Project expenditure profilesform C55 asset planningand costsmodelling outputs
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SCNeme SPECHic assumptions: Lounter factud

POTENTIAL
CUSTOMER
VALUE LAYER

Financing
costs

Cost
efficiencies

AWS delivery Rationale and justification

3. SCHEME SPECIFIC ASSUMPTIONS

Cost of debt WACC nominal pre-tax The WACC estimate isbased on Ofwat’s early view on the cost of capital forPR19in
P Appendix 12 of the PR19 Final Methodology aspublished inDecember2017.The WACC is
7 between 4.89% 10 5.37% 5.37% (nominal) assuming, thatitisa new asset, and so CPI (H) indexation will apply to
Cost of equity (inflation: 29%) N 9 ' pply

revenues. The lowerend of the range isbased on returns excludingembedded debt.

. . . The notional gearing estimate isbased on Ofwat'sPR19 Final Methodology aspublished in
0,
Gearing Notional gearing60% December 2017,
Cost profile ishased on Ofwat’s Final Methodology where revenue allowanceisin line with
timing of expenditure.

Profile of capitalisation isbased on marginal PAYG rate of the project to account forthe
project'simpact on AWS’ overall businesswhile asset will be depreciated overitseconomic

PAYG, straightline
depreciation, revenues
commencementwhen

expendituresare incurred

Profile of cost to customers

asset life.
Additional costs to DPC £0 Not applicable asonly consideredunderthe DPC delivery model.
Efficiency Capex 0% Efficiency saving inthe VfM modelisdefined asincremental efficiency saving realised
savings Opex under DPC above and beyond what would be achieved underthe counterfactual.
PO £0 Assuming current delivery capability and cost base could absorb new project procurement
Priv ate costs to under PR19.
AWS . . .
Contract mgmnt. £0 Assgur_n_mg current delivery capability and cost base could absorb contract management
activities.
Insurance and compliance costs £0 Not applicable asonly consideredunderthe DPC delivery model.

58
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SCNEME SPECITc assumptions: UPL
e

VALUE LAYER 3. SCHEME SPECIFIC ASSUMPTIONS

Construction
* Assumes an ‘early’ tender model where there would be a higher cost of financing associated withthe construction
Construction period. ADPC scheme isassumed to have a similarrisk profile to that of primary PPP/renewable Cfdsprojects
during the construction phase.
* We have assumed an amortising bankdebt financing with mortgage repayment profile with a tenor equivalent to the
construction period.
» Bankdebt solutionsare typically referenced to 6m Libor, however, itisexpected thatthe PPP contractor would also
hold an interest rate swap to secure a fixed rate of borrowing.
) * Inorderto allowformeaningful comparison withfinancing costsunder PR19 we are assuming the construction debt
Operation will be raised in 2020 and selected the two year forward six month LIBOR swap rate as the appropriate proxy.
forward Gilt/ Libor * Recentpricing on alarge UK infra dealwhichhasa potentially lowerrisk profile when comparedwith DPC asitis
6m swap + sovereign backed, saw a range of Libor+ 140 bsp to 230 bsp forthe weighted average cost of debt forlong term
120bsp — 140bsp bankloan (29 years) and mediumterm bankloan (15 years).
* Recentexperience in the waste to energy market revealsa cost of seniordebt between 3% and 7% with a maturity
Cost of debt of around 15 years. Due to differencesin risk profilesthe lower end of thisrange representsthe closest comparator
for the upperend of debt financing solutionsunder DPC.

forward Liborém
swap + 220bsp —
240bsp

RCV bullet h
repayment Q‘M ) ) o .
» During the operational phase cost of financing islikely to be lower due to the removal of the constructionrisk and
forward Gilt/Libor associated risk premia.
. . 6m swap + * Depending on the project size a bond ora bankfacilityisassumed with associated cost of debt set using forward
Financing 120bsp — 140bsp GiltorLibor6m swap rates plusa margin of 120bsp — 140bsp.
costs » Post construction a bond orbankfacility isissued with a bullet repayment profile, with a principal value matching the

terminal value of the DPC. asset. For the remainder financing need an amortized bankloan orbond isassumed.
Bank arrangement * As additional costa 200bsp bankarrangement fee anda 35bsp commitmentfee have beenassumed with the latter

fee of 200bsp and being an annualfee at the rate of 35% of the applicable senior debt margin hasbeen assumed, charged on the
commitment fee of committed undrawn debt facility or on undrawn standby facilities.
35bsp * Recentexperience in OFTOsand secondary PPPshas seen a cost of debtin the range of 1.5%-2.0%. Yield on

existing OFTO bondsare around 2.4%.
e Forunderlyinganalysissee 8 Appendix— VfM model assumptions.

* InOFTOswe can also observe a decreasing trend in IRR. The NAO found that 10-11% IRR requirementswere
seen in early deals(round 1), while subsequent tenderroundshave seen in many casesequity returnsfalling closer
to reported secondary market rates of return in PFI projects(around 8-9%). OFT O cost of equity isconsidered to be
atlowerend of range given maturity of market and nature of assets.

* Inwaste to energy PPP projects, IRRs tendsto be in the range of 13%-18%, which have a significantly greaterrisk
profile than DPC and include demandrisk.

* The base lendingrate forvariable debtisthe 6 monthsLIBOR in the relevant currency whichhasbeen used in our
DPC assumptions.

* Basedonexperience in OFTOsand waste to energy PPP projectsbetween 8% and 12% with an average of 10%
has been assumed fornominal pre-tax equity IRR.

* Experience from TTT suggestssingle digit equity IRR.

e Forunderlyinganalysissee 8 Appendix— VfM modelassumptions.

Cost of equity
(IRR nominal, pre- 9% - 12%
tax)
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Scheme Specific assumptions: DPC (cont ]

POTENTIAL
CUSTOMER
VALUE LAYER

Financing
costs

3. SCHEME SPECIFIC ASSUMPTIONS

Gearing 80% - 90%

Actual expenditure profile,
straight line depreciation,
revenuescommencement
afterconstruction period

Profile of cost to customers

The three tenderroundsin OFTOshave seen gearing ranging between 80% and 91% with
only one project being geared only up to 50% (Project Lincs). OFTO projectswhere debt
finance consistssolely of term loan are geared between80% and 85% (with the exception of
Project Lincs).

Experience showsthat waste to energy PPP projectsare generally geared between55% and
80% with gearing levelsbut lower gearing likely to reflect increased risk profile of these
projectswhich often have volume riskattached.

Typical project finance suggestsa gearing between 80-90% could be achievedunder DPCin
line with primary PPP, OFTO andrenewables Cfdsmarket experience.

For underlyinganalysissee 8 Appendix — VfM model assumptions

Ofwat’s Final Methodology for PR19 outlinesthe proposed DPC framework.

Ofwat’s proposed DPC framework assumes no totex approach but expectsto treat opex and
capex separately with actual opex and capex profile.

Ofwat expects paymentsto start to the DPC provider afterasset has been commissioned, i.e.
revenue to DPC provider commencesat the beginning of the operational phase after
construction hasbeen completed.
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Interim support for Direct Procurement for Customers (DPC)

Scheme speciic assumptions: DPC (cont )

POTENTIAL Factual: DPC Rationale and justification

CUSTOMER
VTSV 3. SCHEME SPECIFIC ASSUMPTIONS

* Biddersare likely to price in theircostsincurred in relation to participatingin the competitive
asset tenderin theirsubmission.

« InitsFinal Methodology Ofwat hasstated thatit considers2 per cent of the project value to be
areasonable estimate forbidder costs.

¢ Ofwat's assumption was used as an upperend estimate in the assessment and adjusted for
bottom-up management experience for assets where it was appropriate.
The modeldisregardsadditional coststhat may arise where asset is operated on a standalone
basis requiring additional overheadsand potentially the duplication of local operation
structures when compared to the counterfactual due to the lossin optimisation and synergies
in construction and operation of the asset. Also, additional coststhat the DPC would incurin
orderto comply with legal requirementson itsown when delivering the asset are disregarded
in the assessment.

* Biddercosts could be expected to reduce overtime asbiddersbecome more familiar with the
asset class.

Up to 2% of project
Additional costs to DPC value (definedasnet
capex)

« Evidence from variousreportsand studies looking at the outcomesof PPP projectsversus
0% - 10% of total public procurementsuggeststhat a range of 0%-10% isa reasonable assumption forthe
capex capex efficiency that could be realised undera DPC model depending on the asset type.
¢ Forunderlyinganalysissee 8 Appendix— VfM model assumptions

Cost Capex

efficiencies

¢ Initsguidance on DPC published aspart of the PR14 Final Methodology Ofwat estimatesthat
DPC hasthe potential to reduce opex costs by 18% to 25% based on CEPA calculations.

¢ According to Ofgem’sassessment OFT Os delivered inaverage 25% opex savingsfor
customers overthe last 3 tenderroundswhen compared to a delivery modelunderthe RIIO T1
as counterfactual. Theincrease in cost savingsfrom 24% in tenderround 1 to 27% in tender
round shows the benefit how maturity of the market can drive down costs.

0% - 10% of total . (;ompe_tition inthe QFTO marke_tmay be strongerdt_Je to homogeneolussetof asset, the
Opex opex simplicity of operational asset without construction riskand Ofgem beingthe 3rd party

independent procurement body. Therefore itisunlikely thata DPC regime coulddelivera
similarlevel of efficiency, certainly in the short term.

* Based on Ofwat’s guidance and experience with OFT Osopex efficiency savingshave been
assumed to range between 0% and 10% of total opex dependingon the asset characteristics.

* Any efficiency saving factored intothe bidispassed on to customersin the form of lower
revenue requirement by the DPC assuming biddersare under competitive pressure to do.

¢ Forunderlyinganalysissee 8 Appendix—VfM model assumptions

Efficiency savings

61

Document Classification: KPMG Confidential



> » Ol >

Interim support for Direct Procurement for Customers (DPC)

SCNEMe SPECHIC assumptions: DRCLCont]
e

VALUE LAYER 3. SCHEME SPECIFIC ASSUMPTIONS

* InitsFinal Methodology Ofwat hassuggested tender costs to equal 1% of the project value. Thisisbroadly
in line with experiencesin the OFTO procurement.
* However, the OFTO procurement processis relatively mature and standardised and therefore procurement
costs for DPC could potentially be higher due to lackof standardisation andthe diversity of assets.
Uptol%of < TheEIBfoundthatthe costsofprocuring PPP projectsare on average around 10% of the project value

Procurement pro_ject value based on a study which included 55_ PPP projectsin the UI_( economy. Asthe study dates from 2005 it can
(defined asnet be assumed that costs went down since due to general efficiencies.
] capex) * Procurement costs includesadvisory works (commercial,legal, financial, rating agency), procurement
Cost Priv ate process and evaluation,and insurance asobserved on typical projectfinance transaction.
efficiencies costs to « Ofwat'sassumption was used as an upperend estimate in the assessment and adjusted for bottom-up
AWS management experience for assets where it was appropriate.
* For more detailsplease referto 8 Appendix— VfM model assumptions
* InitsFinal Methodology Ofwat hassuggested contract management costsof £150k peryear per project
under DPC.
Contract mgmt £150k- £500k +« AWS managementexperiencesuggestsa bottom-up estimate of costsup to £500k perannum. '
' peryear * The modelassumescontract management costsin the range of £150k-£500k peryearwhich is broadlyin

line with experiencein typical project finance procurement of infrastructure assets. Thiscovers the cost of a
team to oversee management of contract.

ke o
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Interim support for Direct Procurement for Customers (DPC)

SCNEMe Speciic assumptions: Qverview orFactud vs Counter faciud

POTENTIAL
CUSTOMER VALUE
LAYER

Financing costs

Cost efficiencies

Assumptions under DPC

oo | AssumptionsunderbPC |
Factual: DPC deliversscheme Counterfactual: AWS deliver scheme 1

3. SCHEME SPECIFIC ASSUMPTIONS

Construction: forward Libor 6m swap + 220bsp

—240bsp
Operation: forward Gilt/ Libor6m swap +
Cost of debt 120bSp—140bSp 4.89%-5.37%
RCV bullet repayment: forward Gilt/ Libor 6m (Inflation: 2% per Ofwat PR19 forecast)
swap + 120bsp — 140bsp

Cost of equity Nominal equity IRR 9%-12%
Gearing 80% - 90% Notional gearing 60%

PAYG, Actual expenditure profile, straight line Marginal PAYG, straight line depreciation,
Profile of cost to customers depreciation, depreciation, revenuescommencement after revenuescommencement whenexpenditures

Revenue start construction period are incurred
Additional costs to DPC Up to 2% of project value £0

Capex 0% - 10% of total capex
Efficiency savings 0%

Opex 0% - 10% of total opex

Procurement Up to 1% of project value £0

Priv ate costs to AWS
Contract mgmt. £150,000-£500,000peryear £0
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SCNEeme Specilic assumptions - Lower financing costs

ASSUMPTION
UNDER POTENTIAL
CUSTOMER VALUE

LAYER

Cost of debt

Cost of equity

(nominal IRR
pre tax)

Gearing

KPMG

> » Ol >

n
>

< Ranges

Low end

COMPLEX ASSETS

highly integrated in the wider netw ork and

plays a significant role in delivering AWS’

statutory obligations and thus a failure has
a high impact on AWS’ performance

STANDARD ASSETS

w ith multiple interfaces w ith the wider
netw ork but operates efficiently on a
standalone basis with scalable and

adaptable operation to changing needs

High end

SIMPLE ASSETS

w ith limited design and operational

complexity, small number of interfaces w ith
the wider netw orkand characterised by
limited interaction w ith the wider netw ork

e Construction: forw ard Libor 6m sw ap
+ 240bsp

e Operation: forward Gilt/ Libor 6m
swap + 140bsp

Construction: forw ard Libor 6m sw ap
+ 230bsp

Operation: forw ard Gilt / Libor 6m
swap + 130bsp

Construction: forw ard Libor 6m sw ap
+ 220bsp

Operation: forw ard Gilt / Libor 6m
swap + 120bsp

A: +10bsp \ /

Higher risk profile driven by greater asset complexity
results in increased cost of debt for DPC providers

\ ,/ A: -10bsp

Limited risk profile driven by limted asset complexity
results in better financing conditions for DPC providers

12% 10%

9%

A N A

Increased risk profile translates into a higher return
expectations from equity providers

< T o w

Limited risks reduce the return expectations of equity
holders

80% 85%

90%

A: -5% \, /

Complex assets tend to have a greater risk profile w hich
generally leads to low er level of gearing
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Higher gearing can be achieved in the case of more
complex assets due to the reduced risk profile
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SCNeme Specilic assumptions - Timing of Difimpacts 1o CUSIomers

The differences between the DPC framew ork and the PR19 framework impact the cost profiles which creates value to customers.

ASSUMPTION
UNDER POTENTIAL
CUSTOMER VALUE

LAYER

FACTUAL
Timing of bill
impactto - -
customers
COUNTER
FACTUAL

Ofw at PAY G ratio required to set
recovery of slow money and fast

money at PR19

Depreciation of the asset over

time

The starting point of w hen costs
are passed through to customer
bills

No PAYG rate, expenditure
profile is precisely in line
w ith project spend profile

Project specific PAYG rate

Straight line over the useful
life of the asset

Straight line over the useful
life of the asset

When asset is completed
and in service

When expenditure is
incurred
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SCNBME SPECIIC assumptions - Cost efficiencies (Capex and opex)

< Ranges >
Low end High end
Low COMPETITION MEDIUM COMPETITION STRONG COMPETITION
ASSUMPTION Assets with unique features not well Assets with some precedents and limited Assets are widely understood in the market
UNDER POTENTIAL  understood in the market w ith potentially a design and operational complexity leading with a proven track record of similar
CUSTOMER VALUE high risk profile or a small value lacking to limited competition in the bidding investments or they are very high value
LAYER interest for bidding by market players process projects and so there is a strong

competition in the bidding process

0% 5% 10%
Efficiency A5 ~—00 A S~ J A+ 5%
savin . : : L
9 When there is no strong market appetite forthe asset it In the event of strong competition it could be expected
(total capex) is unlikely that the DPC model w ould reveal incremental that DPC provider may add low er overhead costs to
efficiencies on the design and build services beyond the asset's capex leading to increased efficiency
w hatw ould be procured by AWS from the market under savings

the counter factual

0% 5% 10%
Hficiency gosn ~—  — S~ 7 L%
savin y o '
: Weak competition resulting in the same level of opex Strong competition incentivising the DPC provider to
(total opex) expenditure as forecasted under the counter factual with realise further efficiencies driving dow nthe true costs
the DPC not delivering any incremental opex efficiencies through dynamic innovation

over the contract period

ke o
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Interim support for Direct Procurement for Customers (DPC)

ValueTor money [est: Qualliative assessment

Assets where DPCshows greater value than PR19 in the quantitative assessment are subject aqualitative assessment based on a set of
qualitative criteriato assess the five potential layers that can deliver value to customer underaDPC delivery model.

Potential customer value layers Criteria Scheme 1 Scheme 2 Scheme 3

Market appetite & I
Bankability I

________________________________________________

A) Financing costs

1 1 1 1 ! 1
Risks ! ! ! ! ! !

Cost of interoperability i | i : i |
1 1 1

Risk and cost of failure

B) Cost efficiencies

Core business to AWS i E i E | i

________________________________________________

C) Innovation opportunities

|
1
|
1
1
|
1
1
|
1
1
|
1
1
|
|
1
|
1
1
|
1
1
|
1
1
|
1
1
|
|
1
|
1
1
|
1
1
|
1
1
|
1
1
|

. 1 1 1 1 1
Innovation I ! 1 ! ! !
1 1

D) Timing of bill impact to

customers
e 1 e 1 e 1
. o . . ! 1 ! 1 ! 1
E) Deliverability and lead time Lead time ! i ! | ! |
Commmmmmooo oS Commmmmmooo oS Commmmmmooo oS
Overall Qualitative Score
© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a 68
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Interim support for Direct Procurement for Customers (DPC)

KEy assumptions and Imitations of the assessment

In undertaking the qualitative assessment, a number of assumptions have been made which could be considered as limitations to the
results. Itisimportant to bear these in mind when considering the results, and an overview of some of those assumptions and limitations
are provided below.

1) Qualitative nature of the assessment

The analysis is based on a range of criteria w hich are considered reasonable drivers associated w iththe value layer to w hich they relate.

Given there is no existing DPC market and limited recent precedents for the construction of some assets, the analysis is based on insights and
experience of other infrastructure markets across sectors w here some similarities are likely to exist.

The evaluation w as informed by specific characteristics of the assets considered as provided by AWS, how ever, in some cases criteria are more
subjective and a level of judgment has been required to help inform the analysis.

Where project development is in early stages, the assessment is based on initial view s and may be further refined as greater detail emerges in
time.

Where there is a long period of time available before the assetis due to be constructed, the assessment faces limitations as a result of the high
uncertainty around the technological solutions that may emerge in the future.

Also, as innovation could come in the form of disruptive forces it is difficult to foresee or predict w hich limits the assessment.

2) Assumptions
In performing the assessment w e have made a number of key assumptions, as set out below ;

The qualitative value for money framew ork aims to identify w hether DPC w ould likely realise value for money for customers w hencompared to the
counterfactual (i.e. delivery under the conventional Price Review framew ork).

