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It has been anather year of
satisfactory progress for the
Company, not only on the majority
of key measures that matter most for
our customers and the environment
but also 1n terms of our financial
performance The latter has allowed
a further iImprovement in our credit
rating and an Increase in our annual
‘customer dividend'to £20 per
customer

Last summer saw only 60% of long
term average rainfall, but reaching
our leakage targets and having
reduced our water abstractions

by some 25% over the last decade
meant we were able to avoid any
restrictions on supply The high level
of compliance on key water quality
measures was maintained and for
the first tme we achieved 100%
compliance with the bacteriological
standards for samples taken at our
water treatment works

Duning the year we also passed an
important milestong with 3,000km of
unlined 1ron water matns refurbished
under our 10 year programme,
improving water guality and
reducing the nisk of discoloured
water - a major cause of complaints

Following last year's senous
cryptospondium outbreak in

North Wales, the Outbreak Control
Team 1ssued 1ts final report which
concluded that our water treatment
works at Cwellyn was the likely source
of the outbreak The Drinking Water
Inspectorate 1s still to publish its
assessment of this incident

Chairman’s statement

On the wastewater treatment side of
our business, we achieved close to
our best ever perfarmance - only just
falling short of our 100% compliance
target at wastewater treatment works
- and a record number of Blue Flag
awards for Welsh beaches A further
step change in coastal water quality
15 being delrvered by the £35 milhon
Holyhead treatment works that was
officially opened duning the year,
contributing to the first ever Blue Flag
for Holyhead Marina

However, there remains much to be
done to improve the performance of
our sewer network where last year
there was an increase 1n flooding
incidents, mostly caused by sewer
blockages, and no reduction in
serious pollution incidents caused
by sewer problems Improving the
performance of our sewer network 1s
a priority for us

QOur overall inancial position
strengthened and geanng at the
year end was down to down to 74%
of regulatory capital value This has
prompted a further improvement

in our credit rating that will help us
to raise funds for our future capital
investment programme at attractive
rates of interest

Further improvements in customer
service were achieved following the
opening of our new Operational
Activity Centre - which now deals
with around 25,000 custcmer service
calls every month - and more will
denive from our current £75 million
‘IT enabled change’ programme to
replace legacy systems and processes

Looking ahead, our single purpose
corporate structure means that we
are able to plan for the long term

We are working closely with other
stakeholders to develop plans that
will reflect the prianties of our region
for the next 25 years

Our aim 1s always to provide a first
class service to our customers

We have some challenging times
ahead in mamnta:ning the highest |
standards, in tackhing those areas
where we currently fall short, in
completing the AMP4 capital
nvestment progzamme on time and
within budget, and in developing our
long term plans | remain confident
that we have the nght team in place,
and | would like to thank all the staff
who work for Welsh Water and 1ts
contract partners for the effort and
commitment they continue to make
in looking after the water industry

in Wales

And finally, | am very pleased to
welcome James Strachan to the Board
as a Non Executive Director He brings
with him a rich and distinctive blend
of experience from the private, pubhc
and voluntary sectors

i

Lord Burns, Charrman
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Our key performance at a glance

The Board has identified eight key
performance indictors (KPI's) to
monutor the success of the business,
seven of which reflect our key
financing and customer service
strategies, | € reducing long term
financing costs and improving
customer service The eighth
addresses occupational health and
safety and the fundamental nght

of all those who work on our behalf,
or are affected by our undertaking,
to return home safely at the end

of each day

Financial KPI's cover

{11 Bond crednt rating,
(in Gearning,

{in} Interest cover, and
{iv) ‘Customer dividend’

Customer service KPi's cover Ofwat’s
assessiment of Overall Performance
Assessment {OPA), customer
sausfaction and overall bactenclogical
water quality For occupational health
and safety we monitor the Accident

tncidence Rate (AIR) P T

Further information regarding the
definition, purpose and target for
each of these KPI's can be found on
page 30 of this report

Inaddition to these KPI's we also
report key performance measures for
Welsh Water that we have published
each year since Glas Cymru acquired
Welsh Water in 2001 Further
information regarding the definition
of these indictors can also be found
on page 30 [

Standard Fitch B0 mm e e e e 2007 2006
&Poor’s Moody's Ratings % - :,‘;:;Lms. Year to 31 March im fm
Class ABonds AAA Aa AAA EBITDA (pre - ‘customer dividend’) 374 363
Class BBonds  A- A3 A Interest payable {excuding mdexation
ClassCBends 888 Baa? BBB+ and amortisation of issue costs)
Sequor debt 115 114
Semor debt + class C bonds 125 127
Total debt 127 130
Interest cover (EBITDA/Net interest)
Senior debt I INX
Prospecius 1o 2004-G5 only Senior debt + ciass C bonds 30k 2%
P om G e 0506 oeqr ot debr 19x 28
5 SR
Points Actual Forecast
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* OPA score and rartking i 2006-07 will be drsclosed iy (war§
Levels of Servee Report published in Automn 2007
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part of the health and safety nanagement systern
J Kev performance in
Monitoring Plan Prewious performance  Actual performance At or ahead At or better than
Year to 31 March 2007 . target ! 2005-06 2006-07 of target previous yaar
Customer service
Properties at sk’ of receving low pressure 242 2 N v v
Unplanned water supply interruptions 1,080 454 313 v v
Properties‘at nsk of sewer flooding 432 514 484 X v
Properties flooded due 10 hydraulw ovedoad 122 81 96 v X
Properties flooded due to other causes 120 150 203 X X
Billing enquinies answered wathin 5 days 100% 100% 100% v v
Wnitten complaints answered within 10 days 99 9% 99 4% 99 7% X 4
Number of wratten cemplaints received n/a 5,948 10,348 nfa X
Customer metess read within year 99 9% 959% 9% 9% v v
Telephone calls abandoned 13% 16% 17% X X
Telephone calls receiving engaged tone 0% 03% 0 4% X X
Call handling satistaction’ nfa 46 46 n/a v
Water quality
Overall water quality comphance‘at the tap'? € nfa 99 9% 99 9% n/a v
Bacteriological compliance"at the 12p’ na 99 6% 99 5% nfa X
Iron compliance ‘at the tap © 98 9% 99 2% 99 1% g X
Operational Performance Index © nfa 99 8% 99 8% n/a v
Operational Performance tndex (TIM) ! € n/a 99 7% 99 7% n/a /
Environment
Leakage (m'/km/day) 77 12 77 v 7
Number of cateqory 1 and 2 pollutton incdents * © nfa 17 17 nfa v
Number of tategory 3' pelluton incidents © n/a 194 , 208 n/a X
Wastewater treatment warks complyng with {LUT) consents® € 99 7% 99 6% 99 7% v 7
Sewage sludge recycled saustactonly ¢ 100% 100% 100% v v
‘Mandatory’ coastal bathing water comphiance
at £l designated bathing beaches® 100% 100% 99% X X
‘Guideline’ coastat bathing water compliance
at Elf designated bathing beaches © ‘Stable’ 91% 89% n/a X

' New measure introduced i Y005 06 Score out of maxmum §

? Itus measure is now bused on Mean fone! Complignce

! New measure miroduced i 2005 06 which takes inle arcousit perforrante agawst trtdily, won drd menganese

* Ine Kenttorng Plan vels out the (arqels agreed with reqelators at the Requlatory Prue Review in 2004 and covess Ihe five year penod [o 31 bardh 2010
* 2of these pollutien incidents resulted from tomplhant discharges (2005 06 8)

* [uok up'table

© Calendar yeor 2605 off other figures ore for the year ended 31 March 2067
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Our sole purpose is to provide high quality
water and sewerage services at least cost
to Welsh Water’s customers.

Operating and financial review

A single purpose

Glas Cymru is the single purpose
company formed in 2000 to own,
finance and manage Dwr Cymru
Welsh Water ("Welsh Water’} Itis
a’'company hmited by guarantee’
and because 1t has no shareholders,
any financial surpluses are retained
for the benefit of Welsh Water's
customers

Under Glas Cymru's ownership,
Welsh Water's assets and capital
investment are financed by bonds,
loans, leases and retained financial
surpluses All day-to-day activities
are carned out by specalist contract
partners employed by Welsh

Water following a competitive
procurement process The Glas
Cymru‘not-for-profit’ business
maodel aims to reduce Welsh Water's
asset financing costs, the water
industry’s single biggest cost,

and improve service delivery by
empioying the best companies

for each distinct activity in the
business i1

Financing efficiency savings to date
have largely been used to build up
reserves to insulate Welsh Water and
its customers from any unexpected
costs and also to improve credit
guality so that Welsh Water’s cost

of finance can be kept as low as
possible in the years ahead These
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savings have also funded additional
discretionary investment i service
improvements and the annual
‘customer dividend; which since

its intreduction five years ago has
returned nearly £100 milhon to
customers

Company structure and market

Welsh Water 1s wholly owned by
Glas Cymru and 15 the sixth largest
of the ten regulated water and
sewerage companies in England
and Wales, representing around

8% of the sector when measured

by assets employed It provides an
essential public service to more than
3 million people living in Wales and
some adjoining parts of England lis
primary responsibibity 1s to operate,
maintain and upgrade Its assets

so as ta ensure a safe and rehable
supply of drninking water and to
deal effectively with wastewater so
as to protect public health and the
natural environment Welsh Water
was established in 1989, when the
water industry in England and Wales
was privatised, and s Gias Cymru's
prinapal traching subsidiary

In delivering these services

Welsh Water operates one of the
larger networks of infrastructure
assets in the UK water industry

71 1impounding reservoirs and

91 water treatment works deliver a

daily average of around 850 mullion
hitres of drinking water supphied
through a network of 27,000 km of
water mains, 532 pumping staticns
and 557 service reservoirs Welsh
Water also collects wastewater and
surface water through a network of
19,000 km of sewers, Incorporating
1,700 sewage-pumping stations
and 3,300 combined sewer
overflows Treatment s carried

out at 850 wastewater treatment
works Welsh Water also owns
35,000 hectares of land, much

of which has a hugh value In

terms of nature conservation and
recreational use

Household customers cannot
currently choose which company
provides their water or wastewater
services, but non-household
customers who use at least 50
million litres of water a year can
take supply from any licensed
water supplier Welsh Water does
not have a high concentration of
non-household customers, with its
25 largest customers (by volume)
accounting for less than 5% of
revenue

Welsh Water directly employs only
165 staff, but in total around 3,000
people are employed by contract
partners tn delivering water and
sewerage services to 1ts customers
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To ensure that the interests of
Glas Cymru and Welsh Water are
fully aligned, the Directors of
Glas Cymru are also Directors of
Welsh Water

The Board 1s accountable to the
Members of the company who are
appomted on the recormmendation
of an Independent Membership
Panel The Members carry out similar
corporate governance functions to
shareholders in a company hmited
by shares, by electing the Board and
external auditors, and approving the
Annual Report and Accounts and the
Remuneration Report

Report & Accounts 2007

Financing

The group’s bonds (further details
of which can be found on page 27)
are listed on the Luxembourg Stock
Exchange in the name of

Glas Cymru's wholly owned
financing subsidiary, Dwr Cymiru
(Financing) Limited The group’s
strategy on financing and credit
rating s addressed n the Financial
Review on page 25 Reporting of
performance against the group's
financial obligations to bondholders
and other financial creditors is
disclosed in a quarterly Investor
Report available on our website
www dwrcymru com

To be recagnised by

Recognised as a valued and trusted
partner in the communities we serve

our customers as the

best water company
in the UK.
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Procurement

Under Glas Cymru’s ownershup,

the primary objective of Welsh
Water 1s to provide high quality
water and sewerage services at

least cost to 1ts customers To this
end Welsh Water meets many of its
obligations as a regulated water and
sewerage service provider through a
portfolio of contracts with specialist
contractors and service providers [Fl

Welsh Water has appointed one
contract partner to be responsible
for clean water delivery ‘from

source to tap’ The operation of

the waste water service 1s divided
geographically, with one contracter
responsible for north Wales, and one
for south Wales and Herefordshire
Other funcuions such as capital
investment and maintenance and
support services, such as billing

and income, IT, laboratories and
sampling and network development
services, are provided through 12
other partners This outsoureing
together covers around 85% of
Welsh Water’s annual operational
and capital costs

Welsh Water retains ultimate

control of all activities carred out
under contract and has the abiity

to exerase that control Contracts
are therefore desighed to ensure
Welsh Water i1s not locked-in to

any one contract partner or set of
working arrangements and that
they operate on a transparent

basis so that Welsh Water retains
access to all staff, mformation and
knowledge required to meetits legal
and regulatory obligations Welsh
Water also determines asset strategy
and retamns final responsibility for
decisions regarding key assets

Contracts are specified and
structured to enable contract
partners to deliver the best possible
combination of quality of service
and cost efficiency and partners are
incentivised to deliver sector-leadmg

6 GLAS CYMRU (Company Number 3975719}

outcomes They are also structured
to achieve an efficient allocation

of nisk, with complementary
provisions for incentive and reward
between Welsh Water and its
contract partners This s built on the
essenual principles of openness and
transparency which allows disclasure
of trade offs between cost, risk and
service performance, with the aim of
securing the best interests of Welsh
Water's customers

Further information on our approach
to competitive tendering can be
found in Welsh Water's published
Procurement Plan, available on our
wehsite www dwrcymru com

Regulatory environment

Weish Water operates withina
regulatory framework prescribed

by the Water Industry Act 1991

The economic regulator is The
Water Services Regulation Authority
{Ofwat), which is responsible for
setting the limits on prices that Welsh
Water can charge, and overseeing
Welsh Water's overall performance
Ofwat also has a duty to protect the
interests of customers, including by
promoting competition

The industry operates on a five-
year asset management cycle, and
2006-07 was the second year of the
current Asset Management Period
(AMP4}, which began in April 2005
and ends in March 2010 Welsh
Water’s settlement for AMP4 is based
on a capital expenditure programme
costing In total some £1 3 billion,
simular to that of the previous five
year period, and an assumption that
the average Welsh Water customer’s
bill would increase by no more than
3 6% above retail price inflation
each year during the review period,
compared to a sector average of

4 3% In 2005-06 and 2006-07 Welsh
Water paid a ‘customer dividend’

of £19 and £20 respectively per
customer {ie £950and £10
respectively per service)

The regulator with responsibility

for drinking water quality Is the
Drinking Water Inspectorate (DWI},
which 15 part of the Department of
the Environment, Food and Rural
Affairs and also acts on behalf of

the Welsh Assembly Government

n respect of Welsh Water Under
DWI qualitty monitoring procedures
more than 300,000 water supply
tests are carried out each year The
results are reported to the DWI,

who undertake a series of audits

to venfy the daia provided The
Environment Agency oversees Welsh
Water's environmental performance,
specifically wath regard to the way in
which st abstracts water from rivers
and reservoirs, and then disposes of
wastewater after it has been treated

All aspects of Welsh Water's water
and wastewater operations are
subject to extensive performance
monitoring against targets set

by regulators and Government

Each year these regulators publish
reports commenting on and
comparning the performance of water
companies across a full range of
measures, ncluding cost efficiency,
customer service, water guality and
environmental quality, and each has
powers that can be used in the event
that Welsh Water’s performance 1s
not up to standard

The Consumer Counci for Water

{CC Water) 15 the iIndependent body
established in 2005 to represent

the general interests of customers
of water companies CC Water
investigates individual concerns and
complaints and seeks to influence
company policy on issues that
customers regard important

The Welsh Assembly Government
also has a role In determining water
quality and environmental quality
standards, as well as setting the
framework for other public policy
matters such as social considerations
anising from water tanff structures

Report & Accounts 2007




‘As Cllas Cﬂmm 158 suﬂe purpose buzness with one principal trndurg 5Ub5ldla13 (welsh Water), the remainder
of this Operating snd Financial Review 15 structored in the same ua\u\ o5 previous snnual reports with sections

on Water Sopplg, Wastewater, our appronch to Corporate Q.esponmb.ll’rs (C.omum'rg, Lustomers, the

Erwonment, and our People), our Financiol Performance and Rusk Mancffmem ’
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Water supply

Qur biggest responsibility 1s to
provide a safe and reliable drinking
water supply, 24 hours a day - 365
days a year, while ensuring our
water abstractions and water supply
activities do not damage

the environment

In 2006 Welsh Water sustained a
high level of performance with
comphiance on a number of key
measures either being maintained
at, or improved to, best-ever levels
This improved performance overall
reflects continued mvestment in
the distribution system as part of
Welsh Water’s capital investment
programme and continuous
improvement in operational
practices

Water resources and leakage

Despite summer rainfall being only
60% of the long-term average for
Welsh Water's region, which created
significant challenges in distnbution
in some of the more remote parts
of the region, we were able

to maintain water supplies to
customers without imposing
restrictions In such circumstances
minimising leakage is a priotity and
we promote awareness on water
efficiency Key to persuading our
customers to use water wisely and
avoid waste, 1s keeping leakage
under control and dealing with
reported leaks quickly

8 GLAS CYMRU {Company Number 3975719}

In 2006-07 we achieved the leakage
target agreed with Ofwat by
reducing leakage 1o 209 mega litres
a day (MI/d} 7% below the target
we met for 2005-06 of 225Ml/d [BY
Our leakage performance 15 i1

line with the rest of the industry as
measured by losses per km of water
main Ofwat 1s currently reviewing
the economic level of leakage (ELL)
for each company, 1 e the point at
which it would cost more to reduce
leakage further than to produce
water from another source, which
may lead to further reduction in
regulatory leakage targets Our
current challenge s, by 2010, to
reduce leakage to Ofwat's assessed
ELL for Welsh Water of 195MI/d

Around 959 of the water Welsh
Water abstracts 1s taken from nivers
and reservoirs, with the remaning
5% of water drawn from the ground
through springs, wells and boreholes
As a result of cutting leakage and
lower demand from large industnial
users, Welsh Water now abstracts for
public water supply 25% less water
than 10 years ago

Notwithstanding a refatively strong
overall water resource position, there
are a number of local areas wheare the
balance between supply and dernand
continues to be tight and where

there could be supply or distribution
problems duning drought conditions
Plans in place to improve the security
of supply, especially 1n Ceredigion,
parts of North Wates and parts of

rural Herefordshire and Mid Wales, are
described in Welsh Water's published
Water Resource Plan TERTY

in April 2007 Welsh Water launched
Its Water Efficiency strategy having
previously launched a campaign, Be
WaterWise to encourage customers
to use water wisely

Laoking forward, water resource
pians may need to be further
modified as a result of the
Environment Agency's ongoing
review of licensed water abstractions
in the context of meeting obligations
imposed by the Water Framework
Directive and the development of
river basin management plans to
achieve a healthy aquatic ecosystem

Dninking water quality

Customers rely on Welsh Water to
deliver a high quahity and consistent
supply of wholesome drinking
water How effective we are in this
15 measured against standards set
down and monitored by the DWI
Last year, Welsh Water's quality
monitoring procedures involved
more than 300,000 indwidual tests
of water quality, the results of which
were reported to the DWi

During 2006 Welsh Water sustained
a high level of performance for
drinking water compliance In
respect of samples taken at water
treatment works there was 100%
compliance with bactenological
standards for coliforms and E-cols
(2005 9993%) 13

Akey measure of overall water
quality at customer taps 1s‘mean
zonal comphance, which monitors
overall comphance against 40
separate parameters, and in
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2006 Welsh Water maintained 1ts
performance at 99 95% (2005

99 95%;) Performance against

the ‘distribution maintenance
index; which takes into account
performance against turbidity, iron
and manganese - the principal
parameters for discolouration
problems, was also maintained at
99 7% (2005 99 7%} (T3{F1

One mitiative we jointly launched in
2006 15 the 'Water Health Partnership

for Wales, brings together relevant
agencres to work mare effectively

7 SR

200

| 1 L 1] 1
0203 0304 0405 0506 0607

Bacterioloaical comulian

Comphance  Compliance

to protect public heakth This
partnership includes the DWI,
Welsh Assembly Government, local
authornity public and environmental
health and emergency ptanning
agencies, the Consumer Council

for Water Wales and the National
Public Health Agency Wales Initial
meetings have proved successful in
providing opportunities for sharing
best practice and benchmarking
each organisation’s performance
Looking forward, the DWI has
consulted on proposed changes to
the Water Supply (Water Quality)

L 1 x

1 1 1
0203 0304 0405 0506 0607

U 10N 4Nd Maldal Q110 1

2006 2005
Water treatment works
Calforms 100% 99 9%
E-Cals 100% 100% 0B <ee = e memeaes
Service reservors
(aliforms 99 9% 99 9% T e e o e e
E-Coli 100% 100% <= Iron
Compliance in water guality zones % _f_ M‘!?gm_efe ______________________
Coliforms 99 5% 99 6%
E Col 100% 999% (endaryear . . ,

Calendar yenr 002 2003 2004 2005 2006
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Regulations These set out the
regulatory framework for ensuring
the quality of water supplies in
England and Wales by specifying
requirements for the abstraction,
treatment and testing of potable
water Proposed changes represent a
further move away from reliance on
‘end of pipe’testing 10 monitor water
quality, to a nsk based approach
where the safety of drinking water

15 protected through a process of
comprehensive risk assessment and
management at all stages in the
water supply chain
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Reliability of supply

A key measure of customer service
1s the number of instances where
water supplies are cut off without
warning because of a burst, third
party damage or because we have
over-run on planned works Inthe
last five years we have reduced

the number of unplanned supply
interruptions, lasting more than six
hours, by over 70% In 2006-07, 313
propertias were affected by these
unplanned supply interruptions
(2005-06 454 properties), a best ever
performance for Welsh Water [T

We also monitor pressure in each
water distribution zane, which
allows us to identify possible
problems and upgrade local water
supply networks as necessary
Incidence of low pressure can
change as new properties are
connecied to the water supply
network and where we rationalise
our assets Last year we removed
possible low pressure problems for
1,459 properties and at the end of
the year there were 221 properties,
or 0 02% of all connected
properties, still at risk of having
low pressure (2005-06 221),
maintaining high performance

on this key measure {111

Welsh Water’s pniontised programme
of work aimed at reducing the
frequency of interruption to 1ts
worst served customers has helped
maintain a reducing trend 1n burst
rates on water mains both in real
terms {2006 167 bursts per 1,000km
main, 2005 171 bursts) and relative
1o other companies in the sector

10 GLAS CYMRU {Company Number 3975719)

Capital investment

Duning the year we invested £132
million to improve or maintain our
water assets We refurbished over
390km of unlined water mains to
improve water quality and iron
compliance at customers’ taps

A further 82km of water mains were
replaced that were causing frequent
supply tnterruptions to customers
and 20km of mains were relined
under maintenance programmes
Major improvement work was also
carried out at 55 water treatment
works, 52 service reservoirs and

28 water pumping stations pIi]

During the year we passed an important
mifestone with 3,000km of unlined ron
water mams refurbnshed under our 10
year programme, iImproving water quality
and reducing the risk of discoloured

water — a major cause of complaints This
investment of £264 million between 2000
and 2007 has also delivered a reduced
likelihood of teaks and bursts, and
assoaated interruptions to supply

Quality management systems
Quality Management Systems
(QMS) are essential ta the effective
management and operation of
our dally activities They provide
reassurance that risk 1s minimised,
ensure that customer service

15 priortised, that regulatory
requirements are achieved and
that everyone in the relevant
organisations operate to the same
exacting standards

QMS systemns play a major role across
our business
United Utiities Operating Services
- Potable Water
United Utilities Operating Services
- Waste Water {North Wales)
Kelda Water Wales - Waste Water
{South Wales)
Thames Water — Customer Services
Severn Trent Laboratones -
Sampling and Laboratory Services

All the above systems have been
certified to the 1SO 9001 2000
standard and are subject to routine
audit and review In addmon, UUCS
also operate an Environmental
Management System (EMS) and
currently hold certification to the
1SC 14001 2004 standard for two
of DCWW's wastewater treatment
works UUQS have a programme in
place to extend this registration on a
‘site-by-site’ basis

The monitoring of quality
performance at Board level 1s led

by the Quality and Environment
Committee, chaired by Dame Dewrdre
Hine This Committee meets monthly
and reports directly to each Board
meeting
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Wastewater

It1s our responsibility 1o collect

and treat customers' wastewater

- together m many places with
highway and surface water that
drains into the public sewer —in a
way that safeguards public health
and protects the environment In
2006-07 we maintained our good
standard of wastewater treatment
works and bathing water compliance
However, the performance of

our sewerage network 1s not yet
satisfactory as the number of
polluton incidents has remamed at
a similar level 10 2005 and we have
sean an Increase in incidents of sewer
flooding, particularly as a result

of inaidents caused other than by
hydraulic overload

Wastewater treatment
Notwithstanding that Welsh Water
operates 850 wastewater treatment
works, proportionately more than
most companies in the sector, only
three small works failed to meet the
required standard of performance
This means that 99 97% of our
customers (2005-06 99 91%) are
served by works that met the
required consent standard, making
last year the best for wastewater
treatment works comphance under
Glas Cymru ownership and only
marginally short of our target of
100% comphance, which Welsh
Water last achieved in 1997 11

Coastal and river water quality

Welsh Water has one of the longest
coasthnes of any water and sewerage
company in the sector — and since
privatrsation we have invested over
£1 bullion on upgrading or buillding
new wastewater treatment works and

12 GLAS CYMRU (Company Number 3975719)

improving the sewer network This
has led to a significant and substantial
improvement in both coastal water
and river water quality Our role in
delivering high quality coastal water
15 especially important for the Welsh
tounism industry, which employs
around 100,000 people and makes a
significant contribution to the Welsh
economy

In 2006, 79 of the 80 EU designated
bathing beaches around the coast
of Wales achieved the mandatory
bathing water standard required

by legislation (2005 80} In addition
arecord 75 beaches (2005 73)
achieved the much higher ‘guideling’
standard These results have secured
44'Blue Flag’ beach awards and five
marina awards for the 2007 season
(2006 47 awards in tetal), which
once again means that Wales has
secured around one third of the UK’s
total Blue Flag awards FFIFY

Similarly the quality of rivers in
Wales continues to be amongst
the bestin the UK The last survey
of river water quality published

by the Environment Agency
confirmed that over 98% of rivers
1n Wales were good or fair on the
assessment of chemical quality
and over 99% were good or farr
on the assessment for biological
qualty Notwithstanding this
background, the required treatment
standards continue to rise to meet
obligations set by the Habitats
and Water Framework Cirectives
Looking ahead, and working

with its regulators, Welsh Water’s
chaltenge 1s to meet these nsing
standards in an environmentally

sustainable way, where the cost of
meeting new treatment standards
do not outweigh the environmental
henefits

Reliabihty of sewer network
Maintaining high standards of
environmental performance In
the sewerage network is one of
Welsh Water's major challenges -
the average age of our 19,000km
of sewer network 1s 60 years,
with around a third being more
than 100 years old The network
was also designed to carry away
surface water as well as wastewater
from households and businesses,
which means that at uimes, and
especially after heavy rainfall,

the sewer network cannot cope
and overloaded sewers can cause
flooding at customers’ properties

We measure the nisk of this
happering and also report actual
sewer flooding incidents caused
by hydraulically overloaded sewers
or other causes, such as blockages
and sewer collapses ¥ Despite
significant investment and critical
management focus on this key
1s5ue, our performance on sewer
flooding deteriorated in 2006-07,
when 335 properties expenenced
internal flooding by sewage (2005-
06 268) Of these, 132 properties
were flooded as a result of hydraulic
overload of sewers following heavy
rainfall and 203 properties were
flooded by other causes, including
blockages and sewer collapses

At the year-end 484 properties
remained on the ‘at risk register,

a shght improvement on last year
(2005-06 514) 1Y
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Reducing the nsk of sewer flooding
remains a top prionty for Welsh
Water, and we will continue to

focus investment at properttes
where flooding has occurrad most
frequently However, each year new
incidents occur where flooding has
not been expenenced before Re-
examination of historical incident
data in the ight of changing weather
patterns in the last few years has also

identified some 30C locations at risk
of a pollution inaident, which we are
now addressing in our iInvestment
programme

Where we have ‘hot-spot’ flooding
areas, we may provide a flood forum
as a means of communicating Welsh
Water's plan to the community
affected, and to determine joint
solutians to prevent repeat flooding

problems with other authonties who
have responsibibties for drainage

Locking forward, we recogmise the
benefit of government proposals
to transfer responsibility for private
sewers and drains to statutory
undertakers, however this brings
with it a number of significant
challenges as the number and
current condition of these private
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sewers are as yet largely unknown
It will significantly increase the
number of assets Welsh Water owns
and we will need time to assess and
deliver any investment necessary 1o
bring these assets up and maintain
them to regulatory standards [t1s
important therefore that private
sewers are transferred in a way that
does not increase customer bills
disproportionately

Intermittent discharges

Our investment to Improve storm
water overflows will reduce the
amount of sewage and associated
debris discharged to watercourses
when, as a result of combined
surface water and domestic
wastewater, sewer capacity 1s
exceeded durning heavy rainfall

We have nearly 3,300 storm water
overflows on Welsh Water's sewer
network and by 2010 we will have
improved around 460 unsatisfactory
overflows under a prionitised
programme agreed with the
Environment Agency Wales in 2006-
07 we improved 87 storm overflows,
bringing the AMP4 total to 155
durning the first two years

Notwithstanding this investment,
the number of ‘category 17and
‘category 2’ pollution incidents in
2006-07 remained at the same level
a$ 2005-06 with 17, and the number
of ‘category 3 incidents, which cause
relatively minor enwvironmental
damage, rose shightly to 208
(2005-06 194), although it still
remains more than 30% lower than
n 2001 i1
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Improving the performance of our
sewerage network Is both a prionty
and a challenge for the business
Following a zero-pollution pilot
study in one poor performing
catrchment Welsh Water has
approved a £5 milhon programme
to install additional telemetry alarm
dewices at key points of the network,
and a priontised programme of
sewer desiiting, cleaning and CCFV
inspection Together, these give
Welsh Water a better understanding
of the condition of its sewers

and help 1o direct investment
appropnately, which will increasingly
enable network operators to react
guickly to potential problems

before any sewer escape has any
environmental impact

Capital investment

Dunng the year we invested

£130 million to Improve or maintain
our wastewater assets |n all, we
completed quahty improvement
schemes at 188 different locations
and sigruficant maintenance
schemes at 63 sites In addition,
35km of new sewers were laid and
26km of sewers were refurtished 1Y

New works opened in 2006-07
included Holyhead wastewater
treatment works, following a six-year
process of planning, consultation
and construction This scheme which
has improved services to customers
and delivered environmental

benefit to local bathing beaches
involved, in addition to the new
works, the construction of 16 new
pumping stations and associated
storm water storage faciities and a
new 890 metre marine outfall

Further nformation sbout Welsh
Water's wastewater and sewers
performance m 200607 con be
found i the published report of the
Quality and Environment Lommit tee
of the Board which 15 avadable on

our website www dwrcﬂmm com
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By delwering safe and reliable
drninking water and wastewater
services we provide an essential
public service, but we also have a
wider responsibulity Qur goal 1s to be
recognised as a valued and trusted
pariner in the communities we serve

Education

Since 2001 we have placed
considerable emphasis on
supporting education and have
increased our facilities over this
period from one classroom at one
environmental education centre to
five classrooms at four centres across
Wales In the last academic year
almost 12,500 children attended
ane of Welsh Water's centres and
recewed free curniculum-based
lessons, and since our first centre
opened in 1997 more then 70,000
children have received lessons
designed and led by our seconded
teachers (RIEY0 Our approach

atms to teach the importance

of diverse habitats and nature
conservation and promote a better
understandmg of the importance
of water in our everyday lives, as
well as cormmunicating key business
messages on water conservation
and efficency and public safety

In the last year we have redesigned
our bihngual educational

website and associated online
interactive resources {(www
ivingandlearmingwithwater com),
and added a new module on water
efficiency to our interactive COROM
(Water-World Explorers), all of which
are available free to schools in our
region These facihties complement
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Responsible business

a website developed with certain
other water companies (www
waterintheschool co uk), which
provides everything required to set
up and run a water conservation
project

We also continue to work closely
with organisations that have a similar
approach to providing education,
such as Eco-Schools and our
education partners, who include the
Nauonal Botanic Garden of Wales in
Carmarthen, Techruguest in Cardiff,
the Hereford Waterworks Museum
and The Wildfowl and Wetlands Trust
at its Natronal Wetlands Centre at
Llanellk To improve the effectiveness
of how we work with our education
partners, and te make our educatien
service more accessible to schools
located too distant for a day visit ta
one of our centres, this year we have
successfully trizlled a new penpatetic
teacher role, which will be rolled out
in the next academic year

Associated with our education
strategy, for the last three years
we have worked in a successful
partnershup with the Welsh
Assembly Government to provide
cooled tap water to children

in schools across Wales This
recognises that water 1s benehcial
to health (children should drink
at least 3-4 glasses of water a day}
and can improve concentration
and academic performance Over
the same penod we have 1ssued
more than 70,000 plastic water
bottles, which are provided free
of charge to children who visit our
education centres and are made

available for schools and other
youth organisations in Welsh Water’s
region to purchase ‘at cost’

Sustainabihty and global aitizenship

are fairly new subjects in the national
curnculsm and, in December 2006,

30 teachers receved traiming at a
workshop hosted by Welsh Water’s
teachers Other partiapants were Oxfam
Gymru, Chnstian Aid, British Telecomn
Volunteers, The Riverfront Theatre,
Careers Wales and local education
business partnerships

Conservation, hentage and access
Welsh Water’s region is rich in both
biodiversity and heritage To ensure
our water and sewerage operations
do not harm these national assets
we continue to develop our
conservation consuliation database,
which holds detalls of more than
1,100 sites of special scientific
interest and more than 4,000
Scheduled Ancient Monuments

or other sites of conservation

or archaeological interest This
ensures our design teams are
aware of such sensitivities at the
earliest stage, and that appropriate
consultation with conservation
and hentage bodies can take place
in a timely manner This process 1s
supported with an annual meeting
of senior representatives of both
our enviranmental and hentage
stakeholders We also continue to
support the Hereford Waterworks
Museum, which collects, restores
and displays artefacts associated
with the hustory of water supply in
Wales and the adjoining parts of
England that we supply

Report & Accounts 2007




Healthy living

Welsh Water owns more than 35,000
hectares of land in Wales, much of
it both scenic and environmentally
sensitive Access is encouraged at
seventeen major reservair sites,
which provide valuable formal,
and informal, sporting recreational
and [ersure resources Just under

a million people visit one of these
Welsh Water sites each year, which
makes a valuable contribution to
tounsm and the local economy ¥l

Pubiic safety

Last year we revitahised our reservoir
safety campaign with the launch,
supported by the Welsh Assembly
Government, of a multi-media
campaign explaining the dangers
of swimming in reservoirs The
campaign {'so you think reservonrs
are cool?} targeted all schools in our
region via a pod-cast available on
our website, posters and fact sheets
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We also work closely with vanious
local community organisations,

and for several years we have, in
particular, worked with local police
forces and other caring organisations
to help combat distraction
burglaries’ in areas where ‘Beat the
Burglar’ partnerships are established,
the number of distraction burglaries
has fallen

Chanity and community projects
Welsh Water 1s a member of
Business in the Community and
promotes a community Investment
scheme for employees who wish

to become involved in charitable

or other projects within their local
communhies Many of our staff, and
those of our contract partners, freely
give their own time In 2006-07, 12%
of Welsh Water staff signed up to
support local schools and participate
in a‘World of Work’ scherme
coordinated by the Mid Glamorgan

Living and Learning with Water

BITC Award for compames who have
delivered a long term beneficiai impact
on communities

Education Business Partnership,
which provides business mentonng
and mock interview support for
15-16 year olds

WaterAid 1s an international charity
dedicated to extending access to
safe domestic water, sanitation

and hygiene education for some of
the world’s poorest communities
Re-launched in Wales in 2004, the
support of our staff and customers
means we are well on track to meet
the goal of raising £1 million for
WaterAsrd This s achieved through
year-round fund-raising activities,
mcluding an annuat WaterAid Ball,
fun events such as'It’s a Knockout
Competitions; a monthly staff lottery
and denations from Welsh Water
customers
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We aim to deliver the best possible
servige to our customers, and we
know that custornar recognition of
this will be judged on the standards
and efficiency of the service our
customers receive So we aim to get
things nght first ime, every tume,
and always deal with cusiomers in a
prompt, courteous and professional

manner FFJ TN

Improvmg customer service

Welsh Water has a strong track record
of bringing iInnovation into the
water sector to improve efficiency
and performance for customers

To ensure this continues into the
future, Welsh Water has commenced
a £75 miilion four year programme
of IT Enabled Change, which through
improved [T systems and streamhined
business processes will deliver
Improvements across our business
Qur new Operational Activity Centre,
which we opened this year alongside
our Billing and Income Contact
Centre in Cardiff, now recerves and
directs response to all customer
contacts on matters of operational
service ot quality for both our

water and sewerage services This
has already reduced unnecessary,
repeat and abortive calls and seen
signihicantly more customer calls
resolved on first contact

We are also investing tn new systems to
rmanage our assets real-time and in the
most effective manner, with enhanced
capability to support remote diagnosis
and operation of assets, and In systems
ta enhance our capability in terms of
work scheduling and mobile working
Key to thes 1s a system to capture
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Our customers

information about the configuration
and performance of over 500,000
assets, held in a single database, which
essential nformation is avallable to
Welsh Water and 1ts contract partners
as and when it1s required Only by
improving our understanding of how
our assets perform, can we tallor
capital nvestment and maintenance
expenditure more effectively to deliver
the best possible value for money for
Welsh Water's customers

Customer contact

The majonty of customers prefer

to contact us by telephone and last
year we received 1 2 million calls to
our customer bilhing or operational
contact centres (up 9 4% from 2005-
D6) We also know that customers
prefer not to have to deal with
automated telephone response
systems, which we use only where
necessary, prefernng the phone to be
answered by a person straight away
In Ofwat’s latest reported assessment
for 2005-06 of call handling customer
satisfaction Welsh Water was rated

4 57 out of a posstble score of 5

{2006 4 59}

In 2005-06 we reported the humber
of written complaints we recerved
had nsen due to the overall price
Increase at the start of the 2005-10
Investment penod, changes 1o our
tanff structure, sewer flooding and
especially the cryptosporidium
outbreak in late 2005 This increase
reversed a falling trend, which had
seen complaints more than halved
in five years In 2006-07 the total
number of complaints was 10,348
(2005-D6 9,548) but 80% of these

related to disputed bills, charging
policy or debt collection activity T

Supported by the Welsh Language
Board and Welsh Assembly, we also
recently launched an imitiative ‘Mae
gen 11 ddews’(You have a choice) to
draw customer attention to the fact
that they have a choice over whether
to use Welsh or English when they
contact Welsh Water with an enquiry

Keeping customers informed

Before starting any magor investment
scheme we haise closely with the
local communities that are affected

If water supplies are going to be
interrupted, or If access to customer’s
premises will be required, then
information is provided to those
customers directly affected by

the work and a 24 hour contact
telephone number 1s provided

If required, custorners can request a
home visit to discuss how the works
will impact on them, and we also
keep the relevant local authonty,
community councit and Assembly
Member informed about major
schemes of work

A new Initiative last year was

the intreduction of a‘Floodcare
Plan’to iImprove communication
with customers when they have
expenenced an incident of either
internal or external sewer flooding
Under this new procedure we give
a firm commitment to customers in
relation to the immediate support
we will provide and our longer-
term investment plans to avoid
reoccurrence of such events
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Additional services

We make extra effort 10 support
our vulnerable, disabled and
elderly customers, who at umes
need a little extra help Among our
additronal services we offer large
print or Bradle bills, bottled water
during emergencies, a password
scheme for home wvisits and a ‘’knock
and wait’ service for customers who
need a little more tme 10 answer
the door to callers Over 3,000
customers are registered to receive
one or mare of these additional
services

Aided by the Citizens Advice Bureau,
we also offer a Customer Assistance
Fund which 1s designed to help
customers who have fallen mto

33 Billing contacts dealt with

arrears with their bil to return to
paying current chargeson a
regular basis Last year 1,080
customers benefited from this
scheme (2005-06 550)

Customer research

Every six months independent
market research tracks customer
views on a range of issues, including
satisfaction with the service
customers recelve from Welsh Water,
drinking water quality, nver and
coastal environmental guality and
how customers percelve our service
on value for money compared to
other utiities The latest research
shows a relatively stable position
following good improvernent made
in previous years T3

000--- -- S
%

998 e wnmnn . e o s e s
99 Grmrmnn cvme svo mem wamanonn moae O
3 R p R

11 SR -- I

99 Gl H Pl 1 1 J 0' 1 1 L L ]

02-03 0304 0465 0506 0607 02403 0304 0405 0506 0607
Aritten complain (¢ U 0l [ion 0 (-10