A private contract w ould exist betw een the DPC provider and AWS w ith a clear allocation of risks and responsibilities betw een parties. Key terms
would be available to bidders ahead of the tender so that they are able to structure their submission accordingly.

We have identified a number of criteria that cover the key drivers of value to customers.
We have not assessed the impact on AWS'’ existing operation, and assume that it w ould not be impacted by delivery by a 3rd party provider.

We assume DBFO model, given the critical relationship betw een construction and operation and the impact that is separating responsibility for
these activities could have in the medium term.
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Interim support for Direct Procurement for Customers (DPC)

Hnancing COSLS - Market appetite a sankaniity

Market appetite

Indicators

Competitive pressure can lead to lower financing costs via lower equity and debt return expectations. Bankability of the assetcan
be akey driver ofvalue creation forinvestors and customers alikebydriving down financing costs.

* Marketappetite isdriven by a number of factors, such as the number of potential bidders, size and idiosyncratic nature of the asset (i.e.
pipeline of similar assets).

* Itisacknowledged thatthe contractual and regulatory frameworkand the resulting risk profile faced by a bidderisan important driver of
interest forthe projectin the market. However, forthe purpose of thisassessment a standard risk allocation hasbeen assumed which
can be observed in similar transactions.

* Bankability of a project refersto a state where itis sufficiently attractive to raise private finance.

* The extentto which and the associated conditionsa project can have accessto debt financing hasimportant implicationsforthe
project'soverall financing costs.

Scoring

Assessment

Low Medium High
Bidding interest for Largerinterest forthe project from [ Number of market playerswho
the project inthe marketresultsin a greater |could potentially orlikely be
competitionfrom market players |interested in participating as
X . K . K 1-2 3-4 >4
leadingto lower financing costs biddersin the tender process
and thus greatervalue to
customers.
Size of the asset Largerschemes generally attract | Size of the scheme:
appetite from a widerinvestor £ million of capex <£100m £100-500m >£500
group.
Idiosyncratic nature of | Where there is pipeline of similar | Number of similar projects
the asset projectscompanieshave the planned overthe next5 years
potential to leverage the
experience and bidcostsin other 1-2 3-5 >5
tenderroundswhich resultsin
greater market appetite and
competitionforthe project.
© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a
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Interim support for Direct Procurement for Customers (DPC)

FINANCINg COSIS - RISKS

Indicators

The equity return expectations for the DPC provideris deriv ed from the risk profile of the project. As aresultof introducing new
contractual boundaries there may existsome new risks under a DPC model that are not presentunder today’s regime which will
impactthe costs and VfM for customers under a DPC model.

» Complexand lengthy construction increasesthe risk of cost and time overrunsresulting in greater risk profile forthe DPC

» Ifthe service performance of the asset has an impact on AWS'’ statutory obligationsthe DPC providerwill be exposed to an increased
risk of failing to meet output specifications. The largerand more direct the impact the higherthe riskto DPC. Increased risk profile of the
DPC islikely to translate into higher financing costs (expected equity return and cost of debt)

Scoring

Assessment

Low Medium High
Construction risk Time overrunsand non-delivery of | Length of construction period >4 years 2 - 4years < 2years
the asset may impact AWS’ ability
to deliverin line with their
statutory obligations.
Operation risk Failing to meet output Impact of service performance on Directand Directand limited Indirect
specificationsmay impactAWS’ | AWS’s statutory obligations significant
ability to deliverin line with their
statutory obligations.
© 2017 KPMG LLP, a UK limitedliability partnership and a member firm of the KPMG network of independentmember firms affliated with KPMG International Cooperative (‘KPMG Intemnational’), a
Swiss entity. All rights reserved
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Losterfciencies - Lost of interoperaniity

Cost of interoperability

Indicators

PDID):

Cost of interoperability can be assessed through the asset’s physical location and the number of interfaces. Also the asset’s
flexibility and criticality need to be considered with regard to costs related to interoperability

¢ Asinsome instancesthe impact of discretenessishard to be quantified andthuscannot inform the quantitative analysisof the value
for money assessment, it should be carefully considered aspart of the qualitative approach.

* Thelowerthe costs of interoperability of an asset the more likely it can provide customervalue undera DPC delivery.

« Keyconsiderationsaround discretenessinclude whetherthe assetis greenfield or brownfield investment, howintegrated itisfrom a
design and operational perspective with the wider part of the network.

Assessment

Scoring

Swiss entity. A

g

Alternative usagesofthe
asset

Low Medium High
Physical asset Standalone separate assets offer |« Position and location on the Highly integrated Minimalintegration | Standalone separate
location greatervalue to customersunder network non-separable with existing site asset
a DPC delivery model. ¢ New or existing asset upgrade
e Separate function on
standalone basis
Interfaces The more interfacesthe asset has |* Typesofinterfaces Multiple complex Multiple interfaces Limitednon
with the wider networkthe greater (physical/information/data) interfaceswith one physical interfaces
the cost of interoperabilityunder |+« Numberofinterfaces to many
DPC. ¢ Manyto one orone to many relationships
interface relationships
Process The more integrated the asset’s ¢ Operational staffingand Inefficienton Operate efficiently Operate efficiently
operation isinto the wider network skillset standalone basis on standalone on standalone
the smallerthe scope forvalueto |¢ Manpowerlevels24/7 /requireshigh basis/requiresco- basis with limited
customersunderDPC duetolost |« Frequencyand need forco- degree of co- ordinationwith need forwider
efficienciesof scope. ordinationwith wider network ordinationwith wider network network interaction
wider network
Criticality The greaterthe impact of the ¢ Roleindelivering statutory High Impact Impactsdirectly on Limitedindirect
asset on AWS’ operationsthe obligations directly on end AWS end impacton AWS
greaterthe value atrisk under ¢ Impacton customers customerand AWS customers and operationsand
DPC. ¢ Risk toadjacent asset obligations obligations outputs
performance
Flexibility The greaterthe level of scalability |+ Likelihoodof changesin No flexibility in Operationis Predictable asset’s
and adaptability of the project the asset’'s usage operation and no scalable and usage
largerthe value offered to e Scalability and adaptability of | alternativeusages adaptableto
© 2017 kpve | customers under DPC. the operation ofthe asset changing needs
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Losterfciencies - Gostorfalure

Cost of failure

Indicators

Costs of afailure

PDID):

Cost of failure is a critical aspectofthe value provided under a DPCdeliveryroute. As it is hard to quantify it needs to be carefully

considered as part of the qualitative assessment.

» Downside scenarios can include non- orlate delivery of the asset at the agreed commissioning date, contamination during construction

or operation, unavailability of the assetin the operational phase, and different typesof asset failures.

* Value atriskrelatesto DPC's role in delivering AWS’ statutory and performance obligationsset by DWI, EA and Ofwat

» Costs andrisks in a downside scenario are driven by the impact on customers

The largerthe costincurredin a
downside scenario the largerthe
risk of a failure and the smaller

Assessment

There are a number of factors
influencing the level of costs, such
as number of customers affected,

Low

Scoring

Medium

High

Potential forfinesand
high contractual
penalties/customer

Contractual penalties
/customer claimsonly

High contractual
penaltiesonly

customers.

the value to customers. type of the area (rural vs urban) claims
and asset type (beloworabove
ground)
Impact of A catastrophic failure with a Impact on service High Medium Low
catastrophic failure [regional impactoveralong period High probability Medium probability | Low probability and
oftime resultsin alowvalue to and high impact and medium impact lowimpact
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LoSternciencies - Core pUSINess 1o AWS

)2

)2

>

Core business to AWS cost assumptionsleaving limited room for a 3" party to outperform baseline estimates.

experience to deliverthe scheme.

Where the deliveryofthe assetrepresents a core capability of AWS which has along track record of similar assets itcan be
assumed that DPC has limited potential to realise additional costsavings beyond AWS’ costassumptions.

¢ Where AWS have delivereda number of similar schemesone can assume that efficiencieshave been identified and builtinto current

* DPC hasgreater potential to introduce cost savingsfor schemes where AWS does not have the in-house capability or construction

Indicators Assessment

Low

Scoring

Medium

High

Limitedexperience and understanding of
similar schemesoffersgreater potential for | Number of similar projects
DPC to introduce cost savingsin the delivered inthe past
delivery.

AWS' experience
and capability

4+

1-3
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nnovatonbenelits

Scope for innov ation is a key driver of value for money to customers as itdefines the costs, form and quality of the delivery.
e Innovation isalso referred to asdynamic efficiency and it occurswhen firmsintroduce new methods of production, propose new
products/services to the market.

Innov ation

Indicators

Technology maturity

22

¢ Innovation focuseson newideasin termsof choicesand product/service quality.

* Innovation andthusoutperformance can be achieved indifferentstagesof project delivery but scope may be greater at earliertender
points(i.e. pre-design). To thatend inourassessment we will addressthe design & build and operate phasesof the project lifecycle
separately to understand which delivery model offersthe greatest potential forinnovation for each asset under consideration.

* Belowwe set outa selection of key metricsto capture the potential of innovation, define the way to measure it and set out a suggested
calibration to categorise the innovation potential into low, medium and highboundaries.

Impact

The technology deployed
as part of the construction
and operation phase can
have different maturity

Assessment

Low

Scoring

Medium

High

The level of maturity can be
captured by the time the
technology hasbeen
around and the number of

Mature

The technology that has been
in use forlong enough that
most of itsinitial faults and

Growth phase

Some forms of the technology
are readily availablebut there
is no one widespread solution

Emerging
The technology has not been

widely testedand is to some
extent under the development

savings/benefitsincentivise
innovation, i.e. the large
project scale implieslarger
innovation.

million): for DB: capex
for O: opex

levels. Newand emerging |innovation occurring every | inherent problems havebeen | and newv ersions come to the phase
technologieshave larger year. remov ed or reduced market continuously
potential forinnovation than
mature solutions.
Scale of project The potential of great Size of the scheme (£ <£100m £100m-500m >£500m

Process complexity

Complex processes have
the potential for greater
innovation.

Complexity of process
technology considering the
interdependence between
processes, the uncertainty
associated with the
processes and their
reversibility

Simple,limited process
technology

Process technology
with some level of
complexity

Complex process
technology

KPMG
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Jeliveran

Leadtime

Indicators

ty-Lead ime

DI

» 4

Where projectcannotbe delivered ontime under a DPC it significantly reduces the value to customers
*« AWS has statutory obligationsto deliver specific outputslinked to the planned schemes.

* A nonorlate delivery of the asset by the required date may resultin alossof service quality to the customers.

e The shorterthe time window (leadtime) AWS hasbetween now and the timing of the asset the higherthe risk of a potential non-
deliveryundera DPC model.

¢ Long construction timereducesthe time available to procure the scheme undera DPC model.

Assessment

Scoring

window between now and
when the asset isrequired
for AWS to comply with it's
statutory obligations, the
higherto riskundera DPC
and thuslowerthe value to
customers.

delivery of the asset set for
AWS

Low Medium High
Duration of The longerthe construction | Length of construction >5 3-5 <3
construction period the shorterthe time |periodinyears
available to procure the
scheme undera DPC
model
Timing of asset The shorterthe time Statutory date forthe Start of AMP7 End of AMP7 laterthan AMP7

KPMG
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Interim support for Direct Procurement for Customers (DPC)

0CKed downinvestment programme: ASSEL Overview

The expenditure profileof all investment programmes for PR19 were assessed on both adiscounted and non-discounted basis over two different
periods —assetlife and contract life. In addition, the initial capex over the construction period was assessed separately. The table below providesa
summary of the results for the assets which value exceeds the £100m threshold over the contract period, with each scenario expended uponin the
following slides.

Non-discounted Discounted

Totex over asset Totex over Totex over asset Totex over Initial capex
life (Em) ontract life (Em) life (Em) ontract life (Em) (Em)

Scheme name Scheme type Asset life

South Lincolnshire reservoir Reservoir 100 1952.3 933.9 875.7 734.1 590.3
Smart metering programme Smart metering 15 231.1 231.1 193.9 193.9 111.4
WRMP19-ELY9 North Fenland WRZ to Ely WRZ [Transfer with treatment 100 243.1 101.9 98.4 79.8 61.6

WRMP19-CLN16 & WRMP-CLN13a New Elsham [Transfer with treatment 100 273.7 184.0 163.6 144.1 119.3

Non-discounted Totex over contract life

1000.0 1 e The result of our size tests shows
900.0 A that based on the investment size
a range of differentscheme types
800.0 1 @ Totex over contract life (Em) could be considered for DPC
7000 A mInitial capex (Em) including Reservoir, Smart

Metering and Transfer with
Treatment.

600.0 -

£500.0 -

« e Three out of the four assets that
exceed the £100m threshold are
to be delivered during AMP7, with
the exception of South
Lincolnshire reservoir, w hich
delivery is planned for AMPO.

4000 A
300.0 A
200.0 A
100.0

0.0 - e The share of initial capex is

relatively high in the overall Totex,
w hich makes the schemes more
suitable for DPC.

ke 7
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101@l CostS over contract e for all PRIY proposed Schemes

Total costs over the contract life
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Contract life results

For the purpose of this analysis, contract life was considered by including the full development and construction period in addition to 25 years of operation.

Total costs of the projects w ere assessed on a non-discounted basis.

Asiillustrated to the left, four schemes pass the £100m totex threshold on a non-discounted basis. In contrast, only three schemes pass the threshold on a

discounted basis — these being the Reservoir, Smart Metering and CLN16&CLN13a Transfer withtreatment programme.
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101@l CoSIS over asseLlie for alPRIY proposed Schemes

Total costs over asset and contract life

2000 A
18001 mmmm Non-discounted Totex over asset life
1600 A mmmm Non-discounted Totex over contract life
1400 + mmmm Discounted Totex over asset life
1200 A mmmm Discounted Totex over contract life

uE.x 1000 - —— Threshold

800
600
400
200

0

WRMP19-ELY9 North WRMP19-CLN16 &
Fenland WRZto Ely WRZ WRMP-CLN13a New
Elsham

South Lincolnshire Smart metering
reservoir programme

Non-discounted Opex/capex slit
100% -

90%
80% - m Opex/Capex split over asset life

m Opex/Capex split over contract life

70% -
60% -
50% -
40% A
30% -
20% A
10% A
0% -

WRMP19-ELY9 North

WRMP19-CLN16 &
Fenland WRZto Ely WRZ WRMP-CLN13a New
Elsham

South Lincolnshire
reservoir programme

Smart metering
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Asset life results

» For the purpose of this analysis, asset
life was taken to include the
development and construction phase,
w ith the total period being 100 years
forreservoir and transfer w ith
treatment schemes; and 15 years for
the smart metering programme.

e Total costs of the projects were
assessed on both a non-discounted
and discounted basis, using the 3.5%
green book discount rate.

e Asillustrated in the chart to the left, all
four schemes passed the £100m totex
threshold on a non-discounted basis,
w hile only three schemes pass it on a
discounted basis, with North Fenland
transfer scheme being within £2m of
the threshold.

e The share of capex in the overall
project costs over contract life ranges
betw een 48.22% and 64.51%
depending on the asset, and betw een
25.32% and 48.22% over the asset life
on a non-discounted basis.
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RESUILS O The olze 1est - iming

The chart below is a representation of the expenditure profile for each of the investment programmes that meet or are in proximity to
the £100m size threshold. Programmes with constructionin AMP 8 or AMP 9 are less likely to be suitable for delivery under a DPC
model due to more limited certainty in their development, however in order to assess suitability more accurately, all four schemes have
been taken through to the discreteness test.

Key:

Development

‘ Construction

D Operation
AMP6 AMP7 AMP8 AMP9
Assets taken to

discreteness test
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

South Lincolnshire Reservoir 100 years >
WRMP19-ELY9 North Fenland WRZ to Ely m >
WR2Z 100 years

WRMP19-CLN16 & WRMP-CLN13a New

eisham 2= >
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Interim support for Direct Procurement for Customers (DPC)

Process f0r qualtative technical assessment

Set out below is the process that was followed to develop and evaluate the suitability of individual assets from atechnical perspectivein
ordertoestablish how ‘discrete’ or ‘separable’ an asset may be and, as such,how suitable itmay be for deliveryunder a Direct Procurement
for Customers (DPC) model.

« Aninitialframeworkwas developedto assess the technical suitability of projectsfor delivery undera DPC model from the
Framework perspective of asset discreteness and how separable assets are from the wider network.

Development « Thisframeworkwas developedbased on interviewswith AWS’ SME’sand input from the Executive aspart of Portfolio Group

meetingson DPC. In addition, it wasreviewed and updated against Ofwat'sPR19 Final Methodology to reflect further guidance.

« To capture the relevant asset information for each project a template wasdeveloped and populated by AWS’ SMEswho had
‘Projecton a detailed knowledge of the projects.

page’template « Theinformation collectedthroughthistemplate provided an overviewto the asset, as well as key asset characteristicsto help infom

the technical assessment (e.g. the nature of interfaces, and potentialimpact of asset failures).

¢ A one-day workshop with key AWS SMEs was held in orderto capture furtherinformationon the assets and validate the initial

Workshop with assessment against the technical frameworkand revise and update the assessment where required to reflect specific asset
AWS SMEs characteristics.

« The workshop allowed fora more in depthunderstanding of the specific asset characteristicsand resulted in further updates.

Process

« The workshop information wascaptured and used to update the assessment and establish the key findingsand resultsof the
Write up and analysis.

validation *« Thedraft assessment was provided to the workshop SMEs to ensure that the information collected wasaccurate and interpreted
appropriately. Furtherfeedbackand commentswere collated and some further updatesto the draft assessment were made.

* Thefinal resultswere documented and presented to the AWS team forfinal review.
» Resultswere presented and discussed at the DPC Portfolio Groupforfinal review and sign-off.
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summary of fechnical ASSessment

This slide setsout a summary of the technical assessment undertaken on each of AWS' four assets that were progressed from the
‘size’ test. Amore in depth assessment against each of the 6 drivers are provided in the following slides. The assessment has been
undertaken on the assumption a 3" party would design, build, finance and operate the selected assets.

North Fenland South Lincs Smart Metering
Elsham Transfer Transfer Reservoir Programme
1 Physical asset M M H H L M Key and scoring
location Low (L) 1
Medium (M) =2
High (H) =3
2 Interfaces M M M L M
More suitable 12+
Less suitable <12
3 Process L M M H M
4 Impacton L M M M H
service delivery
5 Flexibility L M M M L
6 Control L M L M M L M
Overall assessment Less suitable More suitable More suitable Less suitable

ke o
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FISham [ranster- ASSel overview

South Humber
Bank WRZ to
Central Lincs
WRZ Transfer
(50 Mild) and
BEsham WTW

Totex value
OVET 25 VIS ki
(Em)

Project
name and
code

Transfer of treated w ater fromthe proposed new Elsham
plant to Lincoln storage and tw o new treatment w orks (one
raw w ater to potable WTW and one metaldehyde treatment

Project works)

description New pipe, total length 55Km, 900 (62Ml/d capacity), 1 x

Pumping station, 2 x new storage reservoirs (only required if
metaldehyde treatment stays in the option), 37 crossings
requiring directional drilling.