Y Gy T

- Welsh Water
w fnishGas
Bntsh Felecom

SI 1 1 1 il J

6k 1 1 1 L]
0203 0304 0405 0506 06-07

Report & Accounts 2007

002 X003 2004 2005 2006

In addition to this general

research, iIndependent surveys are
undertaken, to monitor the views of
customers who have contacted us
This shows that more than 70% of
customers are very or farrly satisfied
with our overall level of service

We also employ independent
researchers as ‘mystery shoppers'to
assess the quality of our telephone
contact service Each of Welsh
Water's contact centres continues
to perform well, consistently
beating industry benchmarks

with satisfaction ratings in excess
of 90% This research 1s routinely
shared with the Consumer Council
for Water (Wales) and 1s used to
nform an annual customer service
improvement plan
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Qur role in providing good quahty
and efficient drinking water and
wastewater services means that, by
the nature of our business, we are
a mayor contributor to the quahty
of the environment in our region
We seek to operate In a sustainable
way that minimises or, where an
impact i1s unavoidable, mitigates
any adverse environmental impact
from our business acuwities Our
work programmes are designed to
minimese the extent and duration
of construction and, wherever
possible, to achieve positive benefits
for conservation and the wider
community

Chimate change

We are addressing the longer-term
environmental impacts associated
with changing climate conditions, as
greater vanability in chmate (wetter
winters, drier summers) introduces
new challenges for managing water
resources and water quality, the
sewer network and storm drainage
Welsh Water ermuts a significant
quantity of greenhouse gases, and in
the last three years we have worked
in partnership with the Carbon Trust
in Wales to develop our knowledge
of our carbon footprint, and to
identify sustainable opportunities
to reduce our emissions To date our
focus has been on local schemes to
increase renewable energy capacity
and to improve energy efficiency

We have idenufied that energy use

1s responsible for 60% of our carbon
footprint, with our process emissions
accounting for 35% and transport for
the remaining 5%
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Since 2001 the footprint of Welsh
Water has grown by some 30%,
mainly due to a smafl number of
large new works, including major
new wastewater treatment works
at Cardiff, Aberystwyth and more
recently Holyhead In 2006-07 our
business generated some 284,000
tonnes of carbon emissions, which 1s
broadly similar to the previous year
(277,000 tonnes) ¥

Qur carbon management
pragramme has helped mitigate
the sharp increase in energy costs
in the last two years, as well as
highlighting the increased energy
requirements likely to anse In future
years from new guality standards
In particular, with the Carbon Trust,
we are trialling a business tool

that will reliably calculate the net
carbon cost of alternative capital
investment solutions required to
meet increasing treatrnent and
environmental standards

Looking forward, work has
commenced on a long term plan

for Welsh Water - looking 25 years
ahead which s to be published
during 2007-08 Thus will set out

for consultation our ambition

for Welsh Water in respect of its

long term approach to climate
change mitigation (what we will

do to reduce our carbon emissions}
and adaptation (how we need to
adapt our operations and assets

to ensure continued service to
customers duning more extreme
adverse weather condittons} We are
determined our proposals, which are
sull being developed, will deliver a

Our impact on the environment

significant reduction in our current
level of carbon emissions

Energy management

Welsh Water 1s one of the top ten
energy users in Wales, so promoting
energy efficiency and awareness s
important for our business and for
the environment In 2006-07 we used
almost 565Gwh of energy, which is
3% higher than the previous year
primanly due to increased pumping
across the water network during the
dry summer months 71

Looking forward, we are continuing
to target key works and treatment
processes to recelve additional sub-
meter monitoning to identify further
opportunity for energy efficiency,

as well as increased use of energy
efficient electrical motors and
inihatives to encourage staff to use
energy wisely

The generation of renewable energy
from our resources and business
processes 1s important for chimate
change mitigation In 2006-07
combined heat and power (CHP)
plants operated to capture and

burn ‘waste’ methane gas generated
from eight wastewater treatment
sites This included, as part of

our expansion of self-generated
electncity, two new CHP plants,

at Kinmel Bay and Chester, and a
refurbished plant at Penybont that
were commussioned towards the end
oflast year When fully operational
these new works will have doubled
renewable energy capacity on our
sites, within two years 1
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In addition, In partnerstup with the
Carbon Trust Wales, we are testing
the robustness of vanous on site
micro generation technologtes,
with promising results Our goal 15
1o set up more sites such as that at
Enthinfynydd on the Cardigan Bay
coast, which this year has started to
generate more pawer than used at
the works making it both energy and
carbon neutral

Qur landholdings

We encourage conservation best
practice and each of our major
reservoir landholdings has a site-
spectfic habitat and species plan
Atlocations such as Llandegfedd
and Brenig Reservoirs we show how,
Ly careful zoning, conservation can
be managed alongside popular
recreational activities such as fishing
and saiing We also encourage
simple but effective measures,

such as grassland management,
that can make a difference to the
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conservation value of some of our
operational sites Our conservation
manual and guidance on‘How

to make the most of your site’1s
available to all staff and contract
partners

Working with the Environrment Agency in
Wales, at Llandegfedd Reservoir Welsh Water
has created a system of ditches and reed beds
that will ensure a constant area of standing
water, even when water levels drop Thishas
established a new habitat for invertebrates,
which are an important sotirce of food

for visiting birds, and shelter for nesting
wildfow!

Independent studies on the iImpact
of chmate change have reported, for
example, that mountain beath land
habitats and wildhife in Snowdonia
are expected to be under serious
threat by 2050, and similar studies
report threats to wetland habitats
and species In response we are
re-evaluating the habitat value of

02-03 03-04 0405 0506 0607

Welsh Water's ‘green corndor’ of
landholdings If, as expected over
trme, wildlife starts to migrate
northwards

Environmentat procurement

When selecting contract partners
we pay significant attention to

an assessment of a prospective
partner’s environmental credentials
and track record in showing
environmental awareness,
responsibility and best practice
Through the procurement chain

we also seek, wherever possible,

to procure energy and water
effictent plant and machinery,
thereby maximising environmental
and financial benefit We also
pursue opportunities for resource
optimisation and waste minimisation
and for giving preference to efficient
and sustainable waste management
options, with landfill as the last
option

0
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Welsh Water has estabhshed an
‘Asset Management Alliance’ (AMA),
comprising 3,000 people from 14
different organisations, who work
together 1o look after the water
industry in Welsh Water's region and
to delwver a reliable and efficient
high quality service to Welsh Water's
3 million customers Our contract
partners provide wide expenence
of best practice from some of the
UK’s leading utiity, construction
and infrastructure companies and
share Welsh Water's commitment to
progressive employee relatrons

This alhance of Welsh Water and its
contract partners operates on the
basts of openness and transparency
and aims 1o ensure a seamless
approach to the delvery of all

our services and programmes IS
ambition Is to set new standards In
partnership working A Principals
Leadership Team, compnising the
heads of each contract partner in
Wales, meets monthly to optimise the
way we do business across the AMA

Staff turnover in our business is only
4%, well below the naticnal average
This has benefits for our business,
from staff stability and knowledge of
and commitment {o the company,
but it also provides some major
challenges, particularly as regards
succession planning and career
development Our HR team works
closely with partner organisations
in meeting these challenges and

on such 1ssues as organisational
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People and partners

design, change management, and
the optimisation of partnening and
performance management MY

All Welsh Water employees

have a‘Personal Develapment
Plan, which each year translates
company objectives into personal
objectives against which indwidual
performance ¢an be evaluated

In this way, a ‘golden thread'is
established through the business
with the company business plan
disseminated into indwvidual sets of
objectives

New initiatives in 2006-07 include
the introduction of an assessment
centre approach to aid recrurtment
of semior roles and the development,
with the University of Wales Institute,
Cardiff, of a knowledge transfer
partnership which will provide
technical graduates with hugh calibre
placements, while also developing
expert knowledge in the business
for our programme of IT enabled
change

The views of our staff are important
and these are independently
tested through an annual
employee satisfaction survey
Evidence from our latest survey
{January 2007) shows a continuing
high general level of satisfaction
The full results of the survey are
shared with all employees,
together with the resuiting action
plan that management considers
appropnate 173

Keeping staff mformed on company
performance and key business
1ssues Is Important We achieve this |
via monthly local team meetings,

an annual staff forum, to which alf
Welsh Water staff are invited and a
quarterly magazine - ‘The Link’

We also provide regular opportunity
for all staff, in smatl groups, to meet
the Managing Director and ask
questions directly Emails and the
employee intranet are also used

to communicate Immediate news
angd announcements, and, working
with staff, the intranet has been
redesigned this year, to iImprove Its
effectiveness and use

Employee reward and recognition
15 closely aligned to business
performance, with an annual cash
bonus linked to Welsh Water's
relative ranking in Ofwat’s annual
Overall Performance Assessment
teague table and financiat
perfarmance Compensation and
Benefit packages are regularly
benchmarked against the Welsh
Employment market and the UK
{industrial and Services market

This year we offered all staff the
opportunity to attend a pensions
surgery with a qualified financial
advisor and access to the company's
pension scheme actuary Some

20% of staff attended, and all staff
received a ‘total reward statement” |
for the first ume |
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Qccupational health and safety

The health, safety and welfare of our
employees and all those who work
with us, 15 of the utmost impartance,
and we operate a proactive health
and safety management system
which applies to all contract
partners and therr first nier supphers
In 2006-07 the number of health
and safety reportable incidents

fell by 6 7%, continuing the trend

of the last five years Regrettably,
against this backdrop of continuous
Improvernent, in May 2006 a
colleague empioyed by a contractor
expenenced a fatal acadent,

which 15 still being investigated

by the police and Health and

Safety Executive

(]
14U The rol= of Human Resg

Optimising customer performance

Organisation partner

During the year our partners
implemented 172 nsk based
improvement plans, which were 96%
complete during the year, focusing
on improvements in occupational
health as well as managing nisks

to safety We promote health and
safety best practice and shared
learning through an AMA steenng
group and a process of ‘cross partner’
audits, which we also verify through
independent external audst

Dunng 2006-07 Welsh Water
embarked on a review of
occupational health and safety
procedures with a view to securing
certification to OHSAS 18001 by
April 2008 We also enhanced our

Employes coach

Change management {areer development and succession planning

Partnenng Performance management

Crganisatienal design Traming and development

Recrustment Equal opportunities

ORGANISATION HR for HR EMPLOYEE
Financial Management HR for HR

ORGANISATION EMPLOYEE

Management fnformation Systems

Qrganisation harmeniser
Employee relations

Industnal relations

Internal communications
Work life balance

Employee champien
Compary pelioes and government legislation
Compensation and benefits
Jolr design and evaluation
Health and safety

Optimising customer well being

Further detals of our health and 55(:eiépef‘corman¢e and approoch
are avaloble n our 2007 Heslth and Sa 'rsﬁepor'r which = avadeble on

reﬁgest o via our website Www dmrcjmm com
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on-line reporting of health and
safety performance and document
management, and extended
traming iniiatives to Increase staff
competency in investigating health
and safety incidents

In March 2007 Welsh Water held

its first Occupational Health and
Safety Conference, sponsored by
Mitsur Sumitomo Insurance,

which brought together health

and safety professionals from

Welsh Water and 1ts major partners
The conference also introduced a
new award 1o recognise contract
partners dermonstrating best practice
in the management of occupational
health and safety
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Glas Cymru's financial strategy

I1s to offer a secure, low risk
investment to long-term vestors
By strengthening our financial
positicn, we intend to keep our
future borrowing costs low, enabling
us to finance future investment

In the business efficiently, whilst
having the scope t¢ return money
to our customers through sustained
‘customer dividends’

Financial results

The anly trading activities of the

Glas Cymru Group are carried out

by s principal subsidiary, Welsh
Water The report and accounts of
Welsh Water (Dwr Cymru Cyfyngedig)
for the year ta 31 March 2007 are
published separately

Glas Cymru's turnover in the year

10 31 March 2007 was £578 mithon
(2006 £554 million} - an Increase of
4% The increase primanly reflects
the price increase of 6 4% 10 the
year offset by a loss of revenue

due to customers switching to
metered charging and a reduction
In consumption from metered

and trade effluent custemers

The effect of ‘customer dividends’

in the year was that turnover

was some £25 million (2006 £23
million) below the level that wouid
have resulted from the full price
control allowed by Ofwat The rate
of voluntary customer switching

to metered charging in the year
slowed somewhat to nearly 22,000
customers (2006 27,000 customers),
whilst some 9,000 new customers
(2006 10,000 customers} were added
dunng the year, who are all metered
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Financial review

Net interest charges for the year
were £152 million (2006 £150
milion) Despite interest rate
Increases, the average cost of net
debt during the period was 6 2%
(2006 6 4%), reflecting the benefit
of refinancing undertaken durnng
the year n addition, a credit of
£46 million 1s made to the income
statement for the movement in tha
fair value of financial instruments
(2006 £33 millien charge), which s a
non-cash item

Profit after tax was £33 milhon

(2006 £16 mutlion) This profit was
made after funding the ‘customer
dividend’ of £19 for customers
receving both water and wastewater
services The Board of Glas Cymru has
decided to Increase the ‘customer
dividend’ for 2007-08 to £20

The tax charge for the period was
£14 milhon (2066 £5 million credit),
compnsed entiwely of a deferred
“tax charge

Continued focus on cost control

Glas Cymru’s operating costs
(excluding infrastructure renewals
expenditure and depreciation) were
£229 millign {2006 £213 milhon),
which represents an mncrease In

real terms of some £9 mullion This
increase largely reflects substantal
Increases in energy costs, which were
some £8 million (or 29%) higher than
in the previous year, which in turn
were some £9 mithon higher than
the year before 171

Around 70% of operating costs
were incurred under outsourced
service contracts, including the
contract with United Utilities
Operating Services (UUQOS) for the
operation of the water network
and the wastewater network in
North Wales and with Kelda Water
Services, for the operation of the
wastewater network in South Wales
and Herefordshire These contracts
operate on a target cost basis
which are designed to Incentivise
further improvements in operating
efficiency in the period up to
March 2010

Customer debt recovery remains
subject to very glose attention by
Welsh Water and by Thames Water,
the billing and income services
contract partner Despite a difficult
environment - water companies
are not allowed to disconnect
supplies to domestic customers
due to non-payment - cash
collection performance was on
target The bad debt charge for the
year of £11 mulhon (2006 £8 mullion)
represents around 2% of annual
turnover

Capital expenditure by Welsh Water
dunng the year (before capital grants
and developer contributions and
including infrastructure renewals
expenditure) was £269 million

(2006 £238 million}, bringing the
total expenditure over the first two
years of the five-year AMP4 period

to £507 miullion or some 2/5ths of the
total programme Welsh Water works
with an alliance of capital investment
partners (Laing Utdities, Mornison,
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£229m

Opezations contracts
Billing and Call Centre

G Other contracys

@ Laberatones and sampling

@ Welsh Water's own costs
Qther (bad debt charge
rates hence fees, etc)

AMEC, Costain, Imtech Process,
MEICA, and Black and Veatch) with
the aim of delivering the AMP4
investment programme at the best
value for money for customers

A prionty durning the first two years
of the programme has been to
reappraise rigorously the design

of certain key schemes with a view
to achieving the reductions in unit
costs assumed by Ofwat In the 2004
Price Review Welsh Water 1s planning
to invest some £600 million over the
next two years, a challenging target
compared to historical levels At this
stage, It 1s expected that investment
expenditure over the AMP4 period
as a whole of some £1 3 billion will
be broadly in ine with the allowance
made by Ofwat in the Final
Determination

Financing strategy and credit rating
The Board considers thattisin
the best long-term interests of
Welsh Water's customers to
continue to reduce the level of
gearing, with a view to achieving
further reductions in its cost of
finance The Board intends to
recduce gearing to around 70%
and to keep it at that tevel going
forward The Board beheves this
can be achieved whilst maintaining
the current progressive ‘customer
dividend’ policy
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Credit ratings are unchanged during
the year However, on 14 June 2007,
Moody's assigned an A3 corporate
rating to Welsh Water, reflecting

the improved credit quality of the
company

To protect the Group's high credit
quality, the Board has implemented
prudent financial policies, covering
the fixing of interest rates and

the investment of cash balances
Ghas Cymru has minimised its
exposure 10 movements In market
rates, with a mimimum of 85% of

1ts hiabilities being fixed rate, index
linked (to UK RPY) or matched by
cash balances The Board considers
that habilittes index linked to UK RPI
inflation are particularty appropnate
for the business, as its revenues and
RCV are also linked to RPI through
the regulatory system operated

by Ofwat As at 31 March 2007,
approximately 57% of the group's
gross debt was index linked via
bonds and denvatives

Finanang activities

A key measure of financial
performance for Glas Cymru is the
tevel of geaning - the ratio of net
debt to Regulaiory Capntal Value
(RCV) By reducing the level of
geaning from around 93% on the
acquisition of Welsh Water in May

2007 2006
As at 31 March fm fm
Regulatory (apital Value 3,310 3,042
Net Debt 2434 2,359
‘Reserves’ (RCV less net debt) 876 683
Gearing {net debt/RCY)
Sensor debt 69% 73%
Sentar debt + dass C bonds 3%  77%
Total debt % 15%

2001 to 74% as at 31 March 2007,
the financial position of the Group
has been significantly enhanced
‘Financial reserves’ (RCY less net
debt) now stand at £876 million
{2006 £683 milhon) 1M

iNet debt (throughout as defined for
covenant purposes inthe Common
Terms Agreement for the bond
programme)} increased during the
year by £74 millton to £2,434 million,
including the indexation charge of
£23 million {2005 £17 milhon) The
additional finance raised was used to
fund part of the capital investment
programme

During the year Welsh Water drew
down a further £75 million under a
term loan facility with the European
Investment Bank bringing the total
drawn borrowings from this source
to £135 milion These loans are used
to finance a range of infrastructure
investment projects, the majonty of
which are in European Objective One
funding areas and which will all have
a significant posrtive impact on the
enviranment in Wales

The Group has taken advantage of
favourable market condihions and,
on 28 November 2006, Dvwr Cymru
(Fimancing) Limited (OCFL) 1ssued
£50 muthon Class B5 bonds via
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Lloyds TSB at an index hnked interest
rate of 1 375% This was followed on
the 7 December 2006, when £100
million Class A6 bonds were 1ssued
via Royal Bank of Scotland at an
effective index linked rate of 135%

The expected matunty of the
out-stancing fixed rate and index-
linked bonds now ranges from 2011
1o 2056, with not more than 20%
falling due in any two-year period,
In accordance with our refinancing

polcy MMM

The listed bonds 1ssued by DCFL
have continued to perform well
during the year, regularly trading

at margins below many other
equivalent water sector bonds of
similar maturity Glas Cymiru believes
that this performance reflects
continued mvestor confidence with
1ts performance and its improving
financial position

Cash on depostt or invested as at
31 March 2007 amounted to some
£158 million, which together with
undrawn bank facilities of £345
million, gave the Group a tugh
degree of hguidity

Future prospects

The objective of the Board will be
to cantinue to improve the financial
performance of the company
dunng the penod to 31 March

2010 The Board considers that the
prime measures of this financial
performance are the Regulatory
Asset Ratio (RAR - the ratio of net
debt to RCV), the varous Interest
Cover Ratios {ICR - as defined in the
Common Terms Agreement) and
bond credit rating as independently
measured by three rating agences,
Moody’s, Standard & Poor’s and
Fitch Ratings }

26 GLAS CYMRU (Company Number 397571%)

Glas Cymru has taken advantage

of the favourable rates of interests
available In the financial markets
durnng 2006-07 substantially to pre-
fund its capital requirements for the
peniod to 31 March 2010, the end

of the current five-year investment
and pnice control period The Board
believes that its financial strategy will
put the company In a strong position
to raise the funding for the following
five-year Investment programme In
the pertod to 2015 on efficient terms,
which 1s an important part of the
company’s strategy to keep down
customers bills in the long-term

The main risks to the achievernent
of this financial objective involve
upward cost pressures The unit
costs of investment schemes are
under upward pressure due to
Increasing materials costs and
emerging resource shortages in
the construction industry Welsh
Water continues to seek to mitigate
these input cost increases by
securing the resources for a long-
term programme of work with its
partners and by revistuing designs
and working methods to secure
offsetting effictency improvements

In addition, power costs have
increased dramatically over the last
two years and Welsh Water, like alt
water and sewerage companies,
has a large energy requirement,
notably for pumping and treatment
processes The increase in power
prices can be only partially offset
by improved working practices and
investment in energy efficiency
schemes More recently, power
prices have fallen back, whtch has
enabled Welsh water to purchase a
large proportion of 1ts power needs
for the year to 31 March 2008 at a
reduced cost

However, the risk of future volatility
in power prices remains Under the
target cost arrangements, these
upward cost pressures are shared
only to an extent between Weish
Water and 1ts relevant parthers

Welsh Water and s partner, Thames
Water, also maintam a tight focus
on customer cash collection in
recognition of the continuing nsk to
cash collectton posed by increasing
water bills and the absence of a
discannection sanction

The company does not expect to pay
tax on its trading profits during the
year to 31 March 2008, due to the
availabality of tax allowances onits
Investment programme Future tax
abilities beyond that date will also
be primariy influenced by this factor

Disclaimer

This Report contains certam
forward-looking staterments with
respect to the future business and
taxaton prospects and the strategies
of the Glas Cymru Group These
statements and forecasts tnvolve
risk and uncertainty because they
relate 1o events and depend on
circumstances that wall occur in the
future There are a number of factors
that could cause actual results or
developments to differ materially
from those expressed or imphed by
these forward-looking statements
Past performance 15 no guide to
future performance and persons
needing adwice should consult an
independent financial adviser
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The assessment and mitigation of
r1sk 15 a key priority for the business
The Board has overall responsibibity
for the system of risk management
and internal control, as described in
the Governance Siatement on page
47 of this report

Glas Cymru cannot diversify into
actvities unrelated to those of a
regulated water and sewerage
business This means that the nature
and balance of nisk to be managed
by the group s different, and In many
respects lower, than that of other
companies in the UK utility sector

The Quabty and Environment
Committee of the Board {QEC) 15 an
important part of our governance
arrangements, providing cnitical
focus on‘guality; 'service’and the
management of nsk 1n its monitering
of the performance of Welsh Water
and its contract partners The work
of QEC 15 described th more detail in
its annual report to the Board, which
1s avallable on our website or on
request from the Company Secretary

The principal nsks faced by the
group fall into the four bread
categaries of strategic nsk
regulatory, operational, financial and
procurement risks

Regulatory nsk

Regulatory risk can arise from
Ofwat's price control determinations
or from changes in the regulatory
environment, such as proposals

1o Increase competition 1n the
water sector, which would affect

all companies in the sector in the
similar manner
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A price control determination
generates risk in a number of ways,
for example, if it were to provide

an inadequate cost of capital
allowance or be based on regulatory
assumptions in respect of operating
costs, required capital investment
or revenue forecasts that prove
unrealistic Welsh Water's business
plan seeks to meet and, where
possible, exceed the assumptions
made by Ofwat in its determnation
for the perod 2005-10 However, at
this stage In the five-year regulatory
pericd, this cbjective 1s subject

to considerable uncertainty The
outcome of the next penodic review
process (n 2009 will also directly
impact on future cashflow and
profitability

Welsh Water has to provide extensive
data to the regulators each year

on all aspects of 1its business

This responsibility 1s taken very
seriously and processes are reviewed
annually to ensure that regulatory
data are of appropriate accuracy and
robustness

Our Licence requires us to have

strong governance arrangements,
which ensure that the responsibility
of Welsh Water for water qualrty,
environmental quahty and public
health i1s not blurred Further details of
the groups governance arrangements
can be found in the Governance
Report on pages 43 to 49

Operational nsk

Operational risk 15 vaned and may

include
The impact of major operational
incidents on public heaith,
environmental quality or customer

service, whether ansing from
equsprnent failure, from natural
events (e g acts of God, or
contamination from naturally
occurring compounds) or from
third party interference with Welsh
Water assets or equipment
Changes in environmental,
consumer protection and pubilic
health and safety law and
regulation, which typically require
ever-higher standards of water
quality, environmental and safety
performance

The impact of more extreme
weather conditions {1 e chimate
change) on the availability of water
resources during droughts and the
ability of Welsh Water sewerage
netwaork to cope with severe
rainfall events

Health and safety incidents arising
from the operation of a large and
complhcated network of assets

Qur ability to retain and develop
key people within Welsh Water
thus ensuning that the business
has the appropriate competencies
and experience needed to meet its
long term obligations

The impact of operational change
associated with our five year £75
million programme of IT enabled
change (ITEC), which will include
the replacement of ageing
mainframe IT systems with new
and more flexible systemns
Accompanying the ITEC
proegramme will be a phased
review and simplification of
business processes and the
development of new toals to
enable Welsh Water to becomne
ever more effiaent inits delivery of
services 1o customers
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Policies and operational sirategies
exist to mitigate each of these nisks
that could ¢reate an adverse effect
on the reputation, operating results
and finanaial position of Welsh Water

In the long term, Welsh Water
needs to maintain its £14 bithon
asset base to delver the high
standards of water and wastewater
sarvices that customers expect

The rate at which assets can be
maintained, refurbished or replaced
is determined by the funding
allowed by Ofwat through its five
yearly price determination At the
rate of investment provided in the
price determination for 2005-10, the
average age of Welsh Water's assets
will be greater at the end of the
penod than at the start, which may
increase nsk of future asset failure
and poor serviceability

The availlability and terms of
insurance as a tool to mitigate
business risk 1s also relevant
Insurance policies cover property,
business interruption, pubiic
hability, environmental pollution
and employer's lability These are
generally multi-tiered, with the first
uer of self insurance 1n the form of
a deductible and the second, and
often further tiers, of cover provided
by external insurers in the market

Finanaal nsk
Like any business, Welsh Water 1s
exposed to many financial 11sks, In
particular between regulatory price
reviews Examples include
Revenue risk, in particular,
changes in metered demand,
the loss of large water business
customers, and the introduction of
competition Into water supply
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The collection of customer charges
and non-recovery of customer
debt, which s a particular nsk
following the prohibitton in 1997
of disconnection of domestic
water supply for non-payment
Failure by Welsh Water to

achieve the challenging price
determination targets set by Ofwat
for operating and capital efficiency
or to deliver the caprtal investment
programme

External cost pressures, such as the
|mpact of recent mcrease n power
prices, which could also prevent
the business from achieving
Ofwat’s operating and capital cost
targets set at the [ast price review

The overall financial nsk is that the
group may not be able to finance
the operating and capital Investment
obligations of Welsh Water, which
continue to be financed from cash
flow from operations (t e customer
biils) and debt financing

Group policy 1s 10 ensure that the
business has sufficient committed
facilities available to meet at

least twelve months anticipated
net cash requirement However,
recagnising favourable market
conditions, financing risk has been
significantly reduced during the
first two years of AMP4 as a result
of treasury activity, which has
substantially completed Welsh
Water's financing requirements for
the penod untl 2010 The group’s
financial posiwon at 31 March 2007
shows a significant balance of cash
and undrawn borrowing facilities
avallable, which gives the business a
high degree of hquidity

Rising pension costs due to factors
outside the Board’s control, such
as rsing pensioner longevity, Is
also a nisk, however, with anly 160
members the closed Welsh Water
defined benefit pension scheme

1s small relative to the size of the
business

Procurement nsk

Procurement risks a particular

risk for Welsh Water, with 85% of
its annual operating and capttal
expenditure being undertaken

by outsourced service providers
Our framework for competitive
outsourcing 1s described in a
published Procurement Plan which
1s available on Welsh Water's website
or on request from the Company
Secretary

Initial outsourced operating
contracts were generally let for a
perntod of four years, which ended

on 31 March 2005 New outsourced
contract arrangements for water

and wastewater services were put

in place following a successful
competitive re-tendering, which
provided for contract partners

to work with Welsh Water for

up to 15 years (subject to price

and performance reviews every

five years) This was designed to
encourage contract partners to view
their involvement with Welsh Water
on a longer term basis than was
previously possible, thereby reducing
the risk of short term conflict of
interest and encouraging longer term
investrment in the resources, people
and systems needed to continue 1o
deliver high levels of service to Welsh
Water customers
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Definition, purpose and target for each KPI

Measure

Purpose

Source

Target

Progress
toTarget

Bond credit rating
Strategy Financing

A cirect way of further reduang Welsh Water's financing cost
15 to improve the credit rR1ng of the group s corporate bonds
Executive directors 2te incentivised to maintain bond ratings
Rating agencies apply their awn definition and methocology
in assessing bond credit rating

Borid ratings as independently determined
by three rating agencies Standard & Poot's,
Moody s and Fitch Lovef!

Corporate credit rating of A grade

s

Gearing
Strategy Financing

The Glas Gymru businessmade! aims to reduce Welsh Water's
asset finanang cost, the industry s single ggest cost
improved credit quality 1s key to keeping Welsh Water

cost of finance as low as possible Geanng 1s the ratio of Net
Debt to Regulatory Capital Value of Welsh Water

Glas Cymiy lavestor Report

Toreduce geanng to around 7%

Interest cover
Strateqy Financing

The Glas (ymru businessmode! aims to reduce Weish
Water s asset financing cost, the industry’s single biggest
cost Meeting Interest cover covenants is key to maintaining
investor confidence and to keeping Welsh Water cost of
finance as low as possibe interest coveris the ratio of
operating cashflow (hiefare maintenance} to net interest
{excluding indexaticn)

Glas Cyminu Investar Report

To maintain interest cover consisient
with target credit rating

Customer Dividend
Strategy Customer value

As well as improving credit guality, finanang efficency s
used 10 build up reserves to insulate Welsh Water and 1ts
custemers from unexpected casts and tohave scape 1o return
money to custamers through sustained customer dividends’
Through the customer dwidend, therefore the customers of
Weish Water share in the success of the business

Glas Cymns Audited Accounts

Prograssive custorer dividend policy

Overall Performance Assessment (OPA)
Strategy Customer service

0PA s the measure published by Dfwat of each company s
overall delivery of service to customers It reflects a broad
range of services provided to customers across key areas of
water supply sewerage service, secunty of suppiy, customer
service and environmental impact

Ofwat

lipper quartile performance relative to
the ten water and sewerage companies
in England and Wales

Customer satisfaction
Strategy (ustomer service

Since 2001 the Board has monitored custarner satisfaction
with the services provided by Welsh Water wia a six manthly
customer opinion survey undertaken by Beaufort Research
Although customer opinien can be influenced {often
adversely) by media coverage of events elsewhere in the
UK water industry this 1san important sndicater of the
COmpany s pragress

Beaufort Research

To mamntain consistant high levels of
customer satisfaction

Overall bactenologacal water quabity
Strateqy Customer service

Animportant measure of the quality of water suppized to
customers is comphance with bactenological standards
There s also a correlation between failures in bacteriological
quality and unsatisfactory water supplied to customers

This measure 1s not a component of Ofwat s OPA index

Drinking Water Inspectorate

100% of all assets comphant

Health and safety
{Acadent Inadent Rate - AIR)
Strategy Occupational health and safety

AlR 15 a statistical index used by the Health and Safety
Executive {HSE) to benchmark company and sectos relative
performance Itis the number of reportable modents
occurrag in a reparted penod per 100,000 employees

June Retwn

To have ane of the best AIR of the UKs
water and sewerage companies and to
compare favourably with appropriate
HSE benchmark for AIR

* Latest published dota for the year ended 31 March 2005

The service level indictors reparted on page 3 derve from Welsh Water's annual requfatory report to Ofwat (the June Return') and are measures cefined and monitored by Ofwat,
the Drinking Water nspectorate o the Envirenment Agency An Overview of the latest June Return 1s available en request or from our website www dwrcymru com
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The Directors

The Board of Directors 1s responsible for the
strategic direction of the Company and for
reviewing operational and financial performance

LORD BURNS, Chairman ®

Appointed Chairman in July 2000 Lord Burns (63) 1s Charrman of
Abbey National plc and Marks and Spencer Group plc and a Non
Executive Director of Banco Santander Central Hispano SA, and
Pearson Group plc He was made a ife peer in 1998, and 1s a former
Chief Economic Advisor and Permanent Secretary to HM Treasury
He 15 also Chairman of the Governing Body of the Royal Academy of
Music and former Chairman of the National Lottery Commussion

NIGEL ANNETT, Managing Director

Appointed Managing Director in January 2005 Mr Annett (48} has
been an Executive Director of Glas Cymru since Apnl 2000, and

of Dvvr Cymru (Welsh Water) since May 2001 He was previously a
Director of Welsh Water between 1992 and 2000, prior to which he
held various investment banking positions with Schroders, County
Natwest and Wasserstein Perella

CHRIS JONES, Finance Director

Appointed Finance Director of Glas Cymru in Apnl 2000 and of

Dwr Cymru {Welsh Water) in May 2001 Mr Jones (43) was previously
Durector of Regulation of Welsh Water and South Wales Electnaty
PLC Before joining Welsh Water in 1995, he was a Director at
National Economic Research Associates and, prior to that, worked
for HM Treasury on nattonalised industries and privatisation He s

a Non Executive Director of the Principality Building Society and a
Member of the Board of the Institute of Welsh Affairs

PETER PERRY, Operations Director @

Appointed Operations Director i August 2006 Mr Perry (45)

has a cvit engineering background and was formerly the Chuef
Operating Officer for United Uulities Operational Services (UUQS),
having previously been the Operations Director for UUOS with
responsibility for the operational contract with Welsh Water and
UUOS’s water interests in Scotland and Ireland Prior 1o joining
UUOS he worked for Dwr Cymru (Welsh Water) for over 17 years

JOHN BRYANT, Non Executive Director (RN

Appointed a Non Executive Director in March 2001 Mr Bryant (63)

15 a former Chief Executive of British Steel and, until December 2000,
was Joint Chief Executive of Corus Plc He 1s a Non Executive Director
of Costain Group Plc, and was a Non Executive Director of Bank of
Wales Plc between 1996 and 2001
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ALISON CARNWATH, Non Executive Director ¥4

Appointed a Non Executive Dlrecto'r in July 2000 Mrs Carnwath

{54} 1s a Non Executive Director of Friends Provident Group Plc, Land
Securities Plc and Man Group Plc After qualifying as a Chartered
Accountant, Mrs Carnwath spent 20 years working in investment
banking during which tme she was a Diector of J Henry Schroder
Wagg and a Managing Director of Donaldson Lufkin Jenrette She is
also a former Director of Vitec Group plc, QA Group plc, Arcadia Group
plc, Nationwide Building Society, Gallaher Group Plc, Manweb plc and
National Power plc

GERAINT TALFAN DAVIES, Non Executive Director M0

Appointed a Non Executive Director in July 2000 Mr Davies (63)

15 a former journahist whose career spanned both public and
private sector broadcasting including Controller of BBC Wales
throughout the 1990s and later as a member of the Radio Authonty
representing Wales He 15 also Charman of the Institute of Welsh
Affairs and a member of the BT Wales Advisory Forum, and former
Chasrman of The Arts Counal Wales (2003-2006)

DAME DEIDRE HINE, Non Executive Director R

Appointed a Non Executive Director in March 2001 Dame Deidre

(69) 1s Chairman of the BUPA Foundation and the Royal Society of
Medicine Press Board, a member of the House of Lords Appointments
Commussion and President of the British Medical Association

She 15 a former Chairman of the Commission for Health Improvement,
a former President of The Royal Soaety of Medicine and a former
Chief Medical Officer for Wales Dame Deidre was awarded the DBEIn
1996 for services to medicine

TONY HOBSON, Non Executive Director xR

Appointed a Non Executive Birector in February 2001 Mr Hobson
{59) 1s the Chairman of Northern Foods Plc and Sage Group Plc and
a Non Executive Director of HBOS Plc He 1s a Chartered Accountant
and was the Group Finance Director of Legal & General Group Ple
between 1987 and 2001, and the Senior Independent Director of
Thames Water Plc at the time of its acquisition by RWE in 2000

JAMES STRACHAN, Non Executive Director

Appointed a Non Executive Director in June 2007 Mr Strachan

(53) 1s a Non Executive Director of Legal & General Group plc and
Care UK plc, and 15 a member of the Court of Directors of the Bank
of England He was previously Chairman of the Audit Commission
(2002-06) and a Board member of Ofgem, the energy reguiator He
1s Chairman of RNID (the disability charity), where he was previously
Chief Executive, a Trustee of Somerset House, and he 1s a former
Disablity Rights Commussioner and Trustee of the chanty Save the
Children Earlier in hus career Mr Strachan was an investment banker
with Merrll Lynch for 13 years, latterly as a Board member of

Merrill Lynch International
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Membership of Board Commuttees
{Q} Quality and Environment

& Audt
{R} Remuneration
(N) Nomunations __

The Members
There are presently 63 Members, including
the Directors of Glas Cymru

A key role of the Members is to ensure that
the business remains focused onits pnimary
purpose of providing efficient high quality
water and sewerage services to Welsh Water's
customers In 5o doing Members carry out an
important corporate governance role

Members are selected in accordance with

a process overseen by an independent
Membership Selection Panel, which 1s
required to maintain a balanced and diverse
membership, which as far as possible is
broadly reflective of the range of customer
and other stakeholder interests served

by Welsh Water Membership is personal,
therefore Members do not represent any
particular group or stakeholder interest
Members do not receive fees nor do they have
any other financial interest in Glas Cymru

A list of the Members of Glas Cymruy,
together with the Company's Membership
Policy and Terms of Reference of the
Membership Selection Panel, i1s published
on the our website www dwrcymru com or
can be obtained by wnting to the Company
Secretary
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Directors'report

The Directors present their report and the audited financial statements of
Glas Cymru Cyfyngedig for the year ended 31 March 2007.

Pnnapal activities

A description of our principal activities and a review of the development and performance of the business,
including financial and operational performance, key performance indicators and a description of the principal
nsks and uncertainties facing the business are described in the Operating and Financial Review on pages 4 to

30 ('OFR") The OFR contains certain mformation of a forward-looking nature, which, by its nature, 1s uncertamn
since future events and circumstances can differ from those anticipated Nothing in this annual report should be
construed as a profit forecast

Finanaal results and ‘customer dividend”
Profit after tax for the financial year ended 31 March 2007 was £33m after funding the ‘customer dividend’
(2006 £16 million)

In 2006-07, customers received a‘customer dvidend’ of £25 milhon, or £19 per customer served by Welsh Water
(£9 50 for water and £9 50 for wastewater services) For the financial year 2007-08, for which water bills have
been 1ssued, the ‘customer dividend’ was increased to £20 per household (£10 for water and £10 for wastewater
services) at a cost of £27 milhon

Directors

Details of the present Directors are given on page 32 With the exception of Jim O'Sullivan who resigned on
31 July 2006, Peter Perry who was appointed a Director on 1 August 2006, and James Strachan who was |
appointed a Director on 1 June 2007, all Directors served throughout the financial year No Director has, or has
had, a matenal interest, directly or indirectly, in any contract significant to the Company’s business

|
At the Annual General Meeting on 6 July 2007 (‘2007 AGM’) Peter Perry and James Strachan wilt seek election as
Directors, and Nigel Annett, Chris Jones and Lord Burns will retire by rotation and seek re-election as Directors i
Further detalls are set out in the governance report on page 44 and in the Notice of 2007 AGM ‘

|

Details of the remuneration of individual Directors and of the remuneration strategy approved by the Board are
included in the Remuneration Report for the year ended 31 March 2007 on pages 37 to 42 Aresolution will be
proposed at the AGM to approve the 2007 Remuneration Report

The Company has in place Directors’ and officers’insurance giving cover agaimnst legal action brought against the
Directors and an indemnty in circumstances where they are not considered to be culpable Details are available
from the Company Secretary on request

Members

At the date of this report, Glas Cymru has 53 Members excluding the Directors of the Company but including

3 Members appointed duning 2006-07 and 2 Members appointed subsequent to the financial year-end Details of
changes in the membership since the 2006 AGM, together with information about the role of Members and the
process for their appointment under the direction of an independent membership selection panel, can be found
In the Governance Report on page 48 Further information on this, and brief details of the current Members, 15
avallable on request or may be obtained from our website www dwrcymru com

Responsible business

In addition to the informatien below, we descrbe our approach to meeting our corporate social responsibiliies in
the OFR on pages 16 10 23 Soaal, environmental and ethical risks are routinely taken into account in the internal
control processes descnbed in the Governance Statement on page 47
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Employees
At 31 March 2007 Welsh Water employed 165 people Other than the Directors of the Company, Glas Cymru has
no employees

Health and safety
We are committed to achieving high standards of health and safety, as there 1s nothing more important to us than
the health and safety of the people who work for us, and those we affect through our work

The process of health and safety management we adopt across our outsourced business structure, the
performance of Welsh Water and «ts contract partners in 2606-07 and our current challenges and goals are set out
in detail tn our 2007 Health and Safety Report A copy of this document is available on request or may be obtained
from our website www dwrcymru com