Part of
wider
scheme
and/or
associated
with other
assets

Length of 3year
enabling construction
and period
constructio

n periods 2 year enabling
(years) w orks period

Links to the Lincoln supply
system. Could be other
connections for single
source of supply resilience

SOS|, Interruption to
Supply ODI, Drought
resilience ODI, WFD no
det

Implication
100 years of delays
on output

Assetlife
(years)

[\Eisianicine Sustainability reductions,

Regulatory
delivery 2025 driver of drought and climate

date the project W Elglel:}

© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intermational’), a
Swiss entity. All rights reserved.
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FiSham transier: Assessment against diSCreleness anvers

Thisslide setsout a summary of the discreteness assessment for the Elsham Transfer scheme, with an overview of the main
considerations for each of the 6 criteria.

Criteria Summary Assessm ent

« Multiple assets across different sites increases risk and complexity of delivery. Whilstit is a new asset, not

Physical asset requiring the transfer of assets from AWS to the DPC, the asset would impact on existing AWS operations

location and requires connection to an existing operational site that serves critical UK infrastructure (Humberbank).
This increases the construction risk in terms of potential for delays and cost over-run and requires close

management given the potential stakeholder impact. :

-

« Multiple physical and informational interfaces with the wider AWS network. Well understood processes may
2 Interfaces reduce the impact of costs associated with new contractual boundaries. However, there will need to be M
regular and close coordination of interfaces where dependences on Pyewipe Treatment Works impact on
Elsham transfer and WTW capacity available for deployment to South Lincs WRZ.

* The assetis highly integrated with the wider AWS network and would be controlled in real-time through a
24/7 centralised control centre in order to enable network resilience and balance supply/demand. As such, a L M
3rd party would have limited control over asset operation which is likelyto impact on risk, restricting its ability
to manage and operate the assets itself.

3 Process

e Asset failure could have a high impact on AWS’ quality and reliability obligations that are related to

Impacton interruption to supply, leakage, water quality (ODI penalties). As such contractual penalties will need to be L M
service delivery addressed through the contract. Managing these risks as part of a standalone asset is likelyto resultin

greater costs from the loss of portfolio effect and which will be crystallised through higher cost to customers.

« One of the key risks under a DPC delivery route is related to access and future upgrades to the asset, where
connections may be required to increase resilience or improve network optimisation. Under a fixed term L M
contract for the asset, future upgrades and changes may be constrained or could be costlyand may require
additional cost and potential for delays.

5 Flexibility

e Critical supply and demand asset required for day to day operation, and control is critical inthe event of asset
failure on the existing connection supply area. In the event of a major operational incident AWS would likely L M
require control over the asset to mitigate supply impacts across the wider network and reduce the impact on
customers. This could be more difficultto achieve if operated by a third party.

6 Control

Total score L/M

Document Classification: KPMG Confidential



Interim support for Direct Procurement for Customers (DPC)

FISham franster: Pnysical asset location

Level of discreteness

|
»
>
1 Physical asset
location
Construction impacts
the operation of > Medium
existing assets
—»{ New asset
»
»

Physical assetlocation assessment

* The scheme consists of four different typesof assets (including pipes, pumping stations, storage reservoirs and raw water and a metaldehyde treatment works) in different
locationswhich addscomplexity to overall project delivery (e.qg. different interfaceswith Highways Agency and National Rail), and which have different riskprofiles. The asset will
be constructed on a combination of bothan existing brownfield and greenfield site. Asthe scheme doesnotinvolve the transfer of an existing asset, from AWS to the DPC, there
isno risk associated with a DPC adopting legacy assets.

* Some of the construction will needto take place on greenfield site which isin close proximity to an archaeological site. Constructionwill also take place on a brownfield site,
which iscurrently designated asan EKP. The sitesclassification asan EKP will resultin significantly increased construction riskfor DPC, which is likely to be translated into
higherconstruction costs.

* The construction of one element of the asset (one of the new service reservoirs) will impact the operation of existing AWS’ assets. Also, the asset will need to be connectedinto
the existing upstream and downstream operational assets, whose supplieswill need maintaining during the construction period, calling for close coordination between DPC and
AWS, which could impact on construction costsand project delivery.

* The planning, development and construction of similar assets of thistype is considered a core capability of AWS, and who would want to maintain the riskassociated with the
management of local stakeholders. There are a number of similar projectsbeing delivered by the @one alliance.

* The potential forinnovation isconsidered limited, and isonly likely to arise with respect to pipeline routing andtrenching/ directional drilling technigues.

ke o
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ISham franster: Interfaces

Level of discreteness

|-
>
What is the nature of —p |nformation
the interface? With one party = Medium
Multiple
interfaces
There are >
—p| interfaces with the [
wider network
»
»
Phy sical
2 > nect
Interfaces ~ — DTSR With one party |— Medium
Multiple
interfaces
|-
>
_’ >

Interfaces assessment

There are multiple physicalinterfacesthat would need managing and contractual arrangements, potentially incurring additional costs. However, interactionsare restricted to
AWS only which reducescomplexity.

In addition to boththe connectionsupstream (into the new potable Elsham WTW) and downstream (the Lincoln supply system, Westgate and Bracebridge storage), there will be
multiple connectionswith an existing asset that continuesto be critical to operation and providessupply resilience. Coordination between the existingand new asset will be

needed on an ongoing basisto enable networkoptimisation and ensure resilience. A key benefit of the scheme isthe increased resilience that the asset providesto the existing
AWS network, and is therefore an integral part of AWS’ operations.

Informationwill be shared with several teamswithin AWS (operations/ networks / water quality teams). These multipleinformational interfaceswould likely require ongoing, day-
to-day management by both partiesand could therefore resultin increased costs to customers.

Itisimportant to note thatinitsFinal Methodology, Ofwat statesthat pipesare a “highly integrated component of a network’ making them lesssuitable for DPCin that
perspective.

ke o
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ISham ransler: Process

K.

. . 24/7 > Low
Aspects of consideration o
> Central
L] .
Automated
e control N
—P >
>
Ll
—> >
—> >
>
& Process —> >
° Labour
|—> »
' g Shared
I—> Multi skill > Low
Input or Output ;
only Medium
° Phy sical Input /
Output
|- »
» Lad

Process assessment

The asset will be fully automated and controlled centrally by AWS with the help of telemetry. Flowson the asset will be balanced automatically at a networklevel aspart of day to
day network optimisation. Thiswould significantly impact on a 3" partiesability to control the operation of the asset, potentially increasing itsrisk. In addition, if AWS was
constrained in termsof networkoperations, thiscould have widerimpactsacross the network.

The operationof the asset also impactson the Lincoln Supply System [AWS to confirm]and so regular coordination acrossthe wider water network and the Elsham WTW will be
required to manage flowseffectively.

Asset utilisation would be driven by demand inthe Lincoln Supply System (Central LincsWRZ). As the output of the asset will be driven by factorsoutside the DPC's control,
revenue paymentsbased on usage will be difficult to implement, and could lead to increased cost for customers if linked to availability only, however we know that operational
costs are low and thismay not be material.

Labourismainly required for maintenance purposeswhich isexpected to consist principally of preventive maintenance workincluding pressure checks, flow monitoring, etc. As
the maintenance of similar assets is managed with AWS’ shared resources across the wider business, there would be potentially a lossof economiesof scope and scale and a
DPC may resultin highercosts, as labour could not be optimised across a wider portfolio of assets.

Given AWS'’size, itis perhapsless likely that a 3™ party would have the same purchasing power for key operational inputs. However, operational costsare relatively low and
therefore there may be lessimpactresultingfrom a lossof scale economies.

The pipeline isa passive asset, simply transporting water from one locationto the other. Atthe same time, asthe asset will include two treatment facilities (one for raw waterand
one formetaldehyde) processes are characterised by a increased level of complexity reducing the level of discretenessof the asset.
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ISham franster: Impact on Service telvery

Level of discreteness

—>
Direct impact on .
Lo
g customers - W
- ualit
Itimpacts AWS’ Q ¥
statutory and > >
—> performance
obligations related to | Direct impact on n L
water supply g customers o Low L
4 Impact on Reliability
service delivery » —> Note: Whilst the
assessment suggests
N N alowlevel of
g e discreteness, the
likelihood of failure is
> > very lowon a newly
constructed pipeline
—>
> —>
> —>

Impact of service deliveryassessment

* The asset will have a high impact on AWS’ quality and reliability obligationsthat are related to interruptionto supply, leakage (ODI penalties) and metaldehyde levels. Managing
risk associated with a single asset results in greater costs from the loss of portfolio effect, whichwill be crystallised in coststo customers.

* The impact of asset failure could resultsin AWS breachingitslicence conditionswhich isa significant riskto AWS and threatensongoingbusinessoperationsand couldresultin
high reputational damage. Thiswould be both difficult and costly for AWS to transferto the DPC, particularly with respect to reputation.

* Asthe asset is part of the watervalue chain, anditsoperation directly affects AWS’ customers, a DPC model carriesan increased risk from a service delivery perspective. AWS
has a short time window of 24-72hrsto respond to asset failure before unavailability startsto impact the wider networkand AWS’ customers. Time delaysresulting from hand-offs
between AWS and a 3" party could impact on failure response times.

* Interruption of supply caused by asset failure can lead to compensation claimsfrom retailers/ end customers, potentially impacting AWS’ C-MEX measures. Itis also likely that
AWS would sufferreputational damage asa result of an interruption of supply. Thiswould be costly to transfer fully to a DPC provider who may have limited experiencein the
cause and impact of failure costs.

*  Whilstasset failure ispotentially unlikely,and AWS would manage the riskacross its network, a 3™ party provider may be more inclinedto price thisrisk more aggressively within
the contract, and overestimate the potentialimpact. Given asset usage will be dictated by the wider network, establishing responsibility for the cause of failure may be challenging.

* Thereislimited alternative back-up supply available, and inthe event of asset failure, supply/demand balance can be maintained overthe shortterm. The longterm impact on
supply/demand couldbe more damaging, creating more riskfor AWS in meeting itsobligations.

* Insummary, asset failure can be categorised asrelatively low likelihood but would result in a significant event with directimpact on customers. Assuch, the asset may be less
suitable fordelivery under DPC.
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ISham franster: Fiexibiity of the assel

~

Level of discreteness

.

\ 4

Asset’s usage is likely

N to change overtime
due to changing >
quantity requirements .
Operation is
5 Flexibility ] not scalable
There are no alternative o Lon L M
uses of the asset v
Note: Whilstthe
> analysissuggests

there isno alternative
use, the asset is

L N scaled to future needs
" and could be adapted

or added to in orderto

increase connectivity

> and supportresilience

Flexibility assessment

* Oneofthe key risks undera DPC delivery route isrelated to accessand future upgradesto the asset, where connectionsmay be required to increase resilience orimprove
network optimisation. Undera DPC model, AWS may be constrained in the delivery of such schemes, or it may increase the time and costsassociated with new schemes.
Elsham islocated nearto an area where networkgrowth could resultin a need forenhancements.

* Outputisvolatile, drivenby seasonal demand and organisational networkwide resilience requirements. Based on current forecasts and past experiencesvariability of outputis
expected to be in the range of +/-40%, therefore establishing 3™ party service requirementsin a contractual agreement could be challenging giventhe low level of predictability
of output.

« Operation of the assetis not scalable, and there are no alternative usagesof the asset available leading to limited discretenessfrom a flexibility perspective.

* The asset’s utilisation wouldincrease if operating indrought resilience mode, and willincrease overtimein response to future SR reductionsand climate change impacts. As
requirementstowardsthe asset might change inthe future, most likely drivenby changesin demand, contractual termswill need to be structured in a way that allowsfor
flexibility infuture usage (in case future trading or connection potentialislost due to rigid contractterms, there isa risk that future investmentscannot be optimised in the most
cost efficient way leading to higher coststo bill payers).

* The decision regardingthe need to include metaldehyde treatment ispending potential changesto legislation and which createsa level of uncertainty overthe scope
requirementsforthe scheme and which will impact the value and scheme complexity. It isunlikely thiswill be resolved in timeto give clarity to bidders.
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Fisham Iransier: Gontrol

| Assetneeded forthe

Frequent interaction with
the wider network’s
operation

Level of discreteness

day to day operation

6 Control —_—

\ 4

Low

L M

\ 4

Control assessment

A 4

A 4

Note: Despite it having
frequentinteraction
with the wider network,
the asset has relatively
simple control
mechanismsand
network interactions
are well understood

« The asset will be part of a complexintegrated system that requiresreal time control to optimally balance flowson the network, and therefore 3™ party operation create complexity

in termsof asset operation which could resultin reduced benefitsof the scheme.

e The asset will help to supply the Lincoln Supply System (Central LincsWRZ) where demand and supply willbe managed on a daily basisat a coordinated networklevel,
requiring frequent interaction between DPC and multiple teamswithin AWS, potentially adding costsassociated with a new contractual requirement.

* Inthe eventof a majorincident AWS may require direct control overthe asset to isolate suppliesand carry out necessary repairand maintenancework. Introducing an interface
may resultin delaysto response timesand lead to more severe impacts, where AWS needsto gain permission and accessoverthe asset.

* Insummary, operational control of the assetis considered critical to AWS and a contractual interface would increase costsand complexity associated with required coordination.

KPMG
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NOrth Feniand Transfer: ASSEt overview

Project overview

Project ELY9 North Totex value
name and Fenland WRZ to  [elVEig Zeness s £102m
code By WRZ (Em)

Transfer of treated w ater fromthe North Fenland w ater
resources zone to By w ater resources zone.

Project

elESldalondel i New pipe, total length 34Km, with 20MI/d capacity, 1 x
metaldehyde treatment work, 7 crossings requiring
directional drilling

Part of
wider
scheme
and/or
associated
with other
assets

Length of 3year
enabling construction
and period
constructio

n periods 2 year enabling
(years) w orks period

Links tw o discrete w ater
resources zones and
introduces new w ater
supply into By WRZ

SOS]|, Interruption to
Supply ODI, Drought
resilience ODI, WFD no
det

Implication
100 years of delays
on output

Assetlife
(years)

[\ssiai=nge Sustainability reductions,

Regulatory
delivery 2025 driver of drought and climate

date the'project WoElalels]

© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intermational’), a
Swiss entity. All rights reserved.
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NOrth Feniand transter: Assessment against discreleness anvers

Thisslide setsout a summary of the discreteness assessment for the North Fenland to Ely Transfer and Treatment scheme, with an
overview of the main considerations for each of the 6 criteria.

Criteria Summary

Physical asset

1 .
location

2 Interfaces

3 Process

4 Impact on

service delivery
5 Flexibility
6 Control

The scheme includes a booster station, metaldehyde treatment and a transfer pipeline which is a point to
point connection between two discrete water resource zones (Ely and North fenland) and which is the most
significant component of the scheme. Whilstthe pipeline will cross utility services and transport connections
(e.g. road/rail) and the planning process may be lengthy it is not expected to be contentious given local
geography).

There are a limited number of physical interfaces with the existing network, reducing the complexity of the
scheme and costs associated with contractual interfaces. Inputs from ground and surface water sources will
have implications for water quality and will require close monitoring which could increase costs and resultin
additional stakeholder interactions (e.g. DWI).

While the asset is highly integrated with the wider AWS network and would be centrally controlled 24/7, given
the passive nature of the point-to-point connection, the underlying risks can be efficiently managed by
appropriate contractual agreements. Unlike Elsham, North Fenland does not include raw water treatment and
hence the complexity of processes is moderate.

As a link between two WRZs, the asset has relatively low impact on customers during asset failures.
However, extreme cases with long periods of supply disruptions could have an impact on AWS’ quality and
reliability obligations, giving rise to ODI penalties. Managing these risks as part of a standalone asset is likely
to result in greater costs from the loss of portfolio effect and which could be crystallised through higher costto
customers.

The asset is sizedto meet future requirements and there are not expected to be cross-connections linking
the pipeline to other WRZs given the asset location (unlike Elsham). Pending legislation changes relating to
metaldehyde treatment may cause uncertainty over the scheme scope of the scheme in the short-medium
term reducing flexibility.

Critical supply and demand asset required for day to day operation, and control is critical inthe event of asset
failure on the existing connection supply area. In the event of a major operational incident AWS would likely
require control over the asset to mitigate supply impacts across the wider network and reduce the impact on
customers. This could be more difficultto achieve if operated by a third party.

Total score
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NOrth Feniand Transter. Pnysical asset location

Level of discreteness

Note: Whilstthere is

some impacton

i existing assets itis

1 Physical asset relatively limited and
location therefore thishas been

increased to medium

Medium high

A 4

Construction impacts
the operation of
existing assets

\ 4

P New asset M H

\ 4

Physical assetlocation assessment

* The scheme consists of two different typesof assets, which addscomplexity to overall project delivery and which have different riskprofiles. The treatment asset will be
constructed on existing AWS sites and the transferwill involve a few crossings (river and railways) considered to be standard for similar construction work. As the scheme does
notinvolve the transfer of an existing asset, from AWS to the DPC, there is no risk associated with a DPC adopting legacy assets.

e The asset will introduce water containing metaldehyde into an area where the water doesnot current contain metaldehyde. Therefore,in orderto comply with relevantdrinking
water quality regulations, treatment isrequired and which createsadditional risks.

* The construction willimpact the operation of existing AWS’ assets. Also, the asset will connect two discrete water resources zonesand thus will need to be connected into the
existing upstream and downstream operational assets, whose supplieswill need maintaining during the construction period, callingfor close coordination between DPC and
AWS, which could impact on construction costsand project delivery.

* The planning, development and construction of similar assets of thistype is considered a core capability of AWS, and who would want to maintain the riskassociated with the
management of local stakeholders. There are a number of similar projectsbeing delivered by the @one alliance.

* The potentialforinnovation isconsidered limited, and isonly likely to arise with respect to pipeline routing andtrenching/ directional drilling technigques.

ke o
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Interim support for Direct Procurement for Customers (DPC)

NOrth Feniand Transier: Interfaces

Level of discreteness
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Interfaces assessment

There are multiple physicalinterfacesthat would need managing and contractual arrangements, potentially incurring additional costs. However, interactionsare restricted to
AWS only which reducescomplexity.

e The asset isa point-to-point connection between two water resourceszone, linking North Fenland WRZ and Ely WRZ and thuscoordinationbetweenthe existing and new asset
will be neededon an ongoing basisto enable networkoptimisation. A key benefit of the scheme isthe new supply the asset introducesinto the existing networkin Ely WRZ,
and istherefore an integral part of AWS’ operations.

e The asset will take water from two different sources, and mix surface waterand ground waterintroducing additional complexity to the interfaces.

Informationwill be shared with several teamswithin AWS (operations/ networks / water quality teams). These multipleinformational interfaceswould likely require ongoing, day-
to-day management by both partiesand could therefore resultin increased costs to customers.

Itisimportant to note that initsFinal Methodology, Ofwat statesthat pipesare a “highly integrated component of a network’ making them lesssuitable for DPCin that
perspective.

ke o
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Interim support for Direct Procurement for Customers (DPC)

NOrth Feniand Transier: Process

Level of discreteness
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3 Process = 1>
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»| !nputor Output > VT Note: Given scope of the
only scheme does notincluderaw
° Phy sical Input / water treatment works, the
Output operation and maintenance
requirementsformetaldehyde
treatmentislower

Process assessment

The asset will be fully automated and controlled centrally by AWS with the help of telemetry. Flowson the asset will be balanced automatically at a networklevel aspart of day to
day network optimisation. Thiswould significantly impact on a 3 partiesability to control the operation of the asset, potentially increasing itsrisk. In addition, if AWS was
constrained in termsof networkoperations, thiscould have widerimpactsacross the network

The operationof the assetimpactstwo currently discrete water resources zones and so regular coordination on a wider networklevel will be required to manage flows
effectively.

Asset utilisation would be driven by demand inthe Ely WRZ. As the output of the asset will be driven by factorsoutside the DPC'’s control, revenue paymentsbased on usage
will be difficult to implement, and could leadto increased cost for customersif linked to availability only, however we know that operational costsare low and thismay not be
material.

Labourismainly required for maintenance purposeswhich isexpected to consist principally of preventive maintenance workincluding pressure checks, flow monitoring, etc. As
the maintenance of similar assets is managed with AWS’ shared resources across the wider business, there would be potentially a lossof economiesof scope and scale and a
DPC may resultin highercosts, as labour might not be optimised acrossa wider portfolio of assets. But given AWS extensive experience inoperating similar projects, the impact
could be less material by having appropriate contractual agreementswith the DPC.

Given AWS'’size, itis perhapsless likely that a 3" party would have the same purchasing power for key operational inputs. However, given the nature of operational coststhere
may be lessimpact resulting from a lossof scale economies.

The pipeline isa passive asset, simply transporting water from one locationto the other. However, the asset will take water from two different sources, and requires

metaldehyde treatment which createsincreased complexity andrisk and reducesthe level of discretenessof the asset.
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Interim support for Direct Procurement for Customers (DPC)

NOrth Feniand Transier: Impact on service delivery

Level of discreteness
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Impact of service deliveryassessment

The asset will have a mediumimpact on AWS’ quality and reliability obligationsthat are related to interruption to supply, leakage (ODI penalties). Managing riskassociated with a
single asset could potentially lead to greater costsfrom the loss of portfolio effect, which will be crystallised in coststo customers.

The impact of asset failure could resultin AWS breachingitslicence conditionswhich isa significant riskto AWS and threatensongoingbusinessoperationsand couldresultin
high reputational damage. Thiswould be both difficult and costly for AWS to transferto the DPC, particularly with respect to reputation.

Although the assetispart of the watervalue chain, anditsoperation affects AWS’ customersand such a DPC model carriesan increased risk from a service delivery perspective,
asthe transfer does not supply customers directly the impact of an asset failure islimited. Being a point-to-point connection between two WRZsdemand can be met by bringingin
alternative supply sourcesin the event of unavailability of the asset before it starts to impact the wider networkand AWS’ customers.

Where asset failure leadsto an interruption of supply on AWS’ networkthiscan resultin compensation claimsfrom retailers end customers, potentially impacting AWS’ C-MEX
measures. Itisalso likely that AWS would suffer reputational damage asa result of an interruption of supply. Thiswould be costly to transfer fully to a DPC provider who may have
limited experience in the cause and impact of failure costs.

Noted that although back-up supply isavailable, in the event of asset failure, supply/demand balance can only reasonably be expectedto maintainoverthe shortterm. The long
term impact on supply/demand could be more damaging, creating more riskfor AWS in meeting itsobligations.

Also, whilst asset failure ispotentially unlikely,and AWS would manage the riskacross its network, a 3" party provider may be more inclinedto price thisrisk more aggressively
within the contract, and overestimate the potential impact. Given asset usage will be dictated by the wider network, establishing responsibility for the cause of failure may be
challenging.

In summary, asset failure can be categorised asrelatively low likelihood and would have moderately materialimpact on customers. Assuch, the asset may be less suitable for

E delivery under DPC.
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5 Flexibility

Flexibility assessment

Interim support for Direct Procurement for Customers (DPC)

NOrth Feniand Transier: Fiex

ity Of the assel

Level of discreteness

Asset’s usage is likely
to change overtime
due to changing
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M

Note: Whilstthe analysis
suggests there isno
alternative use, the asset
is scaled to future needs
and could be optimally
adapted to increase
connectivity and support
resilience, makingthe
overall asset more
discrete.

One of the key risks undera DPC delivery route isrelated to accessand future upgradesto the asset, where connectionsmay be required to increase resilience orimprove
network optimisation. Undera DPC model, AWS may be constrained in the delivery of such schemes, or it may increase the time and costsassociated with new schemes.

Outputisvolatile, drivenby seasonal demand and organisational networkwide resilience requirements. Based on current forecasts and past experiencesvariability of outputis
expected to be in the range of +/-40%, therefore establishing 3™ party service requirementsin a contractual agreement could be challenging giventhe low level of predictability

of output.

While operation of the assetis not scalable, and there are no alternative usagesof the asset available, the assetisscaled to future needsand could be optimally adapted to
increase connectivity and support resilience, makingthe overall asset more discrete from a flexibility perspective.

There isless interconnection expected to be required inthe future to improveresilience acrossother parts of the network compared with the Elsham transfer scheme.

KPMG
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Interim support for Direct Procurement for Customers (DPC)

NOrth Feniand Transfer: Contro

| Assetneeded forthe
day to day operation

Frequent interaction with
the wider network’s
operation

Level of discreteness
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Low

L M
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Control assessment

A 4

A 4

Note: Despite it having
frequentinteraction
with the wider network,
the asset has relatively
simple control
mechanismsand
network interactions
are well understood

« The asset will be part of a complex integrated system that requiresreal time control to optimally balance flowson the network, and therefore 3™ party operation create complexity

in termsof asset operation which could resultin reduced benefitsof the scheme.

* Theasset will help to supply the Ely WRZ where demand and supply willbe managed on a daily basisat a coordinated networklevel, requiring frequentinteraction between
DPC and multiple teamswithin AWS, potentially adding costsassociated with a new contractual requirement.

* Inthe eventof a majorincident AWS may require direct control overthe asset to isolate suppliesand carry out necessary repairand maintenancework. Introducing an interface
may resultin delaysto response timesand lead to more severe impacts, where AWS needsto gain permission and accessoverthe asset.

* Insummary, operational control of the assetis considered critical to AWS and a contractual interface wouldincrease costsand complexity associated with required coordination.

KPMG
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Interim support for Direct Procurement for Customers (DPC)

SOULN LIncoinshire Reservolr- ASSeL overview

Projectname

Project
description

Length of
enabling and
construction
periods
(years)

Assetlife
(years)

Regulatory
delivery date

KPMG

South
Lincolnshire
Reservoir

Totex value
over 25yrs

Project overview

£933.9m

A number of assets associated w ith the scheme including a

river intake, raw w ater pumping station, raw w ater transfer,

fully embanked 4km? reservoir structure, draw off tow er, and
raw w ater delivery to dow nstream netw ork.

Approx 8-10
years including
4 year
construction
period, plus 2
year fill period
(2 years)

100 years

2035 but
dependent on
the outcome of
future WRMPs,
as not currently
confirmed as
needed in
WRMP19

© 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intermational’), a

Part of wider
scheme
and/or
associated
with other
assets

Implication of

delays on
output

Investment
driver of the
project

Swiss entity. All rights reserved.

This will feed into

dow nstreamraw w ater
transfer to Ruthamford
North WRZ and
associated new WTW
process. The need for
the asset willbe
determined at WRMP24

SOS|, Interruption to
Supply ODI, Drought
resilience ODI, WFD no
det

Sustainability reductions
and exports to third
parties
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Interim support for Direct Procurement for Customers (DPC)

SOUNLINCOINSNIre Reservalr: ASSESSment adainst discreleness dnvers

Thisslide setsout a summary of the discreteness assessment for the South Lincolnshire Reservoir scheme, with an overview of
the main considerations for each of the 6 criteria.

S

Criteria

Summary

Physical asset
location

Interfaces

Process

Impact on
service delivery

Flexibility

Control

* The scheme includes multiple assets that will be constructed on a standalone greenfield site (pipeline and
reservoir). This scheme would have limited impact on existing operations during construction. It is assumed
AWS would purchase the land and secure planning prior to tender and reducing risks for the DPC.

« There are a number of physical and informational interfaces associated with the construction and operation of
this scheme, notably between the DPC and AWS and the EA. While these interfaces could introduce
additional costs for AWS and DPC, they can be effectively managed using well-established contractual
agreements.

« The reservoir scheme will require limited Integration with AWS’ day to day operations and would likelybe
operated by a dedicated team, responsible for the reservoir and associated treatment works. Automated on
site processes reduce the need for complex coordination with the wider network, however there is a remote
risk of losing some efficiency from not being able to draw on wider AWS capability.

* Riskof failure at the reservoir is considered small with the large capacity of the reservoir meaning any
upstream faults will have a minimal direct impact on AWS’ service delivery. Downstream faults could result in
supply interruptions/quality issues which would impact AWS’ customers directly, potentially impacting C-MEX
measures/ODIs and which AWS would need to reflect ina contractual arrangement with the DPC.

* The asset has a high predictability of usage with low volatility in output, enhancing the potential for the asset
to be delivered under a DPC model. Population growth may increase demand in later AMPs however, the
limiting constraint is likelyto be raw water source which is unchanged under DPC or in house delivery. Some
potential loss of flexibility may occur through introduction of additional boundary.

» Operation of the reservoir will require more limited interaction with AWS’ wider network assuming required
reservoir refill protocols are being fulfilled. Although AWS will not require direct control of the assets to
manage the wider network, some co-ordination will need to be established through contractual arrangements
to ensure the DPC provider is not creating any additional risk with respect to AWS’ statutory obligations.

Total score
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Interim support for Direct Procurement for Customers (DPC)

SOUN LIncoinshire Reservair: Prysical asset location

Level of discreteness

1 Physical asset
location

—» New asset
| Construction does not
impact the operation of High

existing assets

\ 4

Physical assetlocation assessment

e The proposed South LincsReservoir Scheme comprisesa number of new, and related, assets that will be constructed on a greenfield site, whichislikely to be classified as
grade 2 arable land. During construction, limited coordinationwill be required betweenthe DPC and AWS, reducing any complexity and associated costsof integration with
existing AWS assets.

* There are not currently any existing AWS asset located in the vicinity of any of the assets proposed with thisscheme and can be constructed on a stand alone basiswithout the
complexitiesof constructing the assets on or near existing AWS assets. There are howevera number of 3™ party assets located close to 3 party including utility assets,
onshore windfarmsand underground power cables. Itisexpected that any risks associated with these 3™ party assets will be mitigated throughthe planning and consenting
process and would therefore not significantly impact the riskprofile of the DPC.

* While AWS have significant experience indelivering large diameterinfra assetsand related pumping stations, it hasnot delivered a similar projectinthe past, and one thisscale
has notbeen builtinthe UK in a numberof decades. Having said this, there isrelatively low complexity and constructionriskinvolved in the development and construction of an
embanked reservoir of thisnature and, the engineering capability isavailable inthe market however lackof recent precedentsdoescreate some challenges.

« AWS will want to ensure compliance withthe obligationsset out in the Reservoir Act in relationto reservoir construction and operation and thiscould increase costs fora DPC
contractorwhich it may be lessfamiliar with.

e Giventhe standalone nature of the asset and the limited need for coordination betweenthe DPC provider and AWS duringthe construction period, the South LincsReservoir
Scheme isconsidered to be highly discrete from a physical asset location perspective.
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Interim support for Direct Procurement for Customers (DPC)

SOUN LINCaINSnire Reservarr: INerfaces
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Physical

Interfaces assessment

e The South LincsReservoir Scheme will have two physical interfaces, one upstream and one downstream. The upstream physical interface will be at the point where the raw
water for the reservoirwill be extracted from the river. The water from the reservoirwill be transportedto the proposed water treatment works, that makes up part of the wider
scheme, to AWS’ wider downstream network. Thisconstitutesthe second physical interface.

« Coordination between the reservoir scheme and AWS’ networkasset will be needed on an ongoing basisto balance supply intothe networkwith demand. Thisislikely to
introduce a small amountof complexity to the assets ongoing operation, however thisisnot expected to be significant andthe interface iswell understood and will require
minimal monitoring.

e Furthermore, the scheme will have 2-way informational interfaceswith the AWS water operationsand water resource teams, as well asthe EnvironmentAgency. These
interfaceswill relate to availability of river flowsand reporting of abstraction and reservoirlevelsand are expected to be simple to manage. The interfacesbetween the DPC and
AWS would need to be managedthrougha contractual agreement, which could increase costs for both partiesas opposed to if AWS was to deliverthe scheme and given AWS
will retain the abstraction licence obligationsfrom the EA.

* We considerthatthe simple natureand limited number of physical and informational interfacesbetween the scheme and other partieswill not resultin a significant increase to
costs for customers and, on balance, can be considered to have a medium level of discretenessfrom an interface perspective.
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Interim support for Direct Procurement for Customers (DPC)

SOUN LINCOINSNIre Reservarr: Process

Aspects forconsideration
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Process assessment

« Automated control — It is expected that operation of the reservoir asset will be ableto be run locally andthat the asset will be require relatively infrequentco-ordinationwith the
wider network apart from the upstream treatmentworks which itisconnected to directly. The treatment works would call fordemand from the reservoir to maintain raw water
storage levelsat the treatment works, and thisprocess would be fully automated and operated viatelemetry, reducing complexitiesassociated with operational management.

e Labour — Unlike other AWS assets, where a central team isshared across a specific region, the reservoir scheme will require a dedicatedlocal team foritsoperation. Itis
expected that thisteam would operatethe scheme 8 hoursa day, 5 days a week, and the skills required would be relatively simple from an operational perspective. Havinga
dedicated team mitigatesthe risk of labour not being optimised acrossa wider portfolio of assets, as would likely occur should a shared team be used to operate the scheme.
The DPCis unlikely to suffer from any loss of economiesof scope and scale in thisrespect, and operation on a standalone basisisunlikely to leadto increased costs.

e Physical Input/ Output — The discreteness of the physical input/output connectionisclassed as medium. The input to the reservoirwill be from the adjacent river and which
would also be the case where AWS was responsible forthe asset, and therefore only the output from the processcreatesan additional hand-offunder DPC. However, AWS will
remain responsible forcompliance with the abstractionlicence at the river and will therefore want to ensure the DPC provider doesnot exceed abstraction allowances. Thiswill
involve some additional monitoring.
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Interim support for Direct Procurement for Customers (DPC)

S0Uh Lincainshire Reservarr Impact on Service delvery
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Impact of service deliveryassessment

* Failure of the South LincsReservoir Scheme isonly likely to occur at the raw water intakesor transfer mainsand not the main reservoir structure itself. With material volumesof
waterin storage (400,000 Ml) a short/mediumterm failure of the upstream assetsis not likely to be critical asitisanticipated that the reservoirwill continueto be able to supply
the downstream networkwhile repairsare carried out, decreasing the riskto AWS of a DPC deliveringthe scheme.

* A failure of the downstream pumping station couldbe more problematic, putting the water supply to the new WTW at risk. Thiscould have supply interruptionimplicationsfor
AWS customers that could potentially result in reputational damage and compensation claims, impacting C-MEX measuresand potentially incurring ODI penalties. AWS would
need to effectively transferthe risks associated with asset failure to the DPC, through potentially complex contracts.

* Water quality fromthe reservoir could impact on customers(e.g. as a result of deterioration in surface water quality from metaldehyde) however additional stagesin the supply
process before the customer networkis likely to reduce the impact although close monitoring of water quality compliance will be required giventhe licence obligationremains
with AWS. As the impact on service delivery isconsidered to be well understood and manageable, the incremental riskof a DPC delivering the scheme isreduced which
improvesthe scheme’ssuitability for DPC.

* Givenwhere the South LincsReservoir Scheme islocated upstream of the water networkand with AWS assets in between itisconsidered that the impact on service delivery
arising from a failure of the assetis considered to be more manageable and therefore a medium level of discretenesshas been assigned forthisscheme in relation to the impact
on service delivery.
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Interim support for Direct Procurement for Customers (DPC)

SOUN Lincainshire Reservarr: Fiexiniity of the asset

Level of discreteness

Operation is
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to change overtime

due to changing
guantity requirements

\ 4

Medium

5 Flexibility

Flexibility assessment

» Within a certain range, there ishigh predictability of the schemesoutput, andthe associated short term volatility inoutput islow. Thismeansthe assets specificationsare
likely to remain fitfor purpose overthe duration of the asset life, reducing the need for modificationsand upgrades. Thisenhancesthe potential fora DPC delivery model
asthe likelihood of asset stranding issignificantly reduced.

* Having said this,demand could increase in future AMPs. The reservoirscapacity istherefore expected to be scalable overtime, with reservoirexpansion worksbeing
possible atthe current site. Any material variation to the output of the reservoirwould need to be managed through a contractual agreement betweenthe DPC and AWS
which could increase costsand limit future flexibility.

* Giventhatthe scheme ispotentially scalable and adaptableto changesin output requirements, these assets can be considered to be more discrete and hare lesslikely to
be affected where a fixed long term contract isentered into undera DPC model.
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South Lincainsnire Reservarr: Contro

Level of discreteness

Asset needed for the
day to day operation
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the wider network’s —> Medium
operation

A 4

6 Control —

Control assessment

* Thereservoirscheme is expected to be operated on a day to day basis, depending on the demand from AWS’ wider network. In periodsof high demand, output from the
reservoir may be increased, while outputmay be decreased in periodsof lowdemand. There will need to be interactionsand coordination betweenthe scheme and AWS’
water resource function to determinethe level of output requiredto meet AWS’ demand but given the available storage thisisconsidered to be more manageable where a
third party isinvolved.

* Interaction between AWS and the DPCisanticipated to be infrequent,and largely conducted on an automated basisgiven the relative simple nature of the of assets
output.

* ltisunlikelythat AWS will ever needto have direct control over, or ‘interfere’ with, the DPC assets. Appropriate proceduresand protocolswillhowever needto be
established to ensure that the communication between AWS and the DPCissecure, robust and reliable and the DPC follow re-fill protocols.

e The South LincsReservoir Scheme will be run on a day to day basisto help AWS meet the fluctuating demand from isend customers. Despite this, AWS will not require
direct control of the assets and contractual arrangementscould be established to set out the relationship between AWS and DPC, so that AWS can continue to meetthe
demand across itsnetwork.
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Smart Metering. Overview

The schematic below sets out these different services atavery high level and explores how the level of discreteness might be
impacted through different variations of service bundling that could be included within the scope of a SMART metering rollout .

Smart meter value chain
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Metering

The different scope of smart metering services that AWS select will likely impact on the separability and discreteness of

the programme.

If AWS continued to manage the roll-out through IMDS, then packaging of the other services may be more discrete and
w ill reduce the number of interfaces. How ever this could impact on service delivery through introducing a hand-off (e.g.
is it an issue withthe meter installer, the actual meter or the communication of the meter withthe netw ork).

It is assumed AWS will package the full suite of services and procure in one contract, as per the purple dashed box
option in the graphic above.

Financing of SMART metering may be more challenging than for typical infrastructure assets thereby reducing customer
value for money.
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Interim support for Direct Procurement for Customers (DPC)

smart Meternng: Overview

We have set out below some of the key characteristics of the smart meter market in the UK, demonstrating the difference
between the water and energy sectors and which may impact on the potential for a DPC smart metering programme.

Where is the meter
located?

Who has the obligation for

providing a meter?

What is the technology?

National roll-out?

Size of the market

Estimated required
returns?