Environment and communtty

Continuous improvement in environmental performance and in managing the direct and indirect environmental
impacts of the business is key to our future success Our performance i1s monitored by the Quality and Environment
Committee of the Board ('QEC"), who also track development of key operational strategies as we aim to develop
more sustainable water and wastewater businesses based on environmental best practice and knowledge QEC
also reviews the cause of and Welsh Water response to all major environmental incidents As In previous years, a
copy of the 2007 QEC Report 1s avaifable on request or may be obtamed from the Welsh Water website

The business also encourages activate participation by our staff in the community, through various forms of
volunteering, chantable fund raisimg and community based projects, examples of which are included in the OFR

Research and development

All expenditure on research and development 1s incurred by Welsh Water, which continues to momitor and
selectively participate in water industry initsatives, most notably through membership of UK Water Industry
Research Limited Thraugh this, and by continuing to benefit from a shaning of best practice from the R&D
investment and iniiatives by Welsh Water's outsourced contract partners, we aim to maintain our achievements
in improving operational efficiency, and to ensure continued compliance with appropnate national and
international standards for potable water, sewage effluent and sludge treatment

Payment policy

Our policy 1s to agree payment terms at the start of a relationship with a supplier which will only be changed by
agreement Payment will be made in accordance with agreed terms, save where we advise supphiers when an
invorce Is contested, which we will do without unreasonable delay We will seek to remedy disputes as promptly
as possible Standard payment terms 1o suppliers of goods and services will be 30 days from date of receipt of

a correct invoice for satisfactory goods or services which have been ordered or receved, unless other terms are
agreed In a contract

In 2006-07, the average payment penod was 43 days (2006 61 days) Regulations require that in calculating this we
include within trade creditors momes retained under contract in respect of Welsh Water capital Investrment projects
This level of retentsons varies from year to year and adversely affects the average payment period for the year

Donations

During the year, chantable donations amounted to £32,874 (2006 £33,395} Indwvidual donations of above £200
were made to WaterAid (£17,900), Keep Wales Tidy (£10,000}, Mike Paines Bursary Memornal (£2,278), Ty Hafan
{£1,500) and Business in the Community (£1,000}

No donations are made 1o politicat parties Further, no payments or donations in kind have been made which are
required to be disclosed under the Political Parties, Elections and Referendums Act 2000
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Welsh Language Scheme

We operate an approved Welsh Language Scheme under the provisions of the Wales Language Act 1993 We
welcome dealing wath customers and other stakeholders in Welsh or English and aim to provide an equally
effective standard of service in both languages

Regulatory accounts {Welsh Water)

Condition F of the Instrument of Appomtment under which Welsh Water operates requires that Welsh Water
pubksh addmonal financial information as an ‘appointed business’ A copy of this information will be published
on our website www dwrcymru com or will otherwise be available on request from the Company Secretary after
31 July 2007

Going concern

The Directors are sansfied that the Group has adequate resources to continue 1n business for the foreseeable
future Accordingly, the financial statemenits for the year ended 31 March 2007 have been prepared on a going
concern basis

Auditors

PricewaterhouseCoopers LLP acted as auditors to Glas Cymru for the accounts for the year ended 31 March

2007 As part of the audit process Directors have confirmed that as far as each Director 15 aware (a) there 1s no
relevant audit information of which the Company's audiiors are unaware, and (b) they have taken steps to make
themselves aware of any relevant audit information and to establish that the Company’s auditors are aware of that
information

PricewaterhouseCoopers LLP have expressed ther willingness to continue as auditors and a resolution for their
reappointment will be constdered at the 2007 AGM

Subsequent events

In April 2007, DWr Cymru (Financing) Limsted took advantage of market conditions to terminate £433 million of
surplus floating to fixed interest swaps at a cost of £32 5 million Further information 1s provided in Note 27 to the
Accounts

HM Government have proposed to amend the rate of corporate tax from 30% to 28% with effect from 1 Apnl 2008
in the Finance Bill 2007 It has also announced prospective changes to the capital allowances regime from 1 April
2008, to be included in next year's Finance Bill The impact of these changes, and in particutar the effect on the
Group's deferred tax liability, will be reflected in the financial statements when these proposals become law

Annual general meeting
The notice convening the 2007 AGM to be held on Friday 6 July 2007 Is set out In a document sent to the
Members of Glas Cymru with this report

The business of the 2007 AGM includes the approval of the Directors’ Report and Financial Statements and the
Remuneration Report for the year ended 31 March 2007, the election or re-election of five Directors, a resolution
to comply with the Political Parties, Elections and Referendums Act 2000 and a resolution to reappoint the
auditors These resolutions are matters of ordinary business for the 2007 AGM There 15 no special business

By order of the Board

: AN

Richard Curtis LLB, ACIS
Company Secretary
8 June 2007
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Remuneration report 2006-07

Comphance

This report has been prepared in accordance with Schedule 7A of the Companies Act 1985 as introduced by the
Directors’ Remuneration Report Regulations 2002 (the ‘Regutations’) The report has been approved by the Board
and will be put to Members for approval at the 2007 Annual General Meeting (2007 AGM)

In accordance with the Regulations, the Directors’emoluments table, long-term performance related bonus table
and pension table on pages 40 and 42 have been audited, the remainder of the report has been reviewed for
consistency by PricewaterhouseCoopers LLP, but 1s not subject to audit under the Regulations

Remuneration Committee

The Remuneration Commuttee {the ’‘Committee’) 15 chaired by Alison Carnwath and compnises all the

Non Executive Directors The Charrman of the Board, along with the Managmg Director, attends meetings of the
Committee by invitation, as appropnate The Committee met on four occasions in 2006-07

The role of the Committee 1s to approve, implement and keep under review the remuneration policy and practice

and speafically

= to agree with the Board the policy and framework for the remuneration of the Chairman, Non Executive
Directors and Executive Directors and senior managers

m 1o agree the terms of service contracts and remuneration for Executive Directors and senior managers

s to determine incentive arrangements that encourage enhanced performance and reward individuals in a farr
and responsible manner for ther contnbution to the success of the Company

A copy of the full terms of reference of the Committee is avallable on the Company’s website or on request from
the Company Secretary

The Company Secretary and Head of Human Resources attend all meetings of the Committee and provide

information and advice as necessary In addition, the Committee has sought independent external advice on

certain aspects of remuneration policy and best practice In 2006-07, advisors to the Committee were

s New Bridge Street Consultants LLP ('New Bridge Street’), who advise on market best practice in the design
of incentive performance arrangements, the benchmarking of Directors’ remuneration and fees and sentor
management service contracts and remuneration and n relation to pension matters

» Linklaters & Alliance, who provide legal advice to the Commuttee on Directors’ service contracts and
pension matters

In the view of the Committee, there were no conflicts of interest in relation to these crganisatsons advising both
the Company and the Committee

Remuneration Policy

The aim of the remuneration policy Is to ensure that, in a competitive market place, the business 1s well managed
by high calibre executives who are incentivised to produce secior-leading performance for the benefit of Welsh
Water's customers, investars and ather key stakeholders The policy I1s designed to align as closely as practicable
the interests of the individual with the langer-term interests of the business, and, especally, the interests of

the customers of Welsh Water Accordingly, a hugh proportion of Directors’ remuneration 1s dependent on
performance

The executive remuneration package comprises four elements base salary and benefits, annual performance
related bonus, a longer-term performance related incentive and pension

The remuneration policy applhes to the senior management team, as well as to Executive Duectors, and has been

founded on the following principles

s overall, remuneration packages shall be broadly competitive when compared to the relevant market,

» the'at-nsk’ performance related component of Directors’ remuneration, which is non-pensionable, shall be
above that typical in comparator companies for the achievement of stretching performance targets,

n customer service and financial performance are the key critena by which the success of the business 15 judged
and shall therefore be key determinants of performance related pay,
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= only by an approprate combination of annual and longer term mcentivisation arrangerments can the
Committee ensure that individuals are motvated and that their interests are suitably ahgned with the longer
term objectives of Glas Cymru and the customers of Welsh Water, and

» the Remuneration Pohicy shall reflect the stated intention of the Board that Welsh Water should be one of
the consistently best performing water companies in the sector, and that to earn bonuses Directors must
outperfarm the level of customer service and financial performance expected by Welsh Water's regulators

For 2006-07 the comparator companies comprised the water companies (AWG, Kelda plc, Pennon ple, Severn
Trent plc and United Vtilities plc), together with National Gnd plc and Scottish Power plc The appropriateness
of the comparator group 1s reviewed on an annual basis

Bonus Policy Annual Performance Related Bonus

The maximum annual cash bonus payable 1s 80 percentage points of base salary ('PPBS'), with 50 PPBS (62 5%
of the maximum) being payable for reaching ‘target’ fevel of performance Maximum bonus 1s divided equally
between customer service and financial performance components

The customer service component is determined with reference to the ‘Overall Performance Assessment’ ('OPA’)
published by Ofwat, and can earn up to 40 PPBS for achieving 1st position in the OPA ranking of the ten water and
sewerage companies of England and Wales {'OPA League Table’) 8 PPBS (20% of the maximum) will be payable
for achieving median performance, being the average score of the 5th and 6th ranked companies, with ranking
above this (but not below) rewarded on a linear scale

The QPA includes non-financial performance measures for

» water supply e g interruptions to supply, restrictions on supply and dninking water compliance,

a sewerage measures e g sewage flooding incidents and quality of effluent discharges to the environment, and

s customer service performance e g speed of response to telephone and wntten billing enquines and handling
of wntten complaints

At the discretion of the Committee, this bonus enutlement may be adjusted upward or downward by up to 10
PPBS to reflect iIdentifiable and significant aspects of custamer service performance not captured by OPA

The financial component 15 based on net cash flow (before capital expenditure but after netinterest payable) and
can earn up to 40 PPBS Performance will be rewarded on a linear scale from zero for meeting the annual cash
flows 1n the regulatory settlement for 2005-10 announced by Ofwat in December 2004 (the ‘Final Determination’),
25 PPBS {62 5% of maximum) and 40 PPBS for reaching the respective target and maximum levels approved

by the Commuttee To achieve target level bonus accordingly requires that Welsh Water outperform the Final
Determination, which 1s a key requirement if the business 1s to achieve the challenging objectives set by the Board

The 2006-07 Accounts include a charge of £301,298 (equivalent to 43 5 basis points) reflecting the Committee’s
current estimate of Welsh Water’s relative performance for the year ended 31 March 2007 The Commuttee will
make its final assessment of bonus payable for 2006-07 in the Autumn 2007, following publication by Ofwat of its
Levels of Service Report

Bonus Policy Rolling Long Term Incentive Scheme (‘RLTIS)

The RLTIS 15 a longer-term incentive scherne mtroduced on 1 April 2005 on the basis of a rolling three-year period
(except duning the first two years) The maximum bonus payable under RLTIS will be 60 PPBS, with 30 PPBS (50%
of the maximum) being payable for reaching ‘target’ performance Maximum bonus 1s divided equally between
customer service and financial performance components

Payments under RLTIS will normally be made within six months of the end of the final year to which they
relate, but payment may be deferred at the discretion of the Committee in the event that there is a sigrificant
deterioration in performance Deferral may be for up to two years, or until the shortfall has been remedied,
whichever s the earlier
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In addition, payment of up to 20 PPBS will be deferred in the event that any of the Company’s bonds have been
put on credit watch by any of the Rating Agencies, either until taken off credit watch or until they have been
downgraded, in which case the 20 PPBS shall be forfeited

The customer service compenent will be determined with reference to Welsh Water's posiion i an adjusted
OPA League Table, compiled by aggregating OPA scores for each of the last three years up to and including the
relevant year of assessment Bonus will be payable on a shding scale of 100% (30 PPBS) for achieving 15t position,
75% for 2nd, 50% for 3rd, 25% for 4th and zero for being ranked 5th or below of the ten comparator companies

The financial performance component will be based on‘Financial Reserves' (Regulatory Capital Value less net
debt) at the end of the relevant year, as defined for the purposes of the quarterly Investor Report routinaly
published by the Company Growth in Financial Reserves is considered the best financial measure of customers’
interest in the business, as it 1s from Financial Reserves that the ‘customer dividend’ and additional investment
to dehiver service improvements will be funded Growth in Financial Reserves therefore captures the dynamics
on which the objectives of Glas Cymru were founded and aligns the financial interests of Executive Directors in a
direct and stmple way with those of customers

The Committee will normally confirm target ranges three years in advance However, these ranges will be subject
to revision by the Commuttee each year in certain arcumstances These include (a) where there are differences
between actual inflation and the assumptions onginally made, (b} where the Board changes the ‘customer
dividend’ after the ongrnal forecast was made, and (¢} where there 1s any other matenal influence on Financial
Reserves not origmnally foreseen and which the Committee determines to be outside the control of Executive
Directors Payment of bonus will be measured by reference to a lower limit, the Final Determination, at which

no bonus will be earned, a target level at which 50% of maximum will be earned and an upper limit, set by the
Committee, at which maximum bonus will be earned Again, to achieve target level bonus accordingly requires
that Welsh Water outperform the Final Determination

The Committee may at its discretion adjust any bonus calculation, up or down, to reflect events or factors that are
not captured by the bonus formulae described above, providing that justification for any such adjustment will be
disclosed in the next annual report

The 2006-07 Accounts include an accrual of £206,644 (equivalent to 3% 1 basis points} reflecting the Commuttee’s
current estimate of Welsh Water’s relative performance for the three year period ended 31 March 2007 The
Commmttee will make its final assessment of benus payable under the RLTIS for 2006-07 in the Autumn 2007
following publication by Ofwat of its Levels of Service Report

Remuneration Chairman and Non Executive Directors

Responsibility for determining the fees of the Chairman of the Board and of the Non Executive Directors sits with
the Commuttee and with the Board respectively These fees are reviewed annually and were last revised with effect
1 Apnl 2007, when they were increased to

Chairman £180,000 (2006 £172,000)

Non Executive Directors £50,000 (2006 £48,000)

No additional amount 1s payable to the Chairman or any Non Executive Director for the charrmanship of, or
membership of, Board Committees or for the undertaking of any special responsibihities on behalf of the Board
(further details of which can be found in the Corporate Governance Statement on page 44) Fees are reviewed
annually

The Chairman and the Non Executive Directors are appomnted under letters of appointment, terminable by esther
party on three months wnitten notice
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Remuneration Executive Directors

Satary

At 1 April 2007 the base salanes of the Executive Directors were as below

Nigel Annett {(Managing Director) £240,000 (2006 £231,000)

Chnis Jones (Finance Director) £185,400 (2006 £178,500)

Peter Perry (Operations Director} £185,400 (2006 £178,500) Appamted 1 August 2006

The Commuttee reviews base salary on an annual basis using competitive market data provided by
New Bridge Street

Bonus

Annual performance related bonus

In Autumn 2006 Executive Directors received an annual incentive bonus for the year ended 31 March 2006
equivalent to 68 9% of salary, of which 28 9% related to performance against customer service targets and 40% to
meeting financial targets This compared to an accrual in the 2005-06 Accounts of 49 9%

Rolling Long Term Incentive Scheme

In Autumn 2006 Executive Directors received a first payment under the RLTIS in respect of the period ended
31 March 2006 equivalent to 59 1% of salary, of which 30% related to performance against customer service
targets and 29 1% to meeting financial targets This compared to an accrual in the 2005-06 Accounts of 44 1%

Pensions

it 1s Company policy to make provision for pensions for Executive Directors Welsh Water has a Defined Benefit
pension scheme and a Defined Contribution pension scheme All Executive Directors are members of the
Defined Benefit Scheme

Transfer value

Accrued Pensions Increase in equivalent
{perannum)at  accrued pension  Transfer value ofincreasein  Transfervalue  Contributions  Contributions paid
31 March 2007 intheyear at3iMarch06  accrued pension  at31 March 07  paid by Director by company
NC Annett™ £72,785 £21,463 £421,890 £210,332 £747,623 £13,860 £50,127
(A lones™ £47 870 £9,150 £243,621 £73,250 £319,355 £10,710 £38,735
PD Perry ** £6,640 £6,640 - £58,519 £58,519 £7,140 £25,823

Accrued peasion includes previous seevice i Hyder Woter Pension Scheme
= Pater Perty jouned the Company en | August 2006
hm OSuilvin was o member of the defined contrbutions scheme £ whih there are oe acerzied fiabrities Companty contributions 19 the scheme unt! the date of kes resignation tolalted £8,554 (X006 £23,702)

Pnior to the introduction of the new pension tax regime on 6 April 2006, executive pension entitlement in the
Scheme were restricted by the Inland Revenue Earmings Cap with the bafance of therr entitlement being provided
by the Company through an un-funded arrangement The Company has chosen to remove the application of

the Earnings Cap mearing that all executive benefits can now be provided through the Scheme In the case of
NC Annett, this1s being phased m on an annual basis until such tme that the whole of his target pension can be
provided through the Scheme

The Company has made a provision for labilities ansing from contractual commitments to Executive Directors over
the previous Inland Revenue ‘earnings cap’ As at 31 March 2007 this liability totalled £105,000 (2006 £220,000)
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The normal retirement age for Directors under the Welsh Water Pension Scheme 1s 60 and, for the Defined Benefit
scheme, benefits accrue at 1/45th of salary per year of pensionable service, subject to a maximum overall pension
at normal retirement age of two-thirds of final pensionable salary Both the Defined Benefit and the Defined
Contribution schemes also provide life cover of four times pensionable pay for death in service, a pension payable
in the event of Il health and a spouse’s pension payable on death Executive Directors also participate in a private
health and medical insurance scheme

Directors’ emoluments (Excluding pension benefits and long term performance related bonus)

The table below reports emoluments recewvable in respect of the year ended 31 March 2007, and includes a
best esumate of the performance related annual bonus relating to customer service performance for 2006-07
The annual performance related bonus is ordinanly paid in October, following pubhication by Ofwat of 115 Levels
of Service Report, which sets out the comparative performance of the ten water and sewerage companies of
England and Wales and the OPA data for the financial year in question The extent to which this element of the
bonus has been over or under estimated will be disclosed in the Remuneration Report for next year

The Committee believes the presentation adopted below to be the most meaningful, as it allows a direct
companson of Directors' remuneration year on year The information required to comply with the Companies Act

15 provided in full and 15 disclosed in the table and in the supplementary notes

The following emoluments were earned by the Directors in respect of the financial year ended 37 March 2007

2006 07 tordBurns  NCAnnett  CAlones  JO%Sullivan PPerry  IMBryant ACarnwath GTDavies  DJHine Al Hobson Total
Salary - £231,000 £178,000 £89,250  £119,000 - £617,750
Benus 2006-07 Proviston

Annuat bonus® - £100,485  £77.648 £71,400 £51,765 £301,298
Benefits in kind* - £878 £669 £323 - £1,870
Compensation for

loss of office® £178,500 £178,500
Fees £172,000 £48,000 £48,000 £4B,000 £48,000  £48,000  £412,000

Total emoiuments
relaung 02006 07 £172,000  £332,363 (256,817  £339,473 {170,765  £48,000 £48,000 £48,000 £48,000  £48,000 £1,511,418

The following emeluments were earned by the Directors in respect of the financial year ended 31 March 2006

2005 06 Lord Burns ~ NCAnnett (A Jones )0 Sullivan PPerry JMBryant  Alamwath  GTDavies  DJHme  A)Hobson Total

Salary £220000 £170000 £94,508 - - - - - {484,808
Bonus 2005-06 Provision
Annuat bonus

pravided i the

accounts’ - 109,741 EB4.BOO £47,292 - - - - £261,833
2005 06 bonus

adjusiment - £41,839 32330 - - - £74 169
Total bonus® - 151380 £117,130 £47,202 - - £316,002
Benefits in kind* - £1,931 1,451 £708 - 4 030
Fees £164,000 - £45,000 £45000  £45,000 £45000 {45000  £389,000
Total emoluments

selating to 2005-06 £164,000 373,511  £288581 £142,808 £45,000 £45,000  £45,000 £45,000  £45000 £1,193 900
Motes

10'Sullwan resigned as o Director on 31 July 2006

2 PPery wos apposnted o Director on ? August 2066

3 Thefinancial statements for the year ended 31 Merch 2007 wctude apravision of £307 298 (43 5% of base salary) for annual cash boaus potentially paysble te Executive Duectors for performente i the
finencie! year 2006 OF This provision has been estimated on the basis thet perfarmance 1n Ofwat’s Overatl Performance Assessment for 2006-07 wilt be Sth The finaf ameunt to be pid te each Director
will be determmed when Ofwat publishes BP4 results for 2006-07 i the Autumi of 2007, and could be bigher or lower

Benefits  dund refate to secerpl of prvate medical isvrance, Bi health cover end ife nsumnce

A performance boritss of £241 833 was provided for in the Report and Accousts for 2005-06 and was estimeted on the basis that 0P pesformance on 2005-06 would be 5th.