Energy Sector

Water Sector

Implications

Meterlocated bothon the interior
and exterior of properties

Water meterusually located on the
exterior of the propernty, often
underground in a boundary box

Easieraccess through water meters
positioned outside of property where energy
requiresaccess to customer property

Energy supplierisobligedto provide
a meterto its customers

Water company holdsthe
responsibility for supplying the meter

Energy suppliershave obligationbut don't
have same strength of balance sheet as
water cos. Highercost of financing allows
entrantsto compete more effectively

Advanced smart metering with2 way
communication between supplier and
customers

Smart metersless advanced thanin
energy with more limited roll-out of
‘smart meters

Technology risks associated with emerging
new metering technologiesand potential
lower cost optionsbecoming established

Government backsmart meterroll-
out scheme with 2020 the anticipated
target date forimplementation

No nationalroll-out, roll-out based on
water company initiatives

Limited standardisationmay reduce
attractivenessof market for suppliersand
requiresmix and match approachto delivery,
reducing efficiencies

Each property has a gas and
electricity meter meanslarge market
size in energy

Variable meter penetration between
water companiesmeansmore limited
market size

Similarto energy but not all companieswill
investin smart metering resultingin smaller
market and slower timetable forroll-out

Established metering marketin the
energy sector with significant
Metering Asset Providers (MAPS)

Marketis less established in water

Current structure and disaggregation of
metering withinvalue chainin energy creates
a more established market compared with

presence water
Higherreturnsin smart metring delivery
c.10% PR14 WACC — 3.60% (real) within energy sector reflect risks that MAPs

are exposed to in the early stagesof the
smart-meterrollout
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Interim support for Direct Procurement for Customers (DPC)

omart Melering programme: ASSeL overview

Project overview

Project
name and
code

Totex
value over
25 yrs

Smart Meter
Programme

Implementation of smart meter programme across
1,900 [DMA?s] in AWS region. Anticipated
penetration of c.2 million smart meters. Technology
and final solution are still to be determined.

Project
description

Part of
wider
scheme
and/or
associated
with other
assets

Programme to
span over 12
years, with
ongoing
construction
throughout that
period.

Length of
enabling
and
constructio
n periods
(years)

Extension to
existing metering
programme

Potential reduction
in demand-side
benefits

Implication
of delays
on output

Asset life

(years) 15 year asset life

Roll out
commences in
2020 and is
expected to take
12 years

Regulatory
delivery
date

Investm ent
driver of
the project

Demand reduction
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Smart Meter programme — Stylised schematic
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Interim support for Direct Procurement for Customers (DPC)

SMart MeLering programme: ASSessSment aganst disCreteness anvers

Thisslide setsout a summary of the discreteness assessment for the Smart Metering scheme, with an overview of the main

considerations for each of the 6 criteria.

[EEY

Criteria

Summary

Assessment

Physical asset
location

Interfaces

Process

Impacton
service delivery

Flexibility

Control

The smart metering programme will require c.2 million smart meter assets to be installed onto AWS’ existing
network over a 10-12 year period which cerates a risk with respect to asset data and ownership. Installation
involves existing AWS assets and will require significant customer communication and stakeholder liaisonto
manage streetworks planning and wider engagement with local communities as part of roll-out.

There are both physical and informational interfaces associated with this scheme. The physical interface with
AWS' supply pipes are passive once installed, however the informational interfaces between the meter
installations, the data communication provider and AWS'/NHH retailer billing, network and leakage functions
will require active management and potentially increasing complexity and interface costs.

AWS has an established alliance for meter installation which includes third party contractors capable of
installing smart meters. Establishing an alternative delivery route for SMART metering roll out could increase
costs However existing arrangements suggest a third party provider could be used.

There are no statutory or performance obligations associated with the delivery and ongoing operation of the
smart meter programme. Consequently, the impact on service delivery resulting from asset failure is
considered to be limited albeitwill impact on C-Mex performance and could impact billing.

Emerging Smart metering technologies are likely over the duration of this scheme and there is a risk that the
technology implemented becomes obsolete and redundant where a long term contract is selected for meter
ownership. In addition and over time AWS may want to use a fixed network for alternative communicates with
the network (‘internet of things’) and which could be more costly and complex to affect through a DPC
arrangement.

There is potentially a high level of customer engagement required in the roll-out of Smart metering and which
could impact AWS’ customer experience and reputation. Metering is critical to the efficient running of the
customer account and billing functions in AWS and for other retailers and whilst assets are quite passive,
AWS may want to retain greater control over deployment and customer engagement.

Total score
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Interim support for Direct Procurement for Customers (DPC)

Smart Meterng programme: Pnysical asset location

Asset hasits own
function

Extension to an
existing asset

Physical asset
location

Physical assetlocation assessment

Level of discreteness

Construction impacts
the operation of
existing assets

Medium

L M

-

Note: The large number of
existing assets impacted by
the programme (c.2 million)
makes the integrationinto
the existing system requires
a sophisticated approach for
the asset’s integration into
the widerinfrastructure to
allow forsmooth and
efficient operation

* Implementation of AWS’ smart meter programme isplanned to be undertaken aspart of a 12 year phased roll-out. Overthisperiod, c.2 millionsmart meterswill be
installed acrossAWS'’ network. The roll-outwill require extensive stakeholder and client management which AWS may wish to retain in-house even under DPC delivery,
increasing the complexity through a need to establish clear responsibilitiesand accountabilitiesin the contract.

¢« The scheme will replace AWS’ existing portfolio of ‘dumb meters with smart meters, and will be installed onto AWS’ existing networkwithinthe boundary boxeslocated
outside properties. Unlike single stand-alone assets or schemes, the smart meter programme willimpactc.2 million existing AWS assets given AWS’ high penetration of
metersto date, and would require a large degree of coordination between the DPC installingthe metersand AWS during the installation period. Thiswill introduce costs
thatwouldn’t be incurred were AWS to deliver the assets underitsown delivery route.

« Furthermore, smart metersdo not function asa stand alone asset and are reliant on theirinteraction withthe existing networkto provide theirfunction.

« Giventheinteractionwith, andimpact on, AWS’ existing network, the scheme isconsidered to be highly integrated with AWS’ current and ongoing operationsand is
therefore not discrete from a physical asset location perspective.

KPMG
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Interim support for Direct Procurement for Customers (DPC)

SMart Meterng programme. Interfaces et dcrenses

What is the nature of —pf |nformation With one R )
the interface? party > Medium
Multiple
interfaces
There are
interfaces with the |
wider network
»
»
Phy sical
—> ySic
Interfaces — connection
Multiple
interfaces —I->
With mL_JItlpIe Low
parties

Interfaces assessment

The smart meter programme hasboth physical and informational interfaces— the physical connection comprisesmultiple interfaceswith multiple parties (customerand AWS),
whilst the information connectionsare multiple interfaceswhere the collected data isprocessed through a localised platform developed by DPC, with AWS as a recipient. For
residents, there are c.2 million smart meterswith an individual, single physical interface with the AWS networkat the point where the smart meter connectsto the supply pipe
outside each property. Corporationswith a range of facilitiesmight require smart meterswith multiple interfacesfor additional functionalitiessuch as wireless communications
and point-to-pointmonitoring to trackusage of specific parts of the facilities. Once installed, smart meterswill passively monitor water flow withoutany need for ongoing
coordination withthe physical assets However as part of the installation processthere isa significantco-ordinationand customer interface issue which impactson the
customerrelationshipand service performance. Assuch the interface hasbeen considered asMedium due to the importance of the customerinterface.

There will also be complexinformational interfacesbetween the DPC, data communication provider and the AWS billing/ operationsdepartment. It will be important that these
interfaceswork effectively asthe need foraccurate and reliable data will be paramount. These interfacescould increase the complexity of the design of the assets and
potentially necessitate changesand upgradesto existing IT programsorthe acquisition of new IT solutionswhich would be costly to AWS and the DPC.

A key risk with regard to a 3" party delivery arisesfrom the nature of information collected and distributed under the smart metering programme. We are assuming that AWS
will keep the customerrelationand the datacollected by the DPC will be shared with customersby AWS reducing the risks and concerns around confidentiality and data
handling which stillwillneed to be carefully managed through robust contractual termsbetween AWS and DPC.

In summary, SMART metering could be considered aslow/medium. Whilst the information interface can be effectively managed through commercial arrangements, and the

E physical interface isrelatively straight forward and passive, the installation requiressignificant coordination and couldimpact on the end customer.
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Interim support for Direct Procurement for Customers (DPC)

omart Metenng programme: Process

Aspects of consideration

Central ——» Infrequent ———P Medium
e Automated

control

Local

\ 4

Dedicated
_|—> Multi skill > High
3 Process
° Labour
Shared
° IT and meters
I—P Centrally sourced > Low
o Phy sical Input /
Output
> None High

Process assessment

* AWS has establish an alliance (IMDS) for metering delivery and which hasthe capability to install smart metersand which wouldneed to be changedundera DPC model and
which could be costly. Metering processesand informationisimportant acrossa number of functionswithin AWS and impactson both networkand leakage management and
customer billing processesand is therefore highly integrated into businessprocesses. While several inputsare impacted at a different level by a 3" party delivery, overall we
considerthe asset’s discreteness from a process perspective to score medium.

* Automated control — Smart meterassets operate passively, automatically and continuously transmitting usage databetweenthe meterand communication provider at regular
intervals. The data would also be transmitted to AWS automatically, however it would be necessary to have a number of IT staff who would be responsible forthe ongoing
maintenance and upkeep of the cloud based communication software.

* Labour —While a specific set of skills are needed forthe installationand maintenance of smart meters, itislikely that the workforce would share responsibility for operating other
assets in the AWS portfolio. Were the scheme to be operated by a DPC there would be a loss of portfolio benefit asresources could not be optimised across a wider portfolio.

e IT and meters — Due to the nature of thisscheme, the need forraw materialsand energy will be limited but communications|T and metersare a key inputand AWS islikely to
have strong purchasing power given the scale of itsprogramme.

* Physical Input / Output — There is a physical interface between the meterand pipe, howeverthisisnot deemed to be a physical input/ output since there isno flow of water.
E There is, however, an information process— thisis captured in the ‘Interface’ element of the discretenessassessment.
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Interim support for Direct Procurement for Customers (DPC)

smart Metenng programme: Impact on Service delivery

Level of discreteness

Noimpact on AWS’
statutory and
performance

obligations

High

Impact on
service delivery

b b e bl

Impact of service deliveryassessment

» Failure of an individual smart meterwillonly impact one individual customer, with the impact on overall service delivery being relatively low. Were the central, cloud based
IT orcommunication system to fail howeverthe impacton customerswould be more widespread. Having said that, The effect would be limited to a lossof usage data
and is unlikely that any statutory orregulatory obligationswould be breached by a failure of assets. The risk of AWS contracting out the delivery of the Smart Meter
Programme to a DPC is therefore considered relatively low.

* Were the scheme to be delivered under DPC, the impact of failure on AWS wouldbe a lossin data forthe duration of the fault. Thiswould impact AWS’ ability to
accurately measure and billitscustomersin the short term, howeverthe duration of smart meter faultsare anticipated to be limited with negligible longterm impacts.

* Meterswill play an important role inleakage detectionand helping AWS deliver on itsassociated performancetargets. The contractbetween AWS and DPC will needto
provide forsituationswhere asset failure leadsto decreased leakage performance for AWS.

* Onbalance, the smart metering programme isdiscrete from an impact on service delivery perspective. Thisisdriven by the fact that there are no statutory obligations
associated with smart meter failure, and the impact on customersfrom a failure isexpected to be minimal.
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Interim support for Direct Procurement for Customers (DPC)

smart Meternng programme: Fiexibiity of the asset

5 Flexibility —

Asset’s usage is likely

Level of discreteness

to change overtime

due to changing
quality requirements O [

not adaptable |

There are no alternative
usages of the asset

\ 4

Low

Flexibility assessment

* The smart metermarketis still in itsrelative infancy with a number of potential technology optionsavailable to water companiesand utilitiesmore generally. A market leaderand
favoured technology isyetto be determinedand there isscope new entrantsand technologiesin the coming years. Itistherefore likely that the smart metertechnology thatis
implementedunderthisscheme will be inferior to the technology that isfavoured in 10 yearstime.

« Based on current technologies, the operation of smart metersisnot generally seen to be adaptable andthere isa risk that assets could become redundant in the case that

newertechnologiesare favoured overthe old. Were thisthe case, AWS may be required to replacethe smart meter stock with more up to date technologies, increasing renewal

capexrequirementssubstantially. Itisimportantto note howeverthat thiswould not be impacted by whether the smart meter programme wasdelivered by AWS ora DPC.

* The smart meterprogramme isregarded asrelatively nondiscrete asonce the meterhasbeen installed, itscapability can only be changed by replacing the entire asset.

Depending on the length of the contract the DPC model could increase the future risks to the asset.

KPMG
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Interim support for Direct Procurement for Customers (DPC)

smart Meterng programme: Gontrol

Level of discreteness

Frequentinteraction with
the wider network’s
operation

Low

A\ 4

A 4

Asset needed for the
day to day operation

Infrequentinteraction
with the wider network’s
operation

v

Medium

\ 4

6 Control —

Control assessment

* Smart meterassets will be required for AWS’ day to day operation on an ongoing andregularbasis. They will not necessarily be needed for the operation of the wider
network, i.e. the supply of waterto customers, howeverthey will be reliedupon frequently, and are integral to the efficient running of the customeraccount andbilling
functionsin AWS.

« Giventhe importance and sensitivity of the datacollected underthe smart meter programme, cybersecurity concernscould resultin increased riskprofile for AWS under
a DPC model. A customer data breach could resultin high reputational damage for AWS and transferring the riskto the DPC would be both difficult and costly,
particularly with respect to reputation.

* The smart metering programme isuniquein that the outputsrequired by AWS relate to the data andinformation that the metersprovide, ratherthan a specific physical
output thatisassociated with a number of the other schemesconsidered underthisassessment. Itis unlikely that AWS would needdirect control overthe assets
themselves, but rather ongoing and reliable accessto the data provided by the assets.

» Asthe assets are required forthe day to day operation of AWS’ business, and the interactionisrequired on an ongoing and regular basis, the smart meter programme is
not considered discrete from a control perspective.

*  Whilst AWS would need to understand metering information forleakage/customer billingand networkmanagementpurposes, the interaction islargely passive and
based on information only. More controlisrequired over the installation process, where more frequentinteraction isneeded aspart of the roll-out process. Therefore, it
isassessed as medium.
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Interim support for Direct Procurement for Customers (DPC)

ey T

SKS ACr0SS the project lie-cycle

For each of the schemesassessed,thereare anumber of potentialrisks at each stage of the DBFO projectlife cycle. The keyrisks and considerations
for each of the assets considered, at each stage of the project lifecycle,are presented below and are likelyto impact on the assets suitability for DPC.

Bsham
Transfer

North
Fenland
Transfer

South Lincs
Reservoir

Smart
Metering
Programme

Design

Build

Finance

Suitability for DPC—

Operate Taken forward to ViM

Potential for representations
against dev elopment.

Could be run through DCO process
if permissions not granted.

DWI interest in metaldehy de
treatment giv en limited precedent.
Greater interface design complexity
given multiple asset ty pes

Potential for representations
against dev elopment.

Could be run through DCO process
if permissions not granted.

DWI interest in metaldehy de
treatment given limited precedent.
Mixing of ground and surface water
sources and impact on water
quality .

Representations against
dev elopment expected but DCO
process provides some protection.

Range of technology options results
in risk of not ‘picking the winner'.
Risk that designs may change
during programme as new
technologies are adopted.

Scheme includes a number of -
components, adding to the

complexity of the scheme and
increasing risk of projects overruns.
Existing underground services. .
Interface with existing AWS assets.

Limited interfaces with existing -
operation

Existing underground services

Small number of components
reduces complexity

No recent experience constructing =
reserv oir assets.

Potential for high cost of

construction overruns and delays. =

Important to ‘get it right first time’. =
High risk of asset failure associated
with the installation phase. -

Limited UK precedents for reuse
technology is likely to create
uncertainty ov er maturity of
technology and potential risks.
Supply to Humberbank industrial
region and implications of failure at
a national level.

Limited UK precedents for reuse
technology is likely to create
uncertainty ov er maturity of
technology and potential risks.

Size of project likely to result in high
terminal v alue that creates
uncertainty forinvestors.

No UK precedents in recent y ears.

Capital spend profile less predicable
and spread across 10 long period.
Limited water SMART metering
precedents but read across from
energy may help provide confidence.
Implications of household competition
and creation of a separate MAP as in
energy forlong term contract.

Operational complexity as
asset will need to connect
into existing operational
infrastructure while
maintaining existing
supplies.

X

Relatively passive asset,
although highly integrated
with network management
and control sy stems
Reduced interconnectiv ity
allows for greater control
and ability to isolate in case
of failure

Relatively simple asset
operation.

Initial refill period could coincide
with regional drought, delaying
ability to refilland put asset into
supply .

Intake quality .

v

Risk that in event of asset
failure, it is dif ficult to
determine who is responsible
for that failure where multiple
parties are involved.

X
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Fndings - eneral onservations

We have carefully modelled acomparison of (1) the DPC model (factual), and (2) the ‘status quo’ on balance sheet PR19 model (counter factual)

applied to a reservoir fromthe value for money for customers perspective

All results have been with the Executive Management Team at Anglian Water.Cost data is based on Investment planning expenditureforecasts for
WRMP and PR19 provided by Anglian Water1.

Key assumptions and drivers Key value dynamics and results

The twomodels inherently imply different profiles of revenues and costs.

The profile of revenues under DPC is based on a realistic project finance
model, w hichis most likely to be used by potential bidders, including all
relevant financing assumptions and checks.

The terminal value under the DPC model, if greater than zero, is assumed
to transfer to the RCV at the end of the concession period (AWG buys out
the asset).

The PR19 route assumes Ofw at’s cost of capital withthe new cost of debt
only. We vary the cost of capital assumptions under the DPC model to
isolate potential financing benefits and test different assumptions.

All financing assumptions have been discussed with the Anglian Corporate
Finance experts.

The projects are assumed to have a 100 years asset life under the PR19
model.

We vary the assumptions about the terminal value at the end of the
concession period under the DPC model to test and isolate the effects of
revenue profiling.

PAYG rates are project specific.

We test the impact of differentassumptions about potential cost efficiencies
under the factual model.

Social time preference rate is higher than both the PR19 cost of capital and
the DPC costof capital, which means that postponement of revenues
alw ays benefits customers, under both models.

In general, low er costs of financing benefit customers under the DPC
model, unless DPC is subject to limitations on gearing.

PR19 model benefits from the postponement of revenues from customers
into the future.

Benefits of profiling under the DPC model largely depend on its ability to
finance a large terminal value (and hence reduce revenues during the
concession period).

A low terminal value and hence high revenues during the concession period
elimnates a share of financing benefits under the DPC.

DPC model assumes additional cost efficiencies, but also implies additional
costs to the costumers.

Any Capex and Opex savings translate into greater value to customers in
present value terms.

Overall, the results are largely driven by 3 effects: (1) the benefits of low er
costs of financing under the DPC model, (2) the benefits of a longer profile
of revenues under the PR19 model, and (3) the net effect of efficiencies
and additional costs under the tw o models.

KPMG

1Note: Project expenditure profiles form C55 asset planning and costs modelling outputs
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HNANGS - Scheme Specilic resuts

Theresultfrom our model shows that only South Lincolnshire Reservoir can deliver better value for money to customersunder DPC model.

Findings

Suitability
for DPC?

KPMG

South Lincolnshire Reservoir

Our Base Case results suggest that DPC provides greater value for
money to customers than the counterfactual PR19 delivery model.

Key drivers of the results include financing benefits and efficiencies
w hich are partly offsetby the accelerated depreciation profile and
additional costs of both DPC and AWS associated w ith the scheme.

As a large scheme with a significant upfront capital investment SLR
allow s investors to benefit from competitive financing terms under a
project finance model w hich can be than passed on to customers
via low er tender revenue streams.

Given the size and nature of the asset a fairly strong competition
can be expected in the market delivering additional efficiency
savings for customers beyond w hatis forecasted under the counter
factual.

Since results are heavily dependent on the assumptions, sensitivity
of results have been tested for key inputs, such EIRR, depreciation
and efficiencies in both low case and high case scenarios. Under all
scenarios, DPC delivers greater value to customers, with savings to
customers ranging betw een4% and 13% in NPV terms over the
asset life compared w ith counterfactual.

Asset to be taken forward to the qualitative assessment

Document Classification: KPMG Confidential

North Fenland Transfer

Our Base Case results suggest that PR19 provides greater value
for money to customers than a DPC delivery model.

Key drivers of the results include limited financing benefits and
efficiencies w hich are entirely offsetby the accelerated depreciation
profile and additional costs of both DPC and AWS associated w ith
the scheme.

The scheme’s size and cost profile suggest limited financing
benefits could be realised under a project finance model.

In the light of the smaller project procurement and contract
management costs, as well as bid costs are likely to play a greater
role in the overall results.

The technical characteristics of the asset, combined withits size
imply that limited efficiencies may be achievable under a DPC
model.

Since results are heavily dependent on the assumptions, sensitivity
of results have been tested for key inputs, such EIRR, depreciation

and efficiencies in both low case and high case scenarios. Under all
scenarios, DPC delivers greater value to customers, w ith savings to
customers ranging betw een 1% and 10%.

Asset considered to be not suitable for DPC
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Interim support for Direct Procurement for Customers (DPC)

ResenvoirBase Case: Model assumptions (1/2)

POTENTIAL Dimension DPC delivery Rationale and justification
CUSTOMER
VALUE
LAYER SCHEME SPECIFIC ASSUMPTIONS
» Facilties: Dual financing so that investor can take advantage of decreased risk profile
and thus low er financing costs during the operational phase
e Construction: bank debt with a tenor equivalent to the construction period: 2
year forw ard of a6M LIBOR sw apw ith a tenor of 4 years plus + 240bps
o on: 3.64% e Operation: amortising bond finance through operations: 6 year forw ard Gilt w ith
nstru.ctlon. %70 atenor of 14 years + 125 bps, RCV bullet repayment bond: 6 year forw ard Gilt
Costof debt Operations: 2.88% with a tenor of 25 years plus + 130bsp.

RCV bond: 2.68% .« Large discrete infrastructure asset with significant capex requirement in excess of
£600m and limited risk profile w hichis likely to drive interest froma number of market
players across the sector, resulting in competitive financing terms. As a relatively simple

Financing asset withlimited design and operational complexity, small number of interfaces with the
costs wider netw orkhas a limited risk profile whichis likely to help DPC provider to achieve

low financing costs.

* Expected equity IRR fromrecent project finance precedents.

* Whilst failure of the asset could result in impacts on customers and threaten AWS’ ability
10% to meet its statutory obligations, the risk mitigants are w ell understood and should be
manageable, and therefore in line with other recent project finance precedents. Although
construction risk will be born by DPC provider, due to the limited design complexity, the
premium expected by equity holders are likely to be limited.

Costof equity

e Gearing level determined using the model to solve for a target DSCR level.

Gearing 89.9% . . . .
» Typical project finance gearing to reach target DSCR of 1.25x.

Straight line to leave

Profile of costto 30% asset value after . . . L
. To allow reasonable time period for recovery of a portion of initial investment (25 years).
customers 25 year concession
period

Document Classification: KPMG Confidential



Interim support for Direct Procurement for Customers (DPC)

REsenvairBase Case: Model assumptions (2/7)

Dimension

Additional costs to DPC

POTENTIAL Area
CUSTOMER
VALUE LAYER
Efficiency
savings
Cost
efficiencies
Private
costs to
AWS

Opex

Capex

Procurement

Contract
mgmnt.

DPC delivery

SCHEME SPECIFIC ASSUMPTIONS

0.5% on Net
nominal
Capex

(ca.£4.5m)

10% on total
opex

5% on total
capex

0.5% on Net
nominal
Capex

(ca. £3m)

£0.42m

Rationale and justification

Additional costs are expected to come in the form of bid costs associated w ith advisors.
Bid costs are expected to be in line with market precedents of other schemes of a similar
scale and size. These costs are w ellunderstood and can be forecastw ith a reasonable

degree of certainty.

Estimate has been informed by AWS bottom-up management experience.

Large scheme has potential for greater operating cost efficiencies and likely less impact from
loss of scope and scale economies.

Given the large scale and size of the project, as wellas limited design and operational
complexity it is likely that there will be a strong competition in the market w hichw llincentivise
providers to realise further efficiencies driving dow nthe true costs through dynamic
innovation.

Large scheme has potential for greater operating cost efficiencies and likely less impact from
loss of scope and scale economies.

The scale and size of the project is significant and therefore the opportunity to identify
innovative opportunities may be higher, especially at the construction stage. Also, strong
interest from the market is likely to incentivise DPC providers to include low er overhead costs
in the asset's capex leading to increased efficiency savings.

Costs associated with advisor support (e.g. legal and commercial) and procurement activity by
AWS (for 12 - 24 months period).

Costs exclude bidder costs w hich are captured separately under the ‘Additional costs to DPC
and also excludes Ofw at's additional costs suggested at £500k per project in the Final
Methodology.

Estimate has been informed by AWS bottom-up management experience in procurement.

AWS team responsible for contract management and administration assumed to be
incremental to as is capability

Estimate has been informed by AWS bottom up management experience (note Ofw at
suggests £150k per annum).
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Interim support for Direct Procurement for Customers (DPC)

RESENVOI Base Gase: Project Dverview and model outputs

DPC Revenue VS PR19 Revenue

Initial capex £590m 90,000 -
80,000 -
Renewal capex £108m End of the _
70,000 - concession period
Opex £249m 60,000 1
50,000
Asset life? 100 years £000s 15 000 |
) 30,000 -
Key model outputs (Em) 20,000 -
Factual Counterfactual 10,000 A 1
DPC PR19 = T T II T T T T T T 1
Revenue stream S 2 3 B e = 2 2 S = S
; . 668.64 594.72 & & & & & & & & N S N
during concession & & & & & & & & & & &
y & 4 & 4 & 4 & 4 & 4 &
Additional costs to
AWS 12.32
——DPCTRS PR19 TRS
\I/D;:‘Leerentlal terminal 165.76 . . . . .
= As 70% of the asset is depreciated over the concession period the terminal value
PV of cost to at the end of year 29 in DPC is significantly lower than in PR19.
t 680.96 760.48 ) ) ) )
customers = The terminal value in DPC will be transferred to AWS and carried forward and
) depreciated over the remaining asset life under the PR19 framework. The revenue
Project IRR 4.69% 4.82%

resulting from the terminal value consists of a return on RCV and depreciation.

1Sum of costs incurred during construction plus25 yearsoperation
in 2017/18 priceswithoutany efficiency

2Total useful economic life also includesthe construction period of 4
years

3NPV in 2028 prices(time of contract award)

KPMG

= As the social discount rate used to calculate the present value of cost to customers
is higher than both DPC and PR19 project IRR, any postponement (e.g. via the
terminal value) creates value for customers.
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Interim support for Direct Procurement for Customers (DPC)

RESEIVOIr Base Uase: Model oulput by value layers

Difference between PR19 and DPC
Movementsin PR19 v DPC c.- £79.5m (in 2028 prices)
770 - 10.46% of PR19 revenues
0.33
750 A
730 A
1S
Q
710 - -
690 A
670 1 - I
3
650 T T T T T T T T
PR19 Framework Concession period Financing cost Depreciation period Capex efficiency ~ Opex efficiency DPC additional AWS private costs DPC
profile costs

e Concession period profile effect is driven by the different shape of revenues in DPC and PR19 and as the social discount rate is higher than both
PR19 and DPC project WACC a 4 year postponement of revenues creates a small value under the DPC model.

* Cheaper project financing than the allowed PR19 cost of capital creates significant value to customers under a DPC delivery.

« Anaccelerated depreciation profile (depreciating 70% of the asset over the concession period in DPC versus a depreciation of the asset over its
economic life in PR19) diminishes the value of DPC to customers to some extent.

« Both opex and capex efficiencies can deliver significant benefits for customers in PV terms.
¢ Additional costs to both DPC and AWS reduce the overall value for money to customers under a DPC delivery.

© 2018 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG Intemnational’), a 132
Swiss entity. All rights reserved
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DPC Value for Money — Scenario results

RESEIVOI - SCenano results

Analysis suggests that DPC delivers significantly greater value for money to customersthan PR19 under all scenarios.

Low Case Base Case High Case
Egri,?c?;ffor Assuming: Assuming: Assuming:
customers than e EIRRIincreasedto 12% * EIRR equal to 10% * EIRR decreased to 9%
PR19 » Decreased efficiency levels » 10% opex and 5% capex efficiencies ¢ Increased efficiency levels
» 100% of the asset value depreciated » 70% ofthe asset value depreciated ¢ 50% of the asset value depreciated
Difference during the contract period during the contract period during the contract period
between PR19
and DPC is DPC Revenue VS PR19 Revenue DPC Revenue VS PR19 Revenue DPC Revenue VS PR19 Revenue
smallerthan 100,000 100,000 100,000
under Bgse 80,000 80,000 80,000
?e?:;ig\il:g stDi||D|C 60,000 /l 60,000 / 60,000 ,/‘
more beneficial 40,000 40,000 40,000
than 20,000 20,000 20,000
counterfactual) ‘
—— DPC TRS PR19TRS —— DPC TRS PR19TRS —— DPC TRS PR19TRS
L . Difference between Total difference between the DPC and : Difference between
Sensitivities Assumption PR19 and DPC* PR19 models* Assumption PR19 and DPC*
EIRR ERR =12% - £32.3m [ - 4%] ERR = 9% - £101.1m [ - 13%]
Efficiency:
Capex Capex =2.5% - £63.2m [ -8%)] Capex =7.5% - £95.9m [ - 13%]
P _£79.5m [ - 10%
Opex Opex = 5% -71.1m [ - 9%] Opex = 15% - £87.9m [ - 12%)]
Depreciation 100% - £113.2m [- 13%)] 50% - £92.5m [ - 13%)]

*NPV.in 2028 prices(time of contract award)
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Interim support for Direct Procurement for Customers (DPC)

NorthFeniand Base Gase: Modelassumptions (1/2)

POTENTIAL
CUSTOMER
VALUE
LAYER

Financing
costs

Dimension

DPC delivery

SCHEME SPECIFIC ASSUMPTIONS

Cost of debt

Cost of equity

Gearing

Profile of costto
customers

Construction: 3.59%
Operations: 2.84%
RCV bond: 2.91%

10%

88%

Straight line to leave
30% asset value after
15 year concession
period

Rationale and justification

Facilities: Dual financing so that investor can take advantage of decreased risk profile
and thus low er financing costs during the operational phase

e Construction: bank debt with a tenor equivalent to the construction period: 2
year forw ard of a6M LIBOR sw apw ith a tenor of 3 years plus + 240bps
e Operation: amortising bank finance through operations: 5 year forw ard Libor
swap w ithatenor of 8 years + 125 bps, RCV bullet repayment bank loan:5 year
forw ard Libor sw ap with a tenor of 15 years plus + 130bsp.
As a relatively simple asset with limited design and operational complexity, small number
of interfaces with the wider netw ork has a limited risk profile w hichis likely to help DPC
provider to achieve low financing costs.

Expected equity IRR fromrecent project finance precedents.

Whilst failure of the asset could result in impacts on customers and threaten AWS’ ability
to meet its statutory obligations, the risk mitigants are w ell understood and should be
manageable, and therefore in line with other recent project finance precedents. Although
construction risk will be born by DPC provider, due to the limited design complexity, the
premium expected by equity holders are likely to be limited.

Gearing level determined using the model to solve for a target DSCR level.

Typical project finance gearing to reach target DSCR of 1.25x.

To allow reasonable time period for recovery of a portion of initial investment (15 years).
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Interim support for Direct Procurement for Customers (DPC)

NorthFeniand Base Case: Modelassumptions [2/2)

POTENTIAL Area Dimension DPC delivery
CUSTOMER
\(NRS[SWN7 = SCHEME SPECIFIC ASSUMPTIONS
2% on Net
Additional costs to DPC nominal
Capex
(ca.£1.4m)
Opex 5% on total
P opex
Efficiency
savings
Cost
efficiencies Canex 2.5% on total
P capex
1% on Net
Procurement rg)amlnal
Private pex
costs to (ca.£0.8m)
AWS
Contract
mgrmnt, £0.15m

Rationale and justification

Additional costs are expected to come in the form of bid costs associated w ith advisors.
Bid costs are expected to be in line with market precedents of other schemes of a similar
scale and size. These costs are w ellunderstood and can be forecastw ith a reasonable
degree of certainty.

Estimate is based on Ofw at’s suggestions as published in its Final Methodology.

Large scheme has potential for greater operating cost efficiencies and likely less impact from
loss of scope and scale economies.

Given the large scale and size of the project, as wellas limited design and operational
complexity it is likely that there will be a strong competition in the market w hichw llincentivise
providers to realise further efficiencies driving dow nthe true costs through dynamic
innovation.

Large scheme has potential for greater operating cost efficiencies and likely less impact from
loss of scope and scale economies.

The scale and size of the project is significant and therefore the opportunity to identify
innovative opportunities may be higher, especially at the construction stage. Also, strong
interest from the market is likely to incentivise DPC providers to include low er overhead costs
in the asset's capex leading to increased efficiency savings.

Costs associated with advisor support (e.g. legal and commercial) and procurement activity by
AWS (for 12 - 24 months period).

Costs exclude bidder costs w hich are captured separately under the ‘Additional costs to DPC
and also excludes Ofw at's additional costs suggested at £500k per project in the Final
Methodology.

Estimate is based on Ofw at’s suggestions as published in its Final Methodology.

AWS team responsible for contract management and administration assumed to be
incremental to as is capability
Assumption is based on Ofw at’s suggestion of £150k per annum.
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DPC Value for Money — Scenario results

NOrth Feniand Base Case: Praiect Overview and model outputs

Project Overview?

Initial capex £61m
Renewal capex £0.93m
Opex £10m
Asset life? 100 years
Key model outputs (Em)?
Factual Counterfactual

DPC PR19
Revenue stream 54.84 35.84
during concession
Additional costs to
AWS 3.59
Differential terminal 2017
value
PV of cost to
customers 58.43 56.01
Project IRR 4.7% 4.8%

1Sum of costs incurred during construction plus15 yearsoperation
in 2017/18 priceswithoutany efficiency

2Total useful economic life also includesthe construction period of 3
years

3NPV in 2022 prices(time of contract award)

KPMG

DPC Revenue VS PR19 Revenue

£000s I
8,000 1 |
7,000 A | End of the
concession period
6,000 -
5,000 A
4,000 A
3,000 A
2,000 A
1,000 - |P_/_/_/_/ﬁ
- T T I T T T T T T T T T T T T T T T T 1
PRAADPRAAIAIA S A I DA
ISR SIS ¢ Sl s S« SN A S < S SRS SN S ¢ S s SN NG NS S o
Vv RV RV RV EvEvRvEvRvEvRVvEVEVEVEVEVS
—DPC TRS PR19 TRS

= As 70% of the assetis depreciated over the concession period the terminal value
at the end of year 29 in DPC is significantly lower than in PR19.

= The terminal value in DPC will be transferred to AWS and carried forward and
depreciated over the remaining asset life under the PR19 framework. The revenue
resulting from the terminal value consists of a return on RCV and depreciation.

= As the social discount rate used to calculate the present value of cost to customers
is higher than both DPC and PR19 project IRR, any postponement (e.g. via the
terminal value) creates value for customers.
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NOrth Feniand Base Gase: Model output Dy valuelavers

Movementsin PR19 v DPC 4.31% of PR19 revenues
65.0 -

60.0 -

0.2 1.4 36 1R

I —_— I
0.4 12

55.0 A
50.0 -
=
[§3]
45.0 -
40.0 A
35.0 -

30.0 H

25.0 -

20.0 - T T T T T T T
PR19 Framework Concession period Financing cost Depreciation Capex efficiency Opex efficiency  DPC additional AWS private costs DPC
profile period costs

» Concession period profile effect is driven by the different shape of revenues in DPC and PR19 and as the social discount rate is higher than both
PR19 and DPC project WACC a 4 year postponement of revenues creates a small value under the DPC model.

* Given the size and cost profile of the asset project financing delivers limited financing benefits for customers when compared to the counter factual.

* An accelerated depreciation profile (depreciating 70% of the asset over the concession period in DPC versus a depreciation of asset over its
economic life in PR19) almost fully offset the financing benefits under the DPC model.

« Both opex and capex efficiencies can deliver additional benefits for customers in PV terms.
* Additional costs to both DPC and AWS overall reduce significantly the total value for money to customers under a DPC delivery.
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DPC Value for Money — Scenario results

NOrtn Fen

and - Scenarnoresults

Analysis suggests that PR19 delivers greater value for money to customers than DPC under all scenarios.

Low Case Base Case High Case
PR19 more . . .
beneﬁcia,rfor Assuming: Assuming: Assuming:
customers than * EIRRincreasedto 12% * EIRR equal to 10% ¢ EIRR decreasedto 9%
DPC » Decreased efficiency levels * 5% opex and 2.5% capex efficiencies ¢ Increased efficiency levels
» 100% of the asset value depreciated e 70% ofthe asset value depreciated ¢ 50% of the asset value depreciated
Difference during the contract period during the contract period during the contract period
between PR19
and DPC is DPC Revenue VS PR19 Revenue DPC Revenue VS PR19 Revenue DPC Revenue VS PR19 Revenue
smallerthan 8,000 8,000 8,000
underBase 6,000 6,000 6,000
Case (with DPC
remaining still 4,000 4,000 4,000 !
more beneficial
than 2,000 2,000 2,000
counterfactual) . ‘ . ‘ | ‘
SERBHRRE  SBERLSBRES  SREESREES
DPC TRS PR19 TRS DPC TRS PR19TRS DPC TRS PR19TRS
e . Difference between Total difference between the DPC and . Difference between
Sensitivities Assumption PR19 and DPC* PR19 models* Assumption PR19 and DPC*
EIRR ERR =12% £4.5m [ 8%] ERR = 9% £1.7m [ 3%]
Efficiency:
Capex Capex =0% £3.9m [ 7% Capex =5% £0.9m [ 2%
P P [7%] + £2.4m [ 4%] / o
Opex Opex = 0% £2.8m [ 5%] Opex = 7.5% £2.2m [ 4%]
Depreciation 100% £7m [ 10%] 50% £0.6m [ 1%)]

*NPV in 2022 prices(time of contract award)
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Interim support for Direct Procurement for Customers (DPC)

Jualtatve VEM Assessment

To accompany the quantitative value for money analysis a qualitative analysiswas also completed for the South Lincolnshire
Reservoir Scheme to help inform the quantitative assumptionsin the VFM model and to inform the likely potential that the scheme
will realise customer value for money under a DPC delivery route.