The actua! perfarmance bosws i respect of J00% 06 totalied £116 002 (68 9% of salary) and was povd in Ocizber 2006, following publication of Ofveet's OFA report for 2005 06 which confirmed
Welsh Water's poutian as 3rd.

The fughest paxd Divector s 2006-07 was NC Annett wha receved emoluments of £332 363 (2006 NC Anaett £373 511)

The compensaton form foss of office equates to one year’s salary and, it accordance with ihe Companies Act 1985, 15 not nduded in the calcelanion of emeluments for the highest pand Director

Detls of payments under the Roliing Long Jert Incentive Scheme are disclosed on page 42 of the 2007 Remuneration Report

VRN
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Remuneration report 2006-07

Directors’ Earnings Rolling Long Term Incentive Scheme

In addition to the emoluments disclosed in the table on page 41, provision 1s made in the 2006-07 Accounts
for the second payment under the three year rolling long term incentive scheme (RLTIS} which 1s payable in
October 2007

The provision of £206,644 equates to 39 1% of salary, and has been estimated on the basis that the performance
in Ofwat’s Overall Performance Assessment for the three year perniod 2004-05 to 2006-07 will be 3rd, as follows
NC Annett £90,321

CA Jones £69,794

PD Perry £46,529

The final amount to be paid to each Director will be deterrmined when Gfwat publishes its OPA results for
2006-07 in Autumn 2007, and could be higher or lower than the provision made

The ‘Levels of Service Report’ pubhshed by Ofwat for the year ended 31 March 2006 ranked Welsh Water

third in OPA performance of the ten water and sewerage companses, Following publication of this report, In
November 2006 payments were made to executive Directors totalling £272,309 (equivalent to 59 1 basis
points) NC Annett £130,020, CA Jones, £100,470 and J O'Sullivan £41,819 Welsh Water’s relative performance
in 2005-06 exceeded the assumptions made in the 2005-06 Accounts, which provided an accrual for bonus of
£213,844 (equivalent to 44 1 basis points)

Directors’ Earnings: Long Term Bonus Entitlement (2001-2005)

In Autumn 2005, Executive Directors In post at 31 March 2005 received a payment under the long-term bonus
scheme that applied for the period 2001 to 2005 Under this scheme half of award earned at the end of the
four-year pericd was patd in Autumn 2005, with the remaining half deferred for two years, with no further
performance conditions Payment of the deferred award of £111,405 is payable to each of NC Annett and

CA Jones in Autumn 2007

Service contracts

The Executive Directors have service contracts that are subject to one year’s notice Directors’service contracts do
not provide for compensation to be payable in the event of early termination by the Company At the Company's
discretion, an Executive Director may be paid base salary alone in heu of notice As such, a significant element of
mitigation is built into the Executives Directors contracts should the Company choose to exercise its option to
make a payment in heu of notice

External appointments

The Board recognises the benefit of broadened expenence that might be achieved through the involvement of
Executive Directors in external activities Any appointment is subject to annual approval by the Committee and,
subject to the Committee’s agreement, a Director may retain any fees CA Jones Is a Non Executive Director of the
Principality Building Society, in respect of which he retains a fee of £26,000 per annum

Recommendation

The Committee believes that the Remuneration Policy continues to pravide the night balance of salary and
incentives to reward and motivate Executive Directors to the attainment of the challenging goals the Board has
set for the Company Accordingly, the Committee encourages the Members of Glas Cymrt to approve this 2007
Remuneration Report

At (ld WO

Alison Carnwath
Chairman Remuneration Commuttee
8 June 2007
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Corporate governance

Glas Cymru 1s committed to high standards of corporate governance and this is
critical to maintaining our credentials as a well-managed provider of an essential
public service in the eyes of Welsh Water's customers and regulators, and Glas Cymru’s
bondholders and other stakeholders

This report explains the key features of the Company’s governance structure and how 1t complies with the
applicable Principles of Good Governance and Best Practice as annexed ta the Listing Rules of the United
Kingdom Listing Authority (the ‘Combined Code adopted 1n 2003}, aithough not all of the provisions of the
Combined Code apply to Glas Cymru as a Company himited by guarantee The Company complies with all
applicable provisions of the Combined Code, save n respect of the appointment of a Senior Independent
Director which is referred to on page 49

The Board

The Board comprises ten Directors a Chairman, three executive Directors and six independent Non Executive
Directors The Company believes the Board has an appropriate mix of experience and expertise to oversee the
Group's business and to maximise the effectiveness of the Board ensuring that matters are fully debated and
that no individual or group dominate the Board's decision making process The Company considers each of the
Non Executive Directors to be independent

The roles of the Chairman and Managing Director are separate and clearly defined The Chairman is principally
responsible for ensuring the effective operation of the Board and that the information it receives is sufficient to
make informed judgements The Managing Director 1s responsible for leading executive management in the day-
to-day management of the business and for the implementation of the business plan, policies and procedures
adopted by the Board

The Non Executive Directors have access to all information relating to the Group, the advice and services of the
Company Secretary, and, as required, independent external advice at the expense of the company The Company
Secretary 15 an employee, but not a Director, of the Company

Biographical details of the current Directors can be found on page 32 to 33 With the exception of Jim O'Sullivan
who resigned on 31 July 2006, Peter Perry who was appointed a Director on 1 August 2006 and James Strachan
who was appointed a Director on 1 June 2007, all Directors held office throughout the financial year Each of

the Executive Directors has a written service contract subject to termmnation by the Company on twelve months
notice Each of the Non Executive Directors has a written letter of appomntment subject to termination by the
Board on three months notice Details of Directors’ remuneration and fees are provided in the 2007 Remuneration
Report on pages 37 to 42

Board proceedings

The Board meets regularly to set the strategic direction of the business and to review the operaung, financial and
risk performance of the business There 15 a formal schedule of matters reserved to the Board, which 1s reviewed
annually and which can only be amended by the Board This includes approval of the annual business plan (which
sets the operating and strategic objectives for the business, and the nsk framework within which the business will
operate), corporate policies, significant transactions above specified thresholds or outside the ordinary course of
business and the delegation of Board authority to committees and Executive Directors
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Corporate governance

The Board and its committees meet on a regular basis The table below summanses the number of meetings held
1IN 2006-07 and the level of attendance at each

Board Audit* Remuneration® Qe Nominations®

Number of meetings held in year 9 4 4 12 4

Number of meetings attended by

Lord Burns™

Nigel Annett

Chns Jones

Peter Perry @

John Bryant® 24

Alison Carnwath™ * %

|
+
&

'

Gerawnt Talfan Davies* 4

'
-y
r~

*

Dame Deidre Hine® ¥

Co WO WO W (WO |NO WD D
)
B
p—y
39

S
.
P [N DI N

Tony Hobson® "

Peter Percy was appouited a Director on 1 August 2006
tarmes Srazhon was appamted o Drecior on 1 June 2007

* Denotes commttee Charman

Election and re-election of Directors

In accordance with the Company’s articles of association, all Directors must stand for re-election at intervals of no
more than three years, and any new Director must stand for election at the first annual general meeting followng
his or her appointment

At the Annual General Meeting on 6 July 2007 (2007 AGM') two Directors, Peter Perry and James Strachan will
stand for election as a Director, this being the first AGM since therr appointment In addition, three Directors,
Lord Burns, Nigel Annett and Chris Jones will retire by rotation and seek re-election at the 2007 AGM The Board
recommends the appointment of each of the five Directors seeking re-election

Information, inductior and development of Directors

It 15 the role of the Chairman, aided by the Company Secretary, to ensure that the Board, its committees and
indvidual Directors receive timely and clear information in respect of the Company’s strategy and performance
to ensure meaningfut debate and effective decision making The Company Secretary also advises the Board on
corperate gavernance

The appointment of a new Director is the responsibiity of the Board, having received advice and
recommendation from the Nominations Committee In line with Principle AS of the Combined Code, new
Directors receive an induction programme to familiarise them with the business, the nsks and strategic
challenges, and the economic, competitive, legal and regulatory environment in which it operates

A programme also exists to ensure that all Directors have the opportunity to continually update their skills
and business knowledge This takes the form of occasional attendance on external courses, by the provision of
information and presentations 1o the Board on key strategic 1ssues and through visits to strategic operational assets

Evaluation of the Board

There 1s an established process to evaluate the performance of the Board, the Chairman and the pnincipal
commuttees of the Board This compnises questionnaires completed by all Directors, the conclusions of which are
collated and analysed by the Company Secretary and collectively discussed at the Board Thisis supplernented, as
approgpriate, by one to one discussions with each Director by the Chairman, following which acuions are agreed
to address 1ssues raised The most recent evaluation in March 2007 raised no matenal weaknesses or fallings, but
highlighted a number of minor aspects for consideration to further improve the effectiveness of the Board

The Board also met, without the Chairman, specifically to review and evaluate the performance of the Chairman
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The Chairman assesses the performance of the Managing Director after taking into account the views of other
Directors The performance of Executive Directors and Company Secretary is assessed by the Managing Director,
under a process of annual appraisal that apphes to all employees

Committees of the Board

There are four prinapal committees of the Board each of which has written terms of reference, which define the
role and responsibilities of the committee and which are reviewed annually the Nominations Committee, the
Audit Commuttee, the Remuneration Committee, and the Quality and Environment Committee

Membership of the various committees, which 1s intended to make best use of the skills and experience of Non
Executive Directors in particular, 15 set out on page 44 Following each committee meeting a summary of matters
discussed 1s reported to the Board, and the Board subsequently recewves the minutes of all committee meetings
Each committee of the Board has authority to employ the services of such advisors, within and outside the
Company, as it deems necessary to fulfil its responsibilities

Detalls of the work of the Audit Committee, Quality and Environment Committee and Nominations Committee
are set out below Details of the work of the Remuneration Commuttee can be found in the 2007 Remuneration
Report on page 37 In addition to contnbuting to the formal committees of the Board, certain Directors have been
allocated ‘special responsibilities’ covering important areas such as procurement (John Bryant), communications
{Geraint Talfan Davies) and government and regulation (Lord Burns} in Apni 2006, the Board alsc established a
Finance Commuttee to approve finance transactions where a decision 1s required between formal meetings of the
Board

Nominations Committee

The Nominations Committee meets on an ad hoc basis It 1s chared by the Chatrrman of the Board and compnises
the five Non Executive Dhrectors and the Managing Director Other Executive Direciors attend meetings at the
invitation of the Charrman

The role of the Nomimations Committee Is to review the size, structure and composition of the Board and, in

particular, to

m lead the process and, with the aid of external search and recruitment consultants, make recommendations to
the Board on Executive ar Non Executive Director appointments

» ensure that there 15 a ngorous and transparent process for the appointment of new Directors

a keep under review the composition of the Board through routine evaluation of the skills, knowledge and
experience around the board table

= ensure that plans are in place for orderly succession for appointment to the Board and to other seror executive
management positions

The Commuttee met on four occasions in 2006-07 with all members at the time present

The Board has commenced a process of planning Board succession and Russeil Reynolds & Associates has been
engaged to advise the Commuttee and the Board on the recruitment of new Non Executive Directors The Board
faces an unusual challenge n that five of the current Non Executive Directors, who were appointed within a short
time of each other in 2000-01, will have served as Directors for nine years by May 2010

The Committee and the Board have agreed in principle that it would be in the best interests of the company (and
of the customers of Welsh Water) to, in due course, consider extending the term of office of some of the Non
Executive Directors beyond nine years This would facilitate some continuity on the Board between the AMP4
(2005-10} and AMPS (2010-15) regulatory investment periods, and around the first review 1in 2010 of contract
pricing under Welsh Water's outsourced procurement arrangements This would also significantly reduce the nisk
otherwise associated with completing a Board refresh over a relatively short three-year penod
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Audit Committee

The members of the Audit Committee are independent Non Executive Directors Tony Hobson (Chairman),
Alson Carnwath, Geraint Talfan Davies and James Strachan By invitation of the Chatrman, maetings of the
commuttee are attended by the Finance Director, Head of Business Assurance and Internal Audit and
selected other senior managers The Company Secretary acts as secretary o the Committee

The Board considers that Tony Hobson, a chartered accountant and until 2001 Group Finance Director of
Legal & General Group plc, has the significant, recent and relevant financial experience required to ¢hair the
Audit Committee

The role of the Committee 15 to receive and challenge reports from executive management and, as appropriate,

from the Group’s internal and external auditors, and in particular to

w review and adwvise the Board on the Group’s interim and annual financial statements, its accounting policies and

on the control of its financial and business risks

review the nature and scope of the work to be performed by the external auditors and outsourced internal

audrt function, the results of their audit work and of the response of management

s review and advise the Board on the effectiveness of the Group's internal control environment, including the
‘Whistleblowing’ procedures

s make recommendations on the appomtment and remuneration of external auditors and to monitor

their performance

approve and monitor the polcy for non-audit services provided to the Group by the external auditors to ensure

that the independenca of the auditors 1s not compromised

During 2006-07, the Audit Committee met on four occasions, with all members present The Comnttee reviewed
the draft annual and interim reports and associated preliminary and interim results announcements, focusing on
key areas of judgement and significant accounting poltcies Time 15 allocated at two meetings a year to review
the findings of the risk management process, including a review of mingation plans for significant business risks
Significant reports and 1ssues anising from the nsk based audit programme are discussed at every meeting

Relationships with the external auditor and outsourced internal audit service provider are managed through the
Managing Director and Finance Director During the year, the Audit Commuttee approved external and internal audit
plans, and met privately with the internal and external auditors without executives present as part of its annual
review of audit independence The Audit Commuttee also met with Executive Directors and management On the
basis of this work, the Audit Commuittee is able to assess the ongoing effectiveness of internal and external audsit

The role of internal audit 1s to advise management and the Board on the extent to which systems of internal
control are effective and to provide independent and objective assurance that the processes by which significant
risks are identified, assessed and managed are appropriate and effectively applied The interna! audit work-plan
(which covers the scope, authonty and resources of such activity) 1s determined through a structured process of
nsk assessment and is approved by the Audit Committee

In 2006-07 PricewaterhouseCoopers LLP was re-appointed as external auditor following a process of competitive
tendenng of external audnt services During the year, the conduct, but not the management, of internat audit
actvity was outsourced to Grant Thornton, which gives access to a wider range of expenenced auditors

The Audit Commuttee has reviewed the polictes of the external auditors to ensure their iIndependence and that of
their engagement partner and that stated policy on non-audit fees has been met This provides that the external
auditor will not be used for internal audit services, and all non-audit work above a threshold of £25,000 will be
subject to prior competitive tenderning and approval by the Audit Commuttee Total auditor remuneration 15
analysed between audit and nen-audit work in Note 4 to the Accounts on page 63
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The terms of reference of the Audit Commuttee include all matters required by the Combined Code and the
Committee reviews its own effectiveness through a process of annual self-assessment The Committee has
unrestricted access to Company documents and staff and to external auditors and the Finance Director and

Head of Business Assurance and external auditors each have a right of direct access to the Chairman of the

Audit Commuttee in respect of matters they wish to bring to his attention .

Quality and Environment Committee {(QEC)

QEC meets each month and comprises two Non Executive Director members (Dame Daidre Hine, Charr, and
John Bryant) and two Executive members {Peter Perry and Tim Masters, Head of Operational Performance),
advised by two independent experts on the public health and operauonal aspects of water supply and
environmental management By invitation of the Chair, meetings of the Commuttee are attended by Director
level representation from Welsh Water's principal operating partners, United Utilities Operating Services and
Kelda Water Services Wales The Company Secretary acts as secretary to the Committee

The role of QEC s 10

» Advise the Board on matters of operationaf policy and practice, and to routinely review the performance of
Welsh Water and 1ts contract partners against key performance indicators, in relation to matters of public
health, compliance with drinking water regulations and environmental laws and regulations and occupational
health and safety

= Review the development of key operational strategies, as Welsh Water aims to develop more sustamable water
and wastewater businesses based on industry best practice and knowledge

» AssessWelsh Water’s management of and response to significant water quality or environmental incidents, or
any weakness identified under the internal audit quality programme of work

QEC produces an annual report to the Board, which 1s a published document This report is issued to the Drinking
Water Inspectorate and Environment Agency (the ‘Quality Regulators’), and the Board is reguired to notify the
Quality Regulators at once if it does not implement any recommendation made by QEC The activities of QEC are
also subject to review by Welsh Water’s Reporter (the independent consultant appointed by Welsh Water with
the approval of Ofwat} whao will report to Ofwat and the Quality Regulators on the effectiveness of Welsh Water's
system of planning and internal control Copies of the 2007 QEC Report may be obtamned on request from the
Company Secretary or from our website www dwrcymru com

Internal control and nisk management

The Board Is responsible for the Group's system of internal control and for monitoring its effectiveness An essental
part of internal control is the establishment of processes designed to idenufy, evaluate and manage the significant
nsks faced by the Group (for further information see page 28, Principal Risks) However, there are imitations in

any control process and even the most effective system can only provide reasonable, and not absolute, assurance
against matertal musstatement or loss In assessing what constitutes reasonable assurance, the Board has regard to
materiality and to the relationship between the cost of, and the benefit from, internal control systems

Key features of the system of internal control and risk management are

» systems that provide clear accountability for sk management and provide assurance to successive levels of
management and to the Board, including regular reporting of performance for alt significant aspects of the
Group's business

= cantrols that recogruse that the nature and balance of risk changes and evolves continuously and provide a
framework within which controls, standards and policies are progressively developed

» key risks and hazards are identified, measured and managed to achweve an acceptable balance between nsk
and reward in delivery of the annual business plan, through which the Board approves the parameters of
acceptable risk for the business

s assurance Is provided by external independent audit and assessment of internal quality management systems
All audit activity 1s conducted under broad nsk based programme approved by the Audit Committee, which 15
designed to ensure that management information 15 accurate timely and relevant and reflects the true position
of the business
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= procedures exist to monitor policies for the approval and control of major items of capital expenditure, the
acquisition and disposal of material assets, or the entenng into of any arrangement that gives rise 1o, or could
give rise to, a materal hability

s managing nisk 15 a responsibiity for all managers in the business For each major type of nsk, there s a
designated individual or team to ensure that appropriate guidance is available for managers across the
business

Executive management review the effectiveness of risk management controls on a continuing basis through a
Risk Management Group, chaired by the Managing Director This group reviews and challenges the robustness
of risk management procedures, including that of Welsh Water’s contracting partners, and mcludes areas such

as public health, environment, business ethics, employment, occupational health and safety and business
continuity The Risk Management Group also monitors procedures that encourage all staff to participate in open
two-way dialogue to ensure that nisk is understood and managed early and effectively, and to learn from our
own expentence and the experience of others to promote best practice The Audit and Quality and Environment
Committees of the Board recerve an update on the Group’s Risk Register and process of risk management at least
every six months

In judging the effectiveness of the Group's systems of internal controls, the Board considers periodic reporting
from the Risk Management Group, the Audit Committee and the Quality and Environment Committee, in
addition to its routine monitoring of key performance indicators and monthly reports of financial and operational
performance, which flag variances agamst business plan and budget By so doing, the Board reviews the
effectiveness of the internal control system over the course of the year

Members

A key role of the Members of Glas Cymru 1s to ensure that the business remarns focused on 1ts primary purpose of
providing efficient high quality water and sewerage services to the commurities served by Welsh Water In doing
this, Members carry out an important corporate governance role - and for this reason membership is personal
Members are not appointed to represent any particular group or stakeholder interest

Members are appointed by the Board, but enly individuals recommended by an independent membership
selection panel (the ‘panel’) can be considered for appointment The role of the panel 15 to recommend individuals
who In a written application have shown they have the skilts, experience and interests to be an effective Member
In addrtion the panel 1s required to ensure that overall a balanced and diverse membership 1s maintained, which

is as far as possible broadly reflective of the range of customer and other stakeholder interests served by Welsh
Water The Chairman of the panel has confirmed to the Board compliance by Glas Cymru with the terms of its
published Membership Policy

At the date of this report, Glas Cymru has 53 Members, excluding the Directors of the Company but including

3 Members appointed during 2006-07 and 2 Members appointed subsequent to the financial year-end Also
subsequent to the financial year-end, and following evaluation and recommendation by the panel, 13 of the