Potential customer valuz layers Criteria = The qualitative assessment considers specific scheme attributes that are likely to impact on

customer VIM across the different value layers.
A) Financing costs — = Under each value layer a set of criteria have been established that are likely to be important

“ in the value realised by customers if the scheme where to be delivered under a DPC model.

Cost of interoperability = For each criteria a subset of indicators has been identified which can be used as a guide to
help establish whether the projectis likely to deliver low, medium or high value for money.

B) Cost efficiencies Risk and cost of failure . . . . . .
= The information provided by AWS on the South Lincolnshire Reservwir Scheme was used to
Core business to AWS complete the evaluation of each scheme against the qualitative framework.

= The result of the analysis will accompany the quantitative VM assessment to ensure a
T T T R gﬁﬁr:l(i:fsd approach to the analysis which may capture attributes that may be harder to
cu 1 guantilalive lramework .

Overall Qualitative Score

C) Innovation opportunities

E) Deliverability and lead time

Specific criteria used to
considerthe impact of each
value layer

Indicatorsof low,
medium and high scores

Scoring

Financing costs Indicators Assessment ETET

Rationale for
assessed scoring

Bidding interest | Number of market players

for the project | who could potentially or Large discrete infrastructure asset with
Customervalue ety b Intereeted 4| signicant capexrequrement s kely o crive
participating as bidders in interest from a number of investor groups.
layer the tender process
Size of the Size of the scheme:
Market appetite [EEECS £ million of capex <100 100-500 >500>20 Capex requirement of £1.3bn. [Need to

confirm with AWS.]

Idiosyncratic | Number of similar projects

nature of the planned over the next 5
Example e e 55 5

Construction | Length of construction 0-2years 2-4years 4 years +
risk period Assessment of
——_specific asset

Operation risk | Impact of service Direct and Direct and Indirect
performance on AWS's significant limited
statutory obligations

Description of
criteria
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Interim support for Direct Procurement for Customers (DPC)

summary of Qualtative ASSessment: Reservor

Thisslide setsout a summary of the qualitative assessment undertaken on the South Lincolnshire Reservoir Scheme that was progressed
from the ‘size’ and ‘discreteness’ tests. A more in depth assessment against each of the value layers are provided in the following slides.
The assessment has been undertaken on the assumption a 3 party would design, build, finance and operate the selected assets.

Customer o
Criteria Summary Assessment
value layers

it et 1T rmmmm e e m -
Market tite & i Number of capable market players, and projectsize and potential pipeline suggests there b |
A appg it | could be high level of market appetite especially given limited opportunities av ailablein UK 1 | H !
Bankability 'infra market. Proven demand (TTFOFTO) and low interestrate environment. . |
A) Financing costs Pomm mm m e T Sjjogegegegepefoe
i Limited UK precedents inrecentyears of reserv oir build but contained standalone asset ! ! |
Risks | located away from urban areas and low risk of catastrophic failure and well understood 1o M !

1 1
[ !

_________________________________________________________________  mmmmmm e
e i Interoperabilityissues considered to be limited. Therefore low er incremental costs thatcould - M-H '
P Yy | offset potential efficiencies are likely to be small and provides opportunity for efficiency. 1o '

1 Low probability of catastrophic failure and impactrelativelywell contained rural area.

Risk and cost of failure S -
. . . Storage reduce av ailabilityrisk and qualityissues well understood.
B) Cost efficiencies \ 9 uce avartabiity qualityissues wellu

1 1
i Non core for Aws and no recent experience of projects of this size or type. @One alliance ! : '
(OO TN ISR EEMOWANWE | delivery route not appropriate for delivery of this projectand therefore new delivery route . H !
! required regardless of DPC. ' ' 1

(] !

_________________________________________________________________ W pemmmmm—m
. ! 1 !

C) Innovation VT | Limited complexity and potential for innov ation construction or through size of land bank for ! i M |
opportunities ! alternative uses (e.g. energy generation, leisure). ’o !
L ! L, 4

Pg ;rllgtlgr?]?:_sb'” Ii[pELE Assessed under the quantitative framework only
o il
E) Deliverability and lead Lead time | A long lead time ahead of expected asset construction and duration of construction should | H |
time ' help mitigate deliv erability and risks of ov er run. | :
1 I

Overall Qualitative Score The schemeis considered to offer medium to high potential to realise valuefor money for M-H
customers, howev er this will depend on the scope of the final scheme (i.e. including WTW)

m © 2017 KPMG LLP, a UK limited liahility partnership and a member firm of the KPMG network of independentmember firms affiliated with KPMG International Cooperative (‘KPMG International’), a 142
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Interim support for Direct Procurement for Customers (DPC)

FNancing costs

Scoring
Financing costs Indicators Assessment Rationale
Medium
Bidding int_erest Number of market Large discrete infrastructure asset with significant capex
for the project | playerswho could requirement inexcessof £600m and which islikely to drive
potentially orlikely be interest from a number of market playersacross the sector.
|ntft_re_ste(:_ n High bidderdemand anticipated due to the fact that there are
Efadcic'p‘r." I?r? ats d currently a limited number of similar projectsavailable to
plrocggm etender private investors, so opportunity to investismore limited.

' 1-2 3-4 = The DPC framework providesinvestorswith long term
visibility and certainty over future costs. Unlike underthe
standard price control framework, where water companiesare
exposed to price control reviewsevery 5 years (where the
WACC is subjectto change), regulatory intervention inthe
DPC frameworkis expected to be low across the entire 25
yearconcession period.

Market i Size of the asset| Size of the scheme: Relatively highvalue project forthe sectorat c.£600m, with
arketappetite £ million of capex significant capex element, of whichthere may only be a smalll
number of equivalent sized schemesin the next 1 or2 AMP
periods.
£100m £100-500m >£500m Given the limited number of similar size assets expected in
the upcoming AMPs, and with investorslooking to deploy
capital in large infrastructure assets, bidderinterestin the
South Lincolnshire Reservoir scheme isexpected to be
increased.
Idiosyncratic Numberof similar
nature of the projectsplanned over Itis expected thata numberof reservoirsmay emerge askey
asset the next 5 years infrastructure investmentsby water companiesto address
1-2 3-5 >5 WRMP supply demand deficitsover the next 2-3 AMP
periods. Howeverthe current pipeline isrelatively limited in
terms of firm projectscoming to marketin the next 5 years.
© 2018 KPMG LLP, a UK limitedliability partnership and a member firm of the KPMG network of independentmember firms affliated with KPMG International Cooperative (‘KPMG Intemnational’), a
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Interim support for Direct Procurement for Customers (DPC)

-NAncing CosIS

Risk

Scoring
Financing costs Indicators Assessment Rationale
Low Medium High
Construction Length of construction > 4 years 2 — 4 years <2 years
sl period Reservoirs are large infrastructure assets and whilst
they are relatively simplein design complexity, the
scale and long construction period islikely to be
considered higherriskespecially consideredthat there
have been no UK precedentsin a numberdecades.
Operationrisk |lmpactofservice Direct Directand Indirect
performance on AWS’s and limited . - -
S L Failure may leadto availability or water quality issues
statutory obligations significant .
however processes are well understood and potential
risk mitigationssuch as quality sampling and alternative
supply optionsshould reduce impactsand are well
established processes.

High demand for infrastructure assets in the UK is likely to suggest there will be a high market appetite especially in a low interest environment
and as evidenced by TT and OFTO competitive processes.

On balance the assessment suggests that market appetite could be high given the size of the asset and potential pipeline of similar assets as
companies seek to include new sources of supply to meet further SOSI challenges. In addition, there are currently a limited number of similar
projects available to investors in the market and therefore a project of this nature is expected to drive bidder interest.

The DPC framew ork provides investors with long term visibility and certainty over future costs. Reducing regulatory uncertainty and the potential
for regulatory intervention means that schemes delivered under the DPC model are considerably more attractive to investors.

The risks associated withthe asset are assessed as medium as the scale and size of the project and limited recent UK precedents is likely to
increase the risks. In addition, w hilstfailure could result in impacts on customers and threaten AWS'’ ability to meet its statutory obligations the
risk mitigants are w ell understood and should be manageable.

The potential to realise low er financing costs is considered to be high, providing significant scope for customer value for money if the South
Lincolnshire Reservoir Scheme w ere delivered under a DPC model.

KPMG
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Interim support for Direct Procurement for Customers (DPC)

LOSLEITICIENCIES

Cost
efficiencies

Cost of
interoperability
risk

Indicators

Assessment

Low

Scoring

Medium

High

Rationale

Physical Position and location on the Highly integrated Minimal Standalone The scheme will be constructed asa number of new
asset network non-separable [integration with | separate asset | zssets located on a site where there are no existing
location New or existing asset upgrade existing site AWS assets. The scheme will require little
Separate function on standalone integration with AWS ongoing operation during
basis construction.
Interfaces Typesofinterfaces Multiple Multiple Limitednon Physical and informational interfacesassociated
(physical/information/data) complex interfaces physical with the construction and operation of thisscheme,
Number of interfaces interfaceswith interfaces notably betweenthe DPC and AWS and the EA.
Many to one orone to many one to many These interfacescould introduce additional costs
interface relationships relationships for AWS and DPC as they will have to be managed
through separate contractual arrangements.
Process Operational staffingand skillset Inefficient on Operate Operate
Manpower levels24/7 standalone efficientlyon | efficientlyon | Thereservoirscheme will require limited integration
Frequency and need for co- basis/requires | standalone standalone | with AWS’day to day operationsand would likely
ordinationwith wider network high degree of | basis/require basis with be operated by a dedicatedteam, responsible for
co-ordination s co- limited need | the reservoir and associated treatment works.
with wider ordination for wider There may be some loss of efficiency from not
network with wider network being able to draw on centrally procured energy for
network interaction | the pumpingstation.

= The reservoir and associated assets willbe constructed on a standalone greenfield site with simple and w ell understood interfaces connecting to the
existing AWS netw ork.

= Some physical and informational interfaces exit betw een the assets and AWS/EA but relatively w ell understood and non-complex in nature reducing the
likely incremental costs associated with new contractual boundaries.

= The loss of scale economies are considered to be low given that a dedicated team covering the site operation is likely to be required and reduces AWS*
ability to absorb the asset operations w ithin its w ider operational teams w ithout the need for additional staffing although some management and overhead
duplication may be required under a DPC model.
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Interim support for Direct Procurement for Customers (DPC)

LOSLEITICIENCIES

Cost

_ . Indicators
efficiencies

Impacton

Assessment

Role in delivering statutory

Low

Scoring

Medium

High

High Impact

Impacts

Limited

Rationale

service obligations directlyon end directly on indirect Risk of failure isconsidered small. Downstream
delivery Impact on customers customerand AWS end impacton faultscould resultin supply interruptions/quality
Risk to adjacent asset AWS customers/ operations issues which would impact AWS’ customers
performance obligations obligations and outputs directly, potentially impacting C-MEX measures.
AWS would need to reflectina contractual
Cost of arrangement with the DPC.
interoperability
Risk Flexibility Likelihood of changesin asset’s No flexibilityin Operation is Predictable
usage operation and scalable and asset’s The asset has a high predictability of usage with
Scalability and adaptability of the | no alternative | adaptableto usage low volatility in output. Population growth may
operation usages of the changing increase demand in later AMPshowever, and
Alterative usagesof the asset asset needs consequently, the reservoirwill be scalable to meet
changing quantity requirements.
Control Type of asset, i.e. resilience Frequent Limited Resilience
scheme or required forday to interactionwith interaction asset with Operation of the reservoirwill require more limited
day operation the wider needed for limited interactionwith AWS’ wider networkassuming
Frequency of interaction with the network on a operation of interaction required reservoir refill protocolsare being fulfilled.
wider network day to day the wider with the wider | Although AWS will not require direct control of the
basis network network assets to manage the wider network, some co-

ordinationwill need to be established through
contractual arrangements.

= Relatively low level of interaction with wider netw orkon a frequent basis.

= The reservoir us upstream form the customer netw ork and therefore service failure is likely to be contained and not result on direct impacts to customers.

= The output is largely predictable and stable and can meet the future demands that may merge over time associated w ith requirements forincreased output
(e.g. growth, climate change). Some loss of flexibility given likely duration of contract over 25 year period w hich could be costly to change if required.
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Interim support for Direct Procurement for Customers (DPC)

LOSt efficiencies

Cost
efficiencies

Cost of failure

Core business
to AWS

Indicators

Assessment

Scoring

Rationale

Low Medium High
;ci’lsutfec’f a SCC%srt];r:it;urred inadownside LO\_N Medium High Small # of customersaffected in a rural area by
Potentialfor | Contractual | Contractual | anabove ground asset failure. Some impact
finesand high | penaltiesand | penaltiesonly | gownstream where availability and quality could
contractual customer be impacted and likely to resultin contractual
penalties/ claimsonly penaltiesonly (e,g, ODISCmex)
customer only
claims
Impact of Impact on service High Medium Low Catastrophic failure of a reservoirasset is
catastrophic associated with High Medium Low considered highly unlikely. However, the
failure catastrophic failure probability probability probability impact of a failure wouldlikely resultin a
considering impact and and high and medium and low supply deficit when demandishigh and
likelihood of failure and impact impact impact repairsto the structure could be costly and
impacton requiresdraining of the reservoir which would
furtherincrease the impact.
AWS'
experience Number of similar projects Limited UK precedent and no recent
and capability |deliveredinthe past5-10 4+ 1-3 0 experience of capital scheme of thissize

years.

within AWS.

= Catastrophic failure of the reservoir structure is highly unlikely. Failure is more likely to occur from poor quality output or loss of supply w herethe
river is low and the reservoir cannot be filled as planned. This may have some impact on end customers but alternative sources could provide
back-up supply for a short period of time, There is also a risk of w ater quality issues but w hich are generally w ellunderstood (e.g. metaldhyde)
and monitoring upstream of the reservoir helps in the early identification and mitigation of this.

= AWS has limited experience of a capital schemes of this size and the construction is not considered core capability for AWS. In addition, the
@One alliance capital delivery route is not appropriate for delivery of an asset of this type and an alternative delivery route w ould need to be
considered even if DPC delivery w as not being considered.

= In summary, The analysis against specific indicators suggests that cost associated w ith interoperability and new contractual boundaries are
unlikely to be significant and reducing the incremental costs that could reduce efficiencies. In addition a scheme of this size is not core capability
for AWS or its existing delivery route and therefore a new delivery capability w ould be required to deliver the project. Risk of failure is considered
relatively low and the impact is likely to be contained locally, reducing the potential impact.
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Interim support for Direct Procurement for Customers (DPC)

nnovation benefis

Innov ation Scoring

. Indicators Assessment
benefits

Medium

Technology The level of maturity can be
maturity captured by the time the
technology hasbeen
around and the number of Mature Growth phase Emerging
innovation occurring every
year.

Rationale

The scheme isnottechnically complex and
there are limited likely to be limited
opportunitiesforinnovation albeit some
innovation during construction through modular,
off-site build could be achieved giventhe size
of the scheme.

Size of scheme |The largerthe scheme in
terms of size and scale the

. reater potential there may
Innov ation g P Y

The scale and size of the projectissignificant
and therefore the opportunity to identify
innovate opportunitiesmay be higher; For

be for identifying and <£100m £100m-500m >£500m example land banksurroundingthe reservoir
securing innovation could be utilised foralternatives (e.g leisure,
benefits. energy generation)
Process Complexity of process Simple, Process Complex Well understood, low complexity assets
complexity technology adopted forthe limited technology process suggest limited opportunitiesforinnovation
scheme. process with some technology may be available.
technology level of
complexity

in nature.

alternative uses such as energy generation or leisure facilities.
customer value for money.

are currently unknow n but could be leveraged in the future.

collaboration w hich could again deliver incremental value for money.

= There is some potential forinnovation given the size and scale of the asset albeit the associated technology is relatively mature and non-complex
= Potential forinnovation is likely to come from innovation in the construction and the opportunity to use the land bank surrounding the asset for

= Given the timescales for asset delivery it is harder to predict w hattechnological advances may enhance the innovation opportunities and increase
= Changing market expectations and relationships with customers may lead to new opportunities for innovation through additional services w hich

= The local community and existing backdrop of scarce w ater resource may create alternative and innovative funding solutions through multisector
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Uelveran

Deliv erability

Leadtime

Indicators

Duration of
construction

Assessment

Length of construction
period inyears

Scoring

Medium

>5

3-5

<3

Rationale

The construction period of the South
Lincolnshire Reservoir Scheme isexpected to
take 4 years.

A furtherthree years would then be required to
fill the reservoirto full capacity.

Given the size of the projectand long
construction period the riskof delay is
potentially greater

Timing of asset
construction

Date that construction is
expedited to begin.

Start of
AMP7

End of AMP7

Laterthan
AMP7

The asset isdue to be operationalby AMP9
with construction beginningin 2029 and so
thereislong lead timeto ensure readiness
and plan in orderto mitigate potential delays.

= There is along period of time available before the asset is due to be constructed and therefore risk of delay is considered to be low and reducing
the deliverability risk and associated impact on delivery of customer benefits.

= The construction period is significant at 4 years plus an additional 3 years required to fill the reservoir. Give the long period of construction and
potential stakeholder implications the risk of delays is considered to be medium. How ever, the long lead time betw een now and start of
construction allow s for adequate planning and preparation and the opportunity to de-risk the project further and mitigate potential delays and cost
over runs that that would impact on customer value for money.

KPMG
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Year of contract period

Interim support for Direct Procurement for Customers (DPC)

Lontract Period analysis

Contract Period for all PPP contracts Contract Period for Water and Sew erage PPP contracts
120 Mean: 26.54 years 60 1 Mean: 24.10 years
©
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PPP contracts Water and Sew erage PPP contracts

Typical period for a PPP projectis 25 years

e The analysis is based on a database of over 5,000 projects fromthe Global PPP market from 1995 to 2017 collated by the World Bank.

» Across all sectors (e.g. transport, social, energy, w ater and w astewater etc.) the mean contract period on PPP deals is 26.54 years.
e In the Water and Sew erage sector, the mean contract period is slightly low er at 24.10 (median is 25 years).
e Between 1995 and 2017, the contract period has steadily declined.

e The results of our analyses indicate that it's reasonable to assume a PPP contract period of 25 years.

Source: Data collectedforall global PPP contracts from1995 and 2017, World Bank
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PG financing COSLS assumptions: base rates for Resenvoir

Our baserates for both construction and operation phases are 2YRand 6YR Forward rates with respective tenorso that DPC and PR19 financing
costs are comparable,taken from Reuters Ekon data base on 01/01/2018

» The construction will last for a period of 4 years. Therefore, 2YR FWD 6m
Total (%) Libor witha tenor of 4 years had been selected to be the base rate. The
model picked 2YR FWD from validation date 01/01/0218 in the forw ard curve
to match PR19 WACC, whichis expected to come into effecton 2020, for

Selected base rate
(%)

Validation Date: 01/01/2018 | Spread (%)

Construction

; DPC and PR19 financing costs to be comparable
2YR FWD Libor 6m 4Y| 5 44 1.24 3.64 9 P
; e Operation period, subsequently, will start 4 years from construction start
Operation . .
date, whichresults in 6 years forw ard rates to be chosen
Bank loan: . .
- = Bank loan: 6YR Forw ard Gilt with a tenor of 14Y had been selected
6YR FWD Gilt 14Y 1.25 1.16 241
: : : to be the base rate
RV bond: . .
6YR FWD Gilt 25Y = RV bond: 6YR Forward Gilt witha tenor of 25Y had been selected
1.30 138 2.68 to be the base rate

Reserve accounts:

. = Reserve accounts: 6YR Forw ard Libor 6m w ith a tenor of 14Y had
6YR FWD Libor 6m 14Y 1.25 1.63 288

been selected to be the base rate

-Short xMedium -Long

xMedium
25Y i

Start Date End Date Rates End Date Rates End Date Rates Start Date End Date End Date Rates End Date

*Source: Reuters Eikon data as 0of 01/01/2018
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PG financing costs assumptions - Base rates or North -eniand

Our baserates for both construction and operation phases are 2YRand 5YR Forward 6m Libor rates with respective tenor, so that DPC and PR19
financing costs are comparable, taken from Reuters Eilkon data base on 01/01/2018

e The construction will last for a period of 3 years.

Validation Date: 01/01/2018 ‘ Spread (%) Selected base rate (%) Total (%) Therefore, 2YR FWD 6m Libor witha tenor of 3
Construction ye:ztjrsI ha}dkb?jngs;IE\%eDdfto be thl_((e]| b?se crjatte. The
. model picke rom validation date
- 2YR PWD Libor 6m 3Y 2:40 1.19 3.59 01/01/0218 in the forw ard curve to match PR19
Operation WACC, whichis expected to come into effecton
Bank loan: 2020, for DPC and PR19 financing costs to be
5YR FWD Libor 6m 8Y 1.25 1.59 2.84 comparable
RV bond: 0 . . .
5YR PWD Libor 6m 15Y 130 161 201 . peration perlqd, subsequently,.wﬂl start 3' years
from construction start date, w hich results in 5

years forw ard rates to be chosen

Detai

Forward Rates - GBP . .
xMedium -Long = Bank loan: 5YR Forward Libor 6m with a

Start Interval | Tenol f 8Y 15Y tenor of 8Y had been selected to be the
base rate

Start Date ) End Date d Date Rates End Date Rates

= RV bond: 5YR Forw ard Libor 6m witha
tenor of 15Y had been selected to be the
base rate

*Source: Reuters Eikon data as 0of 01/01/2018
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PG fInancing costs assumptions - Precedents

Financing costs in primary PPPs — Indicative debt financing for from major players in recent PPP and project finance space

Facility Av erage ticketsize (Em) Weighted av erage cost of debt

Long term bank (29 years) Libor+ 150bpsto 210bps Swap credit margins15bpsand 30bpsnotincluded
Medium term bank (15 years) 106 Libor+ 130bpsto 260bps Swap credit margins7bpsand 22bpsnotincluded
Medium term bank (10 years) 106 Libor+ 120bpsto 250bps Swap credit margins5bpsand 20bpsnotincluded
Fixed rate bond 186 Libor+ 160bpsto 275bps Assuming a BBB rating

Fixed rate bond (delayed amortisation) 200 Libor+ 175bpsto 240bps Assuming a BBB rating

Indexed-linked bond 150 Libor+ 200bpsto 275bps Assuming a BBB rating

Key drivers of financing costs

* Debt/Equity ratio: equity investorstypically assume more risk than lenders, asthey will expect a return commensurate with the risks they face. Therefore, a lower Debt/Equity
ratio leadsto highertotal financing costs (WACC) for the project.

* Risks of project cost overrun and delays: the higherthe risks, often observed in mega-size and hightech projects, the higherthe financing costs.
* Publicfinancingavailability: When there are subsidiesavailable from the authorities, eitherthrough milestone paymentsorlow interest grants, WACC would be lower.

* Macro economic factors: Can effect WACC in eitherdirection. Ex: Quantitative easing putspressure on interest rates, thus making WACC lower as investors seek for high-yield
projectsin the private sectors. Whereas rate normalisation (happeningin US)would increase WACC as investors have more optionsto allocate theirfunds.

» Contractlength: Thelongerthe contract, the better chance investorshave to get repaymentsfrom PPP contractors, hence lowerthe WACC.

Due to the assumed risk profile under the DPC model the low er end of medium term debt represents the closest comparator for debt financing margins during
operation.

KPMG 154
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PG financing COSES assumptions : Precedents (cont)

Financing costs in primary PPPs — Waste to energy PPP projects

Project Levered blended equity IRR (nominal pre tax) Levered blended equity IRR (nominal posttax)

Range across a number of transactions 13.70%-17.8% 12.0%-16.57%

Average 15.6% 14.2%

Key drivers of the financing costs

¢ Contractlength with waste suppliers: The longer the contract terms, the more waste inputsthe plantshave to process, hence the more electricity and heat can be produced,
which resultsin a more sustainable revenue stream and better repayment schedule forinvestors, leadingto lower WACC.

* Technology used: The more time-proven and efficient the technology, such asgasificationand pyrolysis, the less costly itis to generate electricityheat and to carry out repairs.
Thiswould ultimately ensure a more stable revenue stream in the future, thusfortifying PPP contractors' ability to service their debtobligationsand reducingthe riskof miss-
payments, which lowersthe WACC.

« PowerPurchase agreement: Bettertermsand longertimeframe of a PPA translate into higher and more predictable revenue stream for PPP contractorsto sell the electricity and
heat produced to grid and directconsumers. By helping to achieve better repayment schedulesthiswill resultin a shorterloan duration, thusfreeingup more cash to distribute
backto equity investorsquicker. Investors often reward the behaviour with a discountintheirrequired equity return, leading to lower WACC. Further more, better PPAsalso
meansPPP contractorscan repay theirloan with more certainty, thuslowersthe cost of debt. In short, PPAs allow PPP contractorsto discount both cost of debt and equity.

¢ Governmentsupport: If government supportslow carbon economy, then WACC would tentatively be lower asinvestorsdiscountsgovernment subsidiesin termsof tax and
grants.

KPMG analysis
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PG financing COSES assumptions : Precedents (cont)

Publicly available information provided by Ofgem.

Financing costs under the OFTO regime

Barrow £34m Termloan 81% 17.5years Libor+220bps

Gunfleet Sands 1&2 1 £50m Termloan 84% 19 years Libor+ 195 bps

Robin Rigg 1 £66m Term loan 84% 20 years Libor+ 200 bps

Walney 1 1 £105m Term loan 85% 19 years N/A

Walney 2 1 £110m Term loan + £5m liquidity facility 87% 19 years Libor+240 bps
Sheringham Shoal 1 £193m Term loan + £6m liquidity facility 91% 19 years Libor+220 bps

Greater Gabbard 1 £317m Bond issuance + EIB creditenhancement 87% 19 years 4.137% coupon (gilts+ 125 bps)
West of Duddon 2 £300m Bond issuance 85% 19 years 3.446% coupon (2027 gilts+145bps)
Lincs 2 £308m Termloan 50% 19 years Libor+ 150bps

Gwynty Mor 2 £352m Bond issuance 87% 19 years 2.778% coupon (2025 gilts+110bps)
London Array 2 £459m Term loan + £3m liquidity facility N/A 19years Libor+220 bps
Westermost Rough 3 £172m Termloan 83% 19 years Undisclosed (index linked)

Trends observedoverthe 3tender rounds

e The overall cost of financing hasfallenbetweenthe tenderroundsdriven mainly by (i) improved termsof debt providers (EIB finance), (ii) lower borrowing costs, and (iii) lower
required equity returnsfrom investors.

*« Oneofthetrendsinthisasset classisto see anincreasing interestin offeringa largerequity portion. Thisdeleveraged, “thick SPV” structure may better support pension funds
and otherlong term investorswho typically acceptlower returns.

¢ Although the effect of cheaper equity isoffset by having lower leverage, the overall cost of capital could be lower, particularly since the lower leverage may also allow banksoffer
to bettertermse.g. EIB.

* Marginson debt have been fallingreflecting improvementsin debt market conditionsand the benefitsof inflation linked financing arrangements.
¢ Theearlierdealswere financedon a c. 98% availability assumption. In practice, projectshave delivered a higherlevel of availability — close to 100%.

A decreasing trendin IRR can be observed over time. The NAO found that 10-11% IRR requirements were seen in early deals (round 1), while subsequent tender
rounds hav e seenin manycases equity returns falling closer to reported secondary market rates of return in PFl projects (around 8-9%).

N mwiJ
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AWS private CosLS for procurement process - Costould up

Key costs AWS islikely to incur associated with tender activity for typical PPP/PH procurement process based on management
experience are set out below.

Key assumptions

= “Late’ tender model including design, build, construction, operations and financing w ithin scope of procured services.

= Assumes typical DBFO PPP type procurement activity including PQQ and RFP stages w ith approximately 2-3 bidders progressing to more advanced stages of
procurement process.

= Currently assume re-tendering of operations contract every 5 years can be absorbed w ithin existing procurement activity included in existing costbase.
= Assumes procurement begins in 2026/27 and lasts for 24 months until 2027/28.

= Excludes bidder costs w hich could be up to 2% of overall scheme (According to Ofw at estimate) and w hich are likely to be added to the costs recovered through the
DPC revenues.

= Excludes Ofw atcosts suggested at £500k per scheme (Ofw at PR19 Methodology, DPC appendix).

Key costs associated with tender activity for typical PPP/PFI (I;sotsltrr;ated

‘Team of 7 FTE in procurement team for 2 and costing based on existing labour costs £600k  AWS assumption
for associated grades

£500k  Does not include legal fees for other parties (e.g. bidder ,

Legal advisors banks, etc)

. . . . 1,000k Includes model build and review
Commercial and financial advisors

50k  Only likely to be require son large scheme w here debt is

Ratings agency engagement and project assessment et el T6 mETE s,

100k  Will depend on complexity and familiarity w ith similar

Insurance advisors type project and risk profile.

Debt benchmarking 50k  Specialist advise to ensure debt is correctly priced

. 100k  Could potentially use an in house solution if suitable.
Data room hosting

350k  Mott MacDonald’s estimate for programme partner input
ahead of tender process.
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PG cost efliciency assumptions: OF 10S

Cost efficiencies under the OFTO regime —Outcom e of the comparison

Thereport published by Ofgem looking into the benefits of the OFTO tender rounds suggests that competition has driven down operating costs.
Ofgem’s evaluation indicates that the OFTO TR2 and TR3 realised operating costs savings w hen compared to delivery by the incumbent.

Operating costs on a percentage of FTV basis werelowerin TR2 than TR1 but higher in monetary (£m) terms. Also in TR2 the incumbent's opex w as closer
to the preferred bidder’s costs than in TR1.

Estimated operating cost savings compared with RIIO-T1 Estimated operating cost savings compared with RIIO-T1

(Em NPV in 2014/15 price base) (% of FTV)
600 30%
20%
0 [ ] 0%
TR2 TR3 TR1 TR2 TR3

B Minimum = Maximum

e All three tender rounds allow ed for a costsaving of above 20%
w hen compared to a delivery model under the RIO T1 as

« The net present value delivered via operating cost saving in TR5 counterfactual.

ranges betw een £201m and £391m, w hile in TR3 it is betw een

£45m and £79m compared to a delivery under the RIO T1

framew ork.

* Increase in saving between TR1 and TR2 show the benefit how a
maturity in the market can drive costs dow n.

e The trend from TR2 to TR3 reflects that the operating cost path in
the counterfactual reduced to the preferred bidder level rather than
the average bidder level (whichw as the casein TR1).

* The higher savings for TR2 than for TR3 are likely to be driven by
differences in project sizes.

It is important to note that one of the key aspects that have enabled efficient pricing by bidders for operating costs include the significant de-risking provided
by the operational nature of the assets and tw enty-year availability-based licences.

OFTOs operating costs include arange of costs associated w ith operating the OFTO SPV, including O&M costs but also insurance, SPV management and
other running costs.

KPMG
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PG COSL ficiency assumptions: LiteratLre Review

This section presents the precedents of capital and operational expenditure efficiencies delivered by com petitive schemes compared to delivery by
an incumbent. These precedentswere used toinform the efficiency assumptions used in the quantitative assessment of the value for money for
customersfromdelivery of the assetunder aDPC modelcompared with deliveryunder PR19.

Study

Evaluation of
OFTO tender
round 2 and 3
benefits

Extending
competition
into electricity
transmission:
impact
assessment

CBA of the
potential
introduction of
competitively
appointed
transmission

operators

NAO Report:
PF1 and PF2

KPMG

Methodology and key comments on efficiency gains

Ofgem commissioned CEPA to undertake a study of the benefitsof the OFTO tenderround 2 and 3 benefits

Comparative study compared operating expenditure of OFT Osagainst a series of counterfactual scenarios.

Counterfactual scenariosmodelled revenue stream of assets using a buildingblockmodellingapproachbased on a licence merchant
generation (based on the experience of offshore oiland gasdevelopment) and the regulatory regime (expansion of the onshore
regulated regime offshore).

The percentage range based on the savingsofthe OFTOstender revenue stream against the counterfactual scenarios.

The merchant counterfactualisless applicable to DPC asit takes cost assumptionsfrom a similarindustry whereasthe regulated
counterfactual extendsthe currentregime.

Figures apply across 20 years of OFTO licence and are projectedreal costs

2016 report by Ofgem assessing impact of theirdecision to extend the use of competitive tendering to onshore electricity
transmission assets that are new, separable and high value.

The assessment comparesthe preferred optionto extend competition to onshore electricity transmission under an early and later
model against a counterfactual which assumesthe continuation of current arrangementsfor the delivery of the assets.
Analysisuses broadly comparative examplesfrom GB and other countrieswhen assessing potential benefitsand cost assumptions.
Ofgem expect competitive tendering to put downward pressure on capital and operational expenditure.

True costs likely to be faced by monopoly companiescreatesproblemsof information asymmetry which isparticularly problematic
because new, high-value projectshave not come forward historically.

Ofgem expect biddersto put forward lower costs than incumbentsestimating the cost of construction.

Early tender modelswhich include construction internationally came inbetween 20 — 60% below project cost/incumbent bid.

Late tenderbidslooked at OFTOsand ThamesTideway where the winning bid WACC of 2.297% wassubstantially below the
original estimate of 3.29%.

National grid commissioned Frontier Economicsto undertake CBA of competitive onshore transmission projects.

The report criticisesthe use of OFTOs as a precedent asitinvolvesthe transfer of assets which have already beenbuiltand
therefore do not hold constructionrisk

The report notesthat OFT Oslargely subcontracts O&M activitieswith the associated risks passed through to the contractor.
Criticism of the precedent highlightsthat the procurement or contract management of subcontractorscould be replicated and similar
cost reductionscould be made underachievedby an incumbent transmission operator.

NAO briefingon the rationale, costsand benefitsof the PFI 1 and 2 and the introduction of PFI 2.

NAO work on PFI hospitalsfound no evidence of operational efficiency over 10 years. More recent data from NHS London
Procurement Partnership showscosts of services are higherunder PFI contracts.

Respondentsto 2017 survey considered that operational costswere eithersimilarorhigherunder PFI contracts.
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PG CoSt efficiency assumptions: Literature Review (cont)

Performance
of PPPs and
Traditional
Procurement
in Australia:
Allen
Consulting
Group

Performance
of PFI
construction:
NAO

Comparison of
construction
contract prices
for traditionally
procured
roads and
public-private
partnerships

RICS
Research.
The Future of
PFland PPP

NAO Report:
PF1 and PF2

CAPEX

Methodology and key comm ents on PPP/PFl efficiency gains

The Infrastructure Partnerships Australia (IPA) 2007 study considered efficiency of PPP relativ e to traditional procurement approaches in the
provision of public infrastructure.

Study separated project into four periods and examined the project management and construction phases of projects recording costs incurred
compared with cost anticipated.

It considered 206 projects (50 PPP and 156 traditional public procurement) undertaken since 2000, larger than $20m and matched the complexity
of PPP to traditional deliv ery projects.

Traditional procurement is associated with optimism bias which is defined as the diff erential between capex cost between the project inception and
completion of work. A Mott Macdonald study of large public procurement in UK showed that non-standard projects hav e greater lev els of optimism
bias.

The study compared reported cost ov erruns between traditional delivery and PPP delivery. The dif f erence between the cost overrunis the
assumed capital expenditure efficiency under PPP delivery.

PPP projects, from contract to completion, had a cost overrun of 1.2% whereas traditional procurement ov erran by 14.8%

The upper end of the range of efficiency covers the full period from inception to work completion whereas 11.4 runs from contract commitment to
work competition. 11.4% capex efficiency covers a more analogous period to DPC than the other 3 periods considered in the study .

2009 study focused on the performance of PFI construction performance against contracted timetable and price.

Evidence comes from two surveys undertaken by NAO in 2008 of public sector construction projects with capex greater than £20m completed
between 2003 and 2008 of 151 projects.

94% of projects reported to deliver on or less than 5% ov er price and the remaining reported price increased of five per cent and over. One project
reported delivery at less than the contracted price.

This analy sis does not compare expenditure under a PFI model to traditional procurement but does collaborate the findings of the IPA report that
PPP/PFI models deliver on budget whereas traditional procurement has cost ov erruns.

20009 journal article published in the Journal of Industrial Organisation focuses PPP contracts inthe EU over the past 15 y ears

Data on ex ante road construction prices in Europe from project appraisal files of the EIB.

Analy sis suggest that a PPP road is 24% more expensiv e in the contract price that traditionally procured road.

Howev er, this estimate resembles reported ex post cost ov erruns of traditionally procured roads which means the premium cov ers construction
risk.

This analy sis does not include the actual cost spend of PPP projects v ersus traditional procurement.

Howev er, the study notes that if the priv ate sector partner obtains the residual control they are incentivised to undertake cost-saving investments
in that asset whereas the focus on the study focuses on build only contracts.

2011 report issued by the Roy al Institute of chartered Survey ors (RICS)

There is a lack of robust and objective data on PPP contract efficiency in comparison with than conv entional procurement. This is compounded by
the opaqueness and complexity of PPP contracts.

Comparative assessments fail to take into account ‘fixed price, fixed-term, turn key constructions contracts’ which are integral to PPP agreements

O briefing on the rationale, costs and benefits of the PFI 1 and 2 and the introduction of PFI 2.

Treasury Committee found that some PFI projects charge higher prices for construction to cov er unforeseen costs. NAO report on PFI housing
reported significant capital cost increases compared to initial estimates.

Department of Education has focused on the impact of private finance procurement on construction costs and has found that the financing route
offers little to no effect on construction costs of schools as part of Priority School Building Programme.

Fixed price benefits can be achiev ed without the use of long-term priv ate finance contract.
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http://www.irfnet.ch/files-upload/knowledges/IPA_Performance%20of%20PPPs_2007.pdf
https://www.nao.org.uk/report/performance-of-pfi-construction/
http://edhec.infrastructure.institute/wp-content/uploads/publications/blanc-brude_2009a.pdf
http://www.rics.org/Global/PPI_PPP_010713_dwl_aj.pdf
https://www.nao.org.uk/wp-content/uploads/2018/01/PFI-and-PF2.pdf
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