14 Members whose term of office will expire at the end of the 2007 AGM, have applied for and have been
reappointed for a further three-year term ending at the end of the AGM 1n 2010 As a result on 6 July 2007 the
number of Members (exctuding the Directors) will reduce 10 52 Further details of the Membership Policy and the
Members of Glas Cymru can be obtained from the Company Secretary or from our website www dwrcymru com
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Communication with Members and key stakeholders

The Board attaches high importance to maintaining good relationships with Members and alt key stakeholders
Members of Glas Cymru have regular opportunity to meet with Directors and all Members attended at least
one of the two Members Meetings in the year at which ali Directors, including the chairmen of the key Board
committees, were avallable to answer questions All Members, including those unable to atiend any meeting,
receive a written brief of 1ssues discussed

In addition to an annual bondholder/investor meeting, there are informal meetings with bondholders and

other investors, who may request a meeting with an independent Non Executive Director at any time The Board
receives a report following meetings with investors following the announcement of intenm and preltminary
results for any period Regular communication is also mantained with each of the economic, quality and
customer service regulators of Welsh Water As a result of the above, the Board has concluded that the nomination
of a Senior Independent Director would notimprove governance and has not appomted one

By order of the Board

Rl

Richard Curtis LLB, ACIS
Company Secretary
8 June 2007
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Directors'responsibility

The Directors are responsible for preparing the Annual Report and the Group and parent Company financial
statements in accordance with applicable law and regulations

Company law requires the Directors to prepare Group and parent Company financial statements for each financial
year They are required to prepare the Group financial statements in accordance with International Fiancial
Reporting Standards ('IFRS) as adopted by the EU and have elected to prepare the parent Company financial
statements on the same basis

The Group and parent Company financial statements are required by law and IFRS as adopted by the EU 1o
present fairly the financial position of the Group and the parent Company and of the performance for that period,
the Companies Act 1985 provides in relation to such financial statements that references in the relevant part of
that Act to financial statements giving a true and fair view are references to their achieving a farr presentation

In preparning each of the Group and parent Company finanaial statements, the Directors are required to

= select suitable accounting policies and then apply them consistently

u make jJudgments and estimates that are reasonable and prudent

a state whether they have been prepared in accordance with IFRS as adopted by the EU

= prepare the financial statements on the going concern basis unless itis Inapproprate to presume that the
Group and the parent Company will continue in business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the parent Company and enable them to ensure that its financial statements comply
with the Companies Act 1985 They have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the Group and to prevent and detect fraud and other irregulanties

Under apphicable law and regulations, the Directors are also responsible for preparing a Directors’Report, a
Directors’ Remuneration Report and the Corpeorate Governance Statement that comply with that law and
those regulations

The Company 15 responstbility for the maintenance and integrity of the corperate and financial information
included on our Company’s website Legislation in the UK governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions

By order of the Board

o

Richard Curtis LLB, ACIS
Company Secretary
8 June 2007
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Independent auditors’ report to the members of Glas Cymru Cyfyngedig

We have audited the Group and parent company financial statements (the ‘financial
statements’) of Glas Cymru Cyfyngedig for the year ended 31 March 2007 which
comprise the Consolidated Income Statement, the Statement of Changes in Reserves,
the Consolidated and parent company Balance Sheets, the Consclidated Cash Flow
Statement and the related notes

These financial statements have been prepared under the accounting policies set out therein We have also
audited, at the request of the Directors, the information 1n the Directors’ Remuneration Report that 1s described as
having been audited

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Urion are set
out In the Statement of Directors’ Responsitnlimes The Directors are also responsible for preparing the Directors’
Remuneration Report (because the Company applies the requirements of Schedule 7A to the Companies Act
1985 asif It were a listed company)

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) We also, at the request of the Directors,
audit the part of the Directors' Remuneration Report to be audited {because the Company applies the
requirements of Schedule 7A to the Companies Act 1985 as if it were a histed company) This report, including
the opinion, has been prepared for and only for the company’s members as a body in accordance with Section
235 of the Companies Act 1985 and for no other purpose We do not, in giving this opinion, accept or assume
responsibility for any othar purpose or to any other person to whom this report 15 shown or into whose hands it
rmay come save where expressly agreed by our prior consent in writing

We report to you our opinion as to whether the financial statements give a true and fair iew and whether

the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly
prepared in accordance with the Companies Act 1985 We report to you whether in our opinion the information
given in the Directors’ Report Is consistent with the financal statements The information given in the Directors’
Report includes that specific information presented in the Operating and Financial Review that s cross referred
from the Business Review section of the Directors’Report We also report to you If, in our opinion, the company
has not kept proper accounting records, if we have not received all the information and explanations we require
for our audit, or if Information specified by law regarding Directors' remuneration and other transactions 1s not
disclosed

We read other information contained in the Annual Report and consider whether it 1s consistent with the audited
financial statements The other information comprnses only the Directors’ Report, the unaudited part of the
Directors' Remuneration Report, the Chairman’s Statement, the Operating and Financial Review and the
Corporate Governance Statement We consider the implications for our report if we become aware of any
apparent misstatements or matenal inconsistencies with the inantal statements Our responsibilittes do not
extend to any other information

We also, at the request of the Directors (because the company applies the Financial Services Authority listing
rules as if it were a listed company), review whether the corporate governance statement reflects the company's
compliance with the mine prowisions of the 2003 FRC Combined Code specified for our review by the Listing Rules
of the Financial Services Authonty, and we report if it does not We are not required to consider whether the
board's statements on internal control cover all nsks and controls, or form an opinion on the effectiveness of the
company’s corporate governance procedures or its nsk and control procedures
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Independent auditors’ report to the members of Glas Cymru Cyfyngedig

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and freland} issued by the
Auditing Practices Board An audit includes exarmination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements and the part of the Directors’ Remuneration Report to be audited It also
includes an assessment of the sigruficant estimates and judgments made by the Directors in the preparation of
the financial statements, and of whether the accounting policies are appropriate to the Group's and company's
arcumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we

considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial statements and the part of the Directors’ Remuneration Report to be audited are free from material
misstatement, whether caused by fraud or other rrregularity or error In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the financial statements and the part of the Directors’
Remuneration Report to be audited

Cpinion

In our opimion

u the Group financial statements give a true and fair view, 1n accordance with IFRSs as adopted by the
Eurgpean Union, of the state of the Group's affairs as at 31 March 2007 and of its profit and cash flows for the

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors, Cardiff
13 June 2007
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Primary statements

Consolidated income statement for the year ended 31 March 2007

2007 2006
Note £m fm
Revenue 5780 5535
Operating costs
- Operational expenditure 4 {228 6} (21323
- Infrastructure renewals expenditure 4 (84 1) {48 8)
- Depreciation and amortisation ] {111 8) {97 5)
- Profit on disposal of fixed assets 4 08
Operating profit 1535 1948
Finan¢ing costs
- Interest payable and similar charges 3a (159 1) (156 9)
- Interest recevable 32 74 67
- Fawr value gains/{losses) an financial instruments 3b 457 (333)
{106 0) (183 5}
Profit before taxation 4 475 113
Taxation {charge)/credit 5 (14 2) 48
Profit for the year 333 51
Statement of changes in reserves for the year ended 31 March 2007
2007 2006
fm fm
Reserves at 1 Apnl (79 2) (953)
Profit for the year 333 161
Reserves at 31 March {45 9) (792

The Group has no other recagnised gains or losses inthe year {2006 ntl) and accardingly a statement of recognised income and expense has not

been presented There are ne changes in reserves of the parent company duning the year

Report & Accounts 2007

GLAS CYMRU (Company Number 39757169) 53




Primary statements

Consolidated balance sheet as at 31 March 2007

2007 2006
Note fm £m
Assets
Non-current assets
Intangible assets 3 70 44
Praperty, plant & equipment 7 28469 27956
Investments 8a -
Finanoal assess
-derivative financial instruments 4 147 63
2,863 6 2,806 3
Current assets
Trade and other recevables 3 904 87
Finangal assets
- held to matunty investments 10 - 03
- derivative financial instruments 14 42 42
{ash and cash equivalents 1 1580 140
2526 1052
Liabilittes
Current habilities
Finanaal habilities
- borrowings 3 {65 8} {124 6)
- dervative inancial instruments 14 {38 8) 62)
{rade and other payables 12 {101 5} (118 5)
{206 1) (249 3)
Net current assets/{liabthties) 465 (144 %)
Non-current liabilites
Financial iabihities
- berrowings 13 (2,5200) (2,244 9)
- dervative financial instruments 14 (36 0) {105 9}
Trade and other payables 12 25 -
fetirement benefit ohligations n (55 {66}
Provisions 16 (8 6) {98)
{2,572 6} {2,367 2}
Net assets before deferred tax 3425 2950
Deferred tax 17 (388 4) (374 2}
Net habilittes 45 9) (792)
Reserves
Reiained earnings 45 9) 792
Total reserves (45 9) (7192

These financtal statements were approved by the Board of Directors on 8 June 2007 and were signed on its behalf by

N C Annett
Managing Direcior
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Parent company baiance sheet as at 31 March 2007

2007 2006
Note £m fm
Assets
Nen-current assets
Investment i subsidianes b - -
Current assets
Trade and other receivables 9 34 34
Cash and cash equivalents 11 01 01
35 35
Liahilities
Current habilities
Trage and other payables 2 (35 (35
Net assets - -
Reserves

Retained earnings

Total reserves

These financial statements were approved by the Board of Directors on B June 2007 and were signed on its behalf by

N C Annett
Managing Director

Report & Accounts 2007
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Primary statements

Consohdated cashflow statement for the year ended 31 March 2007

2007 2006
Note im im
Cash generated from operations 18 2456 2593
Interest received 71 72
Interest paid nnH {1398)
Tax pand iR
Net cash inflow from operating activities 1790 1256
Cash flows from investing activities
Purchase of property, ptant and equipment {188 7} (1825)
Grants and contributions received 225 168
Proceeds from sale of property, piant and equipment - 08
Net cash used in1nvesting activities {166 2) {164 9)
Net cash inflow/{outflow) before financing activities 128 {393)
Cash flows from financing activities
Leng term loans and finance leases received 322 Nnis
Revolving credit facility {repaymants)/drawdowns (45 3} 1453
Purchase of own bonds (33)
Bond redemption - (465 5)
Bonds issued 1500 -
Caputal element of finance lease payments (5 5} 52
Reduction in financial assets 03 336
Other loan repayments {0 5} {04)
Net cash used in finanaing activities 13112 (181 7)
Increase/{decrease} in net cash 19 1440 (2210
Net cash at 1 Apnil 140 2350
Net cash at 31 March n 1580 140

The parent company had no cashflows during the year
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Notes to the financial statements

1 Accounting policies, finanang sk management and accounting estimates

Basis of preparation .

The financral statements are prepared in accordance with International Financial Reporting Standards (IFRS) as adopted by the European Union
and those parts of the Companies Act 1935 applicable to reporting under IFRS The financial statements have been prepared under the histoncal
cost convention as modified by the revaluation of certain financial tstruments to fair value in accordance with [FRS and as perrmitted by the Fair
Value Directive as implemented in the amended Companies Act 1985

At the date of appraval of these finangal statements, the follawing Standards and Interpretations which have nos been applied in these financial
statements were in issue but not yet effective

IFRS 7 Finanaial Instruments Disclosures, and the related amendment to [AS 1on capital disclosures
IFRS 8 Operating Segments

IFRICB Scope of IFRS 2 - Share Based Payment

IFRICY Reassessment of Embedded Dertvatives

IFRICI0 Intenm Financial Reporting and Impairment

IFRIC11  Group and Treasury Share Transactions

IFRIC12  Service Concession Arrangements

The Directors anticipate that the adoption of these Standasds and Interpretations in future penods will have no matenial impact on the finanaal
statements of the Group except for add:tional disctosures that may be required an financiak mstruments when the relevant standards come inte
effect for periods commencing on or after 1 January 2007

Basis of consolidation

The cansolidated financtal statements include the financial statements of the company and all of its subsidiaries The results of companies and
businesses acquired duning the year are dealt with in the consolidated financial statements from the date of acquisition Intra-group transactions
and profits are eliminated on canselidation

Accounting policies for the year ended 31 March 2007
The principal accounting policies adopted in the preparation of these financiaf statements are set qut below These policies have been consistently
applied to all the years presented

Revenue recognition

Reventre represents the income recesvable in the ordinary course of business for services prowided, excluding value added tax Where services have
been provided, but for which no invoice has been raised at the year-end, an estimate of the amounts are included inrevenue See further details in
the cnitical acceunting estimates section

Revenue recognused reflects the actual charges levied on customers in the year The difference between the actual revenue and the level of revenue
that could have resulted had the full Ofwat allowed level of charges been levied 15 referred to as a ‘customer dividend’

Property, plant & equipment
Praperty, plant and equipment are includ ed at cost less accumulated depreciation Cost reflects purchase price together with any expenditure
directly attributable to bringing the asset into use, including directly attnbutable internai costs but excluding interest

Property, plant and equipment comprise

{1} mfrastructure assets (being mains and sewers, impounding and pumped raw water storage reservolrs, dams, sludge pipehines
and sea outfalls), and

{u) other assets {including properties, overground eperational structures and equipment, and fixtures and fittings)
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Notes to the financial statements

The carrying value of assets 1s reviewed for impairment if circumstances dectate that the carrying value may not be recoverable Asset lives and
residual vaues are reviewed annually, which has this year resulted in a change to the useful economic ife of water distribution network assets

Infrastructure assets

Infrastructure assets, which compnise principally of impounding reservoirs and a network of underground water and wastewater systems, are
stated at fair value on the date of transttion to IFRS as a deemed cost under the exemption available under IFRS1 For zccounting purposes, the
water system 1s segmented into companents representing categories of asset classes with similar charactenstics and asset lives The wastewater
systen 15 segmented into components representing geographical operating areas reflecting the way the Group operates its wastewater activities

Expenditure on infrastructure assets relating to increases In (apacity, enhancements or matenal replacements of netwaork companents, is treated
as addwions, which are incdluded at cost Expenditure incurred n repainng and mamtaining the operating capability of individual infrastructure
comgonents, Infrastructure renewals expendsture, 1s expensed i the year in which the expenditure 1s incurred

The depreciation charge for infrastructuse assets s determined for each component of the netwark and 15 based on each component’s cost,
estimated residual value and the expecied remaining average useful life The usefu! average economic lives of the infrastructure components range
from 80 to 150 years (2006 60 to 150 years)

Other assets
Other assets are depreciated on a straight line basis over their esimated useful economic lives, which are as follows

Freehold buildings 60 years

Leasehold properties over the lease pened
Operanignal structures 40 - 89 years

Fixed plant 8- 40 years
Veheeles, mobile plant, equipment and

computer hardware & software 3- 16 years

Assets in the course of construction are not depreciated untid commissioned

intangible assets

intangible assets, which comprise prnaipally computer software and system developments, are ncluded at cost less accumulated depreciation
Cost reflects purchase price together with any expendture directly attnbutable to bringing the assel into use, including durectly attnbutable
internal costs but excluding interest

The carrying values of inkangible assets are reviewed for impairment if arcumstances dictate the carrying value may not be recovered

Intangible assets are depreciated on a straight line basis over their estimated useful economic ives, which range between 3 and 15 years
These asset lives are reviewed annually

Leased assets

Where assets are financed by leasing arrangements, which transfer substantially all the nisks and rewards of ownership of an asset to the lessee
(finance leases), the assets are capitalised and incfuded in ‘property, plant & equipment’ with the corresponding hability to the lessor included
within ‘finance liabilities — horrowsngs’ Leasing payments are treated as consisting of a capital element and a finance charge, the caputal element
reducing the oblhigation to the fessor with the finance charge being recognised over the pened of the lease based on its implicit rate sp as to give a
constant rate of iterest on the remaintng balance of the hability

Al other leases are regarded as operating leases Rental costs ansing under oparating leases are charged to the income statement on a straight-
line basis over the period of the lease

Asset revaluations

The economic value of the Group's water and sewerage business 15 derved from the regulatory capital value {RCV) set by Ofwat duning its five
yearly price reviews Accordingty, the carrying values of the requlatory assets will be penodically revalued to their economic values at five-
yearly intervals, starting on 31 March 2010 The previous revatuation of regulatory assets was undertaken at 31 March 2004, as part of

the transition to IFRS
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Grants and customer contnibutions
Grants and customer contributions in respect of expenditure on praperty, plant and equipment have been offset agamst fixed assets

Grants in respect of revenue expenditure are credited to the Income Statement over the same period as the related expenditure is incurred

Capital expendtture programme incentive payments

The Group's agreements with its constructien partners involved in delivering capital expenditure programmes incorporate incentive bonuses
payable after completion of the programmes The cost of fixed asset additons includes an accrval for incentive bonuses earned to date, relating
to projects substantially completed at the year-end, where the likelihood of making the incentive payment 1s considered probable Amounts
recoverable from contract partners, relating to targets not berng achieved are only recognised on completed projects

Target cost contracts
The Group maintans target cost contracts with its main operating partners The Group’s policy in respect of pain/gain share payments/receivables
ansing from these contracts 15 to recogmise when final agreement wath the relevant service partner has been achieved

Allowance for doubtful debts

Trade receivables are first assessed indmidually for impairment, or collectively where the receivables are not individually significant Where there s
no objective evidence of impairment for an individual recewvable, it 15 included in a group of recervables with similar credit sk charactenstics and
these are collectively assessed for impairment Movernents in the provision for doubtful debts are recorded in the ncome statement

Cash and cash equivalents

Cash and cash equivalents include taghly fiquid investments that are readily convertible into known amounts of cash and which are subject 1o an
insignificant nisk of change 1n value Such investments are normally these with fess than three menths matunity from the date of acquisition and
typically include cash in hand and deposits with banks or other financial nstitutions, less any overdeafts

Pension costs

The majority of the Group’s employees belong to the Group pension scheme, which 1s funded by bath employers'and employees’ contnbutions and
wehich 15 of the defined benefit type Actuanal valuations of the scheme are carried out at intervals of not more than three years Contribulion rates
are based on the advice of a professionally quahified actuary

For the Group's defined benefit scheme, the aet asset or liabulity recognised 1n the balance sheet represents the present value of the defined benefit
oblegations less the fair value of the plan's assets In accardance wath the amendment to 1AS19, all cumutative actuarial gains and losses have been
recognised in reserves at the date of transition ta IFRS

The full cost of providing pension berefits to employees (including the expected return on scheme assets and miterest on scheme liabilinies) 18
reported in the income statement within operating costs All actuarial gains and losses are also recognised in the year in which they anse in
determining the profit or loss for the year

Financial habilities — borrowings

Debt 15 initially measured at fair vatue, which is the amaunt of the net praceeds after deduction of directly attnbutable issue costs, with
subsequent measurement at amartised cost Debt issue costs are recognised in the income statement over the expected term of such instruments
at a constant rate on the carrying amount

Foreagn currency borrawings are transtated intg sterling at the rates ruling at the batance sheet date
Finanaal assets

Financial assets represent held to matunty investments that are non-derivative, with fixed or determinable payments and fixed matusities of over
thiee months at the date of acquisition, which the Group intends to hold until matunty
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Denvative financial mstruments
Denvative instruments utilised by the Group are currency swaps, currency forward exchange coniracts and interest rate swaps Derwvative
instruments are used for hed ging purposes to alter the nsk prafile of existing underlying exposures within the Group

Denvattves are recogmsed imitially, and are subsequently remeasurec at fair value

The movement in the fair value between balance sheet dates 1s recognised in the income statement to the extent that suchnstruments do not
qualify for hedge accounting under IAS 39 At present, no such denvatives qualify for hedge accounting

Deferred taxation
Deferred corporation tax 1§ provided, using the hability methad, on all temporary differences at the balance sheet date between the 1ax bases of
assets and liabilities and their carrying amounts for financial reporting pueposes

Deferved tax habilities are recogrised in respect of all temporary differences Deferred tax assets are recogmised for all deductible temporary
differences, carry-forward of unused tax assets and tax losses, to the extent that they are reqarded as recoverable They are regarded as recoverable
where, on the basis of avallable evidence, there will be surtable taxable profits against which the future reversal of the underlying temparary
differences can be deducted The carrying value of the amount of deferred tax assets is reviewed at each balance sheet date and reduced to the
extent that 1t 1s no longer probable that sufficient taxabte profit wull be available to allow all, or part, of the asset to be utihsed

Deferred corporation tax assets and liabilities are measured at the tax rates that are expected to apply to the year when the asset s realised or the
liabality 15 settled, based on the tax rates that have been substantially enacted at the balance sheet date

Provisions
Provision 1s made for all known and estimated liabilities of the Group where there 15 a present obligatien and it 1s probable that a transfer of
economic benefits wil| be required to settde the ebligation

In the case of leases, where properttes are no longer occupied by the Group, pravision 1s made fer the habilities that are expected 1o anse mrespect of
rental payments and dilapsdations, prior to disposal or termination of the lease

Where the Group recetves claims that are either nat covered by Insurance or where there s an element of the daim for which msurance cover is not
avatlable, 2 provision 1s made for the expected future iatlities

Financing nsk management objectives and policies

Treasury activities are managed within a formal set of treasury policies and objectives, winich are reviewed reqularly and approved by the Board
The policy specifically prohubits any transactions of a speculative nature and the use of complex financial instruments Certain detailed policies
for managing interest rate, currency and inflation risk and that for managing iguidity nisk are approved by the Board and may only be changed
with the consent of Dwr {ymru Cyfyngedig’s security trustee (the 'Secunty Trustee’} The risk 1s further mitigated by limiting exposure to any one
counterparty We use financial instruments, which principally mclude histed bonds, finance leases, bank foan facilities and denvatives, (o raise
finance and manage nisk from our operations

Credit nsk
Surptus cash is mvested in short and medium term stesling financial investments The Board annually establishes the mvestment critena, which 1s
restricted ta banks and other financal institutions meeiing required standards assessed by the major eredit rating agencies

Interest rate/Currency risk
The Group minimuses exposure to currency nsk in respect of any foreign currency denominated borrowings by usmg appropriate denvative
instruments to hedge these habthiies into sterling obhigations

The Group hedges at least 85% of its total cutstanding financial kabilities, including finance leases, into either index-linked or fixed rate
obligations For this purpese interest rate liabilities on floatmg rate habiliies are hedged through a combimation of denvative istruments and
cash balances The regulatory framewerk, under whsch revenues and the requlatory asset vafue are indexed also expase the Group te inflation risk
Subject 1o market constraints and Board approval the Group therefore may seek to raise new debt through index-finked instruments o to enter
snto appropriate hedging transactions
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The ‘hedqes’ established to manage interest rate nsks are economic in nature, but do not satisfy the specific requirements of IAS 39 in order to be
treated as hedges for accounting purposes

Liqudity nsk

Liguidity nsk 1s managed by maintaining a balance between the continuity of funding and flexibility threugh the use of borrowings across 3 range
of currencies, mstruments, type and matunities Our policy 1s to ensure that the matunity profile does not impose an excessive stran on our ability
to repay loans Under this pelicy, no more than 20% of the printipal of group borrowings can fall due i any twenty-four month period

Banking facihtres
We maintain committed banking facilities in order to prowide flexibility in the management of the Group’s quidity

There 15 also a special iquidity faality, which we are required to maintain in order to meet certain interest and other obligations that cannot be
funded through opesating cashflow in the event of a standstill being declared by the Security Trustee, following an eveat of default under the
Group's debt financing covenants

Cntical accounting estimates

The preparation of financial statements to conform with generally accepted accounting principles requires the use of estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial stataments and the reported amounts of revenue and expenses
during the reporting period Although these estimates are based on management’s best knowledge of the amount, event ar actions, actual results
ultimately may differ from those estimates

Allowance for doubtful debts

Individual tmgairment losses on customer debts are calculated based an an indwidual assessment of the cash flows that are expected Collecuve
impairment [osses on recervables with similar credit nisk are calculated using a statistical model The key assumption in the model 1s the probability
of a failure to recover amounts when they fall into arrears The probabtlity of failing to recover is determined by past expenience, adjusted for
changes in external factors The accuracy of the impairment caleulation would therefore be affected by unexpected changes to the economic
situation, and to changes in customer behaviour To the extent that the failure te recaver debts in arrears alters by +/-5%, the bad debt allowance
would ncrease or decrease by £4 2 millign (2006 £3 6 milhon}

Pension benefits

The present value of the pension obhigatiens 1s dependent on the actuarial calculation, which includes a number of assumptsons These
assumptions Include the discount rate, which 1s used to calculate the present value of the estimated future cash outflows that will be required
10 meet the pension obligations In determining the discount rate to use, the Greup considers market yields of igh quality corparate bonds,
denominated in steifing, that have imes to matunity approximating the terms of the pension llabilty Were this discount rate to reduce or
increase by 0 1%, the carrying value of the penston obligations would increase or reduce by £0 8 million (2006 £0 % million}

Measured income accrual

Revenue includes an estination of charges unbilted at the period end The accrual 1s esamated using & defined inethodology based upon the
wetghted average water consumptson by tanff, which 1s calculated based upon histonical mling mformatson, adjusted for changes in extemat
factors, such as weather A 5% change in actual consumption from that estimated would have the effect of ncreasing/decreasing the accrual by
£2 3milhion (2006 £2 2 million)

2 Segmental information
The Directors consider that there 15 only one reparting segment being the operation of the water and sewerage business in the UK Therefore the
disclosures for the pnimary segment have already been given i these financial statements

The secondary reposting format is by geographical analysts by onigin and destination As the Group virtually only has domestic actvities there is
only one geographical segment Therefore the disclosures for the secondary segment have also 2lready been given in these financial statements

Parent Company
The parent company’s business is solely ta act as a holding company and therefore it operates in a single segment
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3 Financing costs
3a) Netinterest before fair value losses on financial instruments

GROUP

2007 2006

fm fm
Interest payable on bonds (845} (919
Indexateon on index-linked bonds (230} {17 4)
Interest payable on finance leases {338} (319
Interest payable on other loans {169} {12 8)
Amortisation of bond 1ssue costs {09) 29
Interest payable (1591} {156 9}

Interest recewvable 74 67
Net interest payable before fair value adjustments {1517) (150 2)

3b) Fair value gains/{fosses) en financial instruments

Whilst the Group employs an economically effective policy using interest rate and currency swaps, this policy does not satisfy the stringent
hedge accounting critena of [AS39 Consequently, the Group's interest rate and currency swaps are fair valued at each balance sheet date with the
movement (gains of losses) disclosed in the mcome statement Gver the life of these swaps, providing that there 1s an effective match, these fair
value adjustmnents will reverse and reduce to zero {See note 14 for the balance sheet note in respect of denvative financial nstruments)

GROUP
2007 2006
£m fm
Fair value gams/(losses) on interest rate swaps 349 {29 8)
Far value gans/(lesses) on index linked swaps 108 35)
Faur value gains/(losses) on foreign exchange
- Cross-currency swaps - 485
- Foreign denominated bonds - {48 5)
Fair value gains/{iosses) on financial mstruments 457 (333)
Tax effect of fair value (gains)/losses on financal nstrements {137) 100
Net of tax impact of fair value gains/(losses) an financial instruments 320 233)
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4 profit before taxation
The following items have been included i arnving at profit before taxation

GROUP
007 2006
fm fm
Operating charges from outsourced activities
- Operating services agreements 159 107 7
- Customer services agreement 186 194
- Laboratones and analyttcal services 76 73
- Other contracts 142 17
156 3 146 1
Employee costs {note 20}
-Wages and salanies 80 77
- Social security 09 07
- Severance programme and other termination costs 02 -
- Net actuanal loss/{gain) {note 21) 09 (13)
- Pension <osts {excluding actuamal loss/gain) (nate 21) 17 25
Research and development expenditure 04 04
Trade receivables imparrment no 76
Rates 210 188
Envirgnment agency charges 135 130
Fees paid to auditors (see below) 02 02
Own work capitalised (8 5} 73
Net rents payable - 05
Other operating charges 230 245
2286 2132
Depreciation of property, plant and equipment
- Qwned assets 751 601
- Under finance leases 350 336
Amortisation of intangible assets 17 38
Infrastructare renewals expenditure 841 488
Profit on disposal of fixed assets - (08)
4245 3587
Services provided by the Group’s auditor
Duning the year the Group obtained the fallawing services from the Group’s auditor as detailed below
GROUP
2007 2006
£000 £:000
Audit of parent company and consohidated financial statements 1 13
Other services
- Subsidiary company audit services 69 86
- Regulatory audit services purseant to legislation 43 32
- Tax adwisory services 1 10
- Intenim review 20 25
- Bond I1ssue 24 -
- Grant applications 2 6
- Fimancial modelling 1 12
- IFRS transition - 48
177 237

Regulatory audst services includes wark on the Regulatory Accounts, June Return and Principal Statement
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in additian to the above services, Pricewaterhouse{o opers LLP acted as auditor to the Welsh Water Pension Scheme The appaintmenit of auditors

1 the penston scheme and the fees paid in respect of the audit are agreed by the trustees of the scheme, who act independently from the
management of the Group The fees paid in respect of audit services to the penston scheme during the year were £7,000 (2006 £7,000}

The Board has adopied a formal pelicy with respect g services received from extemnal auditors The external auditor will not be used for
internal audit services and all nen-audit werk above a threshold of £25,000 will be subject to prior competitive tendenng and approval by

the Audit Committee

5 Taxation
Analysis of {charge)}/credit in the year
GROUP
2007 2006
fm fm
Current tax
- Adjustmen in respect of prior years - (14)
Deferred tax
- Current year movements (159) 09
- Adjustment in respect of prior years 17 53
Taxation (charge)/credit (142) 48
The tax for the year 15 lower {2005 lower) than the standard rate of corporation tax in the UK {30%} The differences are explained below
GROUP
2007 2006
fm fm

Profit before tax 475 113
Profit before tax multiplied by the corporation tax rate in the UK of 30% (2006 30%) 143 34
Effacts of
Expenses not deducttble for tax purposes 01 02
Adjustments in respect of prior years 17) {39
Other perrnanent differences 15 {45}
Total taxation charge/(credit) 142 {4 8}
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6 Intangible assets

Intangible assets comprise computer software and related system developments

Cost Depreciation  Net book value
GROUP £m fm im
Current year
At 1 Aprid 2006 534 (49 0} 44
Additions 43 - 43
Charge for the year - {7 (17)
At 31 March 2007 577 (50 7) 70
Prior year
At 1 April 2005 496 (452) 44
Additions 38 - 38
Charge for the year - {38 {38)
At 31 March 2006 534 (49 0} 44
The parent company cwns no mtangible fixed assets
7 Property, plant and equipment
Plant
equipment,
Freeholdland  Infrastructure Operational computer
and builldings assets structures hardware Total
GRoOUP fm im £m im fm
Current year
Cost
At 1 Apri 2006 327 1,375 2 2,0550 1932 3,656 1
Additions net of grants and contrbutions 02 375 1280 250 1907
Disposals - - (64 9) - 64 9)
At 31 March 2007 329 14127 2,1181 2182 37819
Accumulated depreciation
At April 2006 155 398 6546 1506 8605
Charge for the year 04 314 721 62 1101
Disposals - - (35 6) (356}
At 31 March 2007 159 n2 6911 156 8 9350
Net book value
At 31 March 2007 170 1,3415 14270 614 28469

Report & Accounts 2007

GLAS CYMRU (Company Number 3975719) 65




Notes to the financial statements

Plant
gquipment,
Freehold land  Infrastructure  Operational cemputer
and buildings assets structures hardware Total
GROUP im fm fm fm fm
Prior year
Cost
At1 Apnil 2005 328 1,310 6 19596 1848 34878
Additions net of grants and centributions - 646 954 84 168 4
Disposals 01} - - - {01}
At 31 March 2006 327 1,3752 20550 1932 3,656 1
Accumulated depreciation
At1 Apnl 2005 148 188 5891 1442 766 9
Charge for the year 08 210 655 64 937
Disposals 01 - - - (01
At 31 March 2006 155 398 654 & 150 6 860 5
Net book value
At31 March 2006 172 1,3354 1,400 4 426 27956
Included within fixed assets s an amount £157 6m in respect of assets in the course of construction {2006 £59 9my)
Assets held under finance leases
Included within the above are assets held under finance feases, analysed as below
Infrastructure Operational
assets structures Total
GROUP fm fm fm
Current year
{ost
At 1 Apnil 2006 5268 5659 1,0927
Additions . 322 322
At 31 March 2007 526 8 5981 1,249
Accumulated depreciation
At 1 Apnl 2006 301 1261 1562
Charge for the year 66 284 350
At 31 March 2007 367 1545 1912
Net book value
At 31 March 2007 4901 4436 9337
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Infrastructure Qperational

assets structures Total
GROUP £m fm fm
Prior year
Cost
At 1 Apnl 2005 4247 5355 960 2
Additions 102 1 04 1325
At 31 March 2006 5268 565§ 1,0027
Accumulated depreciation
At 1 Apni 2005 225 1001 1226
Charge forthe year 76 260 336
At 31 March 2006 301 1261 156 2
Net book value
At 31 March 2006 4967 4368 9365
The parent company owns no property plant or equipment
8 Fixed asset investments
a) Group

2007 2006
Cost and net book value fm £m
At 1 Apnl and 31 March - -
Equsty of fess than 10% 15 held w the following unhsted company
Nature of business Country of Incorparation Description of holding

Water Research Centre {1989) plc Water Research Great Britain 'B' Ordinary Shares of £1

In addition, the Group holds 5% Cenvertible Unsecured Loan Stock 2074 at a cost of £23,326 1n Water Research Centre (1989} ple

bj) Parent Company

The Company has a £1 ivestment in Glas Cymru {Secunties) Cyfyngedig and has indirect investments in the following subsidiary undertakings
Principal activity Country of incorporation Holding

Dvr CGymru {Holdings) Limited Hotding company England and Wales 100%

Dvir Cymru Cyfyngedig Water and sewerage England and Wales 100%

Dwir Cymru (Financing) Lsmited Raising finance Cayman Islands 100%

Welsh Water Uttlties Finance Plc Raising finance England and Wales 100%
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9 Trade and other receivables

GROUP COMPANY
2007 2006 2007 2006
fm £m fm £m
a) Amounts falling due within one year
Trade receivables 847 770 - -
Less provision for impairment of receivables (53 0) {49 6) - -
Trade receivables - net 37 274 . -
Other recevables 52 98 . -
Prepayments and accrued income 535 495 - -
904 867 -
b) Amounts falling due after more than one year
Amounts owed by group undertakings - - 34 34
904 867 34 34
10 Held to maturity investments
GROUP COMPANY
2007 2006 2007 2006
£m fm fm im
{nvestments in
Fixed term deposits - dee within one year - 03 - -

The effective interest rate on held to matunity investments as at 31 March 2006 was 4 7% and these investments had an average maturity of

364 days

11 cash and cash equivalents

GROUP COMPANY
2007 2006 2007 2006
fm £m im £m
Cash at bank and tn hand i8 18 01 01
Short-term bank deposits 154 2 102 - -
1580 140 01 01

The effective interest rate on short-term deposits as at 31 March 2007 was 5 4% (2006 4 7%} and these deposits have an average maturity of

30 days (2006 82 days)
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12 Trade and other payables

GROUP COMPANY
2007 2006 2007 2006
£m fm im £m
Current
Trade payables 123 268
Capitat creditors Mn9 453 - -
Deferred income 04 - - -
Other taxation and social security 03 03
Amounts gwed by group undertakings - - 35 35
Qther payables 46 6 451
1015 1185 35 35
Non-current
Deferred mcome 25 -
13 Finanaal labilities - borrowings
GROUP COMPANY
2007 2006 2007 2006
im im fm fm
Current
Revolving credit facilities - 1203 - -
Local Authonty loans 03 03 - -
Eurgpean Investment Bank loans 44 -
Finance lease abigations 47 37 -
Interest accruals 56 4 03 -
- 658 1246
Non-current
Bonds 1,5927 14197
Unzmortised bend premium 134 139
Unamortuised loan issue costs 63) (72)
Finance lease abligations 7621 7364
European Investment Bank loans 1306 600
tocat Authonty loans 29 34
Interest accruals 246 187
25200 2,449

A secunty package was granted by Dvir Gyrru Cyfyngedig (DCC), as part of the Group’s hond programme for the benefit of holders of senior honds,
finance lessors and other senior finance2l creditors

The obligations of DCC are guaranteed by the Company, Glas Cymru (Secunties) Cyfyngedig and Dvr Cymru (Holdings) Limited The matn elements

of the secunity package are

1} afirst fixed and floating securety over all of DLCS assets and undertaking, to the extent permutted by the Water Industry Act, other apphicable
law and its icence, and

i} afixed and floating secunity given by the guarantors referted to above which are accrued on each of these companies'assets mcluding, n the case of
Dvier Cymru (Holdings) Limited, a first fixed charge over is shares in DCC
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14 penvative financial instruments

Denvative financial instruments are held for economic hedging purposes although they do not quahfy as accounting hedges under 1AS 39 Assuch,
mavements in their fair value are taken to the Income Statement (note 3b) Fair values are obtained by reference to actual market transactions

FAIR VALUES
Assets Liabilities
GROUP - 2007 fm fm
Current
Interest rate swaps - (342
[ndex linked swaps 42 {4 6)
42 (38 8)
Non-current
Interest rate swaps - (213)
index linked swaps 147 (147}
147 (36 0)
Total 189 (74 8)
The notional vafue of the interest rate swaps are £625m {2006 £625m) and the indexed linked swaps £679m {2006 £587m)
FAIR VALUES
Assets Liabiitties
GROUP - 2006 fm fm
Current
Interest rate swaps - (62}
Index linked swaps 42 -
42 &2
Non-current
Interest rate swaps - 919
Index inked swaps 63 {140}
63 {105 9}
Total 105 {1121}

In accordance with 1AS 39, Financial instruments Recogrition and measurement; the Group has reviewed all contracts for embedded denvatives
that are required to be separately accounted 1f they da not meet certain requirements set out in the standard Glas Cymsu (yfyngedig has no

embedded dernvatives as per 1AS 39

Parent Company

The parent company has no derrvative financial (nstruments or embedded denvatves

Interest rate swaps

At 31 March 2007 the interest rate swaps fix the nterest rate on the £279 million (2006 £295 million) of floating rate habilities held by the Group

The principal terms of the interest rate swaps are as follows

Notignal Amount (£m) Swap Matunty Quarterly interest rate
478 31 March 2031 567%
3 31 March 2021 582%
115 31 March 2008 595%
625

In Aprd 2007 Dwr Cymiu {Financing) Limited took advantage of market conditions to terminate £433 million of surplus floating to fised interest
swaps at a<ost of £32 Smillion This cost is reflected witfun the fair value of the derwative financial instruments at 31 March 2007

70 GLAS CYMRU {(Company Number 3975719}

Report & Accaunts 2007




Indexed-linked swaps
Finance lease swaps
The indexed-linked swaps have the effect of index linking the interest rate on £626 mullion (2006 £630 million) of finance fease habilities by

reference to the retail price index {'RPI') |
The notional amount of the swaps as at 31 March 2007 1s £579 million {2006 £587 million), representing the average balance on the finance ‘
leases subject to floating interest rates for the year to 31 March 2008 The notional amount amortises ever the hife of the swaps to match the ‘
|
|

average floating rate balances of the leases

The principal terms are as follows

Notienal Amount £579 milkan (amortising)

Average swap matunty 25 years |
Average interest rate 1 60% (fixed) plus RPI

Bond swap

The index-liked swaps have the effect of index inking the interest rate on £102 millon of fixed rate bonds by reference to the retaik pnce index ('RPI')

The principal terms are as follows

National Amount £100 million
Swap matunty 50 years
Interest rate 135% (fixed} plus RPI

15 Finanaal nisk management
The policies of the Group in respect of financial nsk management are included 1n the accounting pohicies note on page 60 The numencal financtal
instrument disclosures as required by 1AS 32 are set out below

a} Interest rate nsk
The effective interest rates at the balance sheet dates were as follows

2007 2006
Assets
(Cash and cash equivalents 54% 4 7%
Financial assets held to matunty - 4 7%
Liabthtres
Bonds 5 4% 57%
Revolving credut faciliuies - 49%
European Investment Bank loans 56% 47%
Local Authonty loans 6 5% 6 2%
Finance lease oblrgations 4 5% 45%

Trade recervables and payables are non-interest bearing

The effective interest rates ignore the effect of the interest rate and index-linked swaps set out on page 70
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b} Liquidity nsk
Within yr 1-2 years 2-5 years > S years Total
GROUP 2007 im fm im fm fm
Assets
Cash and cash equivalents 1580 - 1580
Trade and other recevables 918 - 918
2498 - 2498
Liabilities
Bonds - 1250 14811 1,606 1
European Investment Bank loan 44 44 268 994 1350
Local Authonity loans 03 04 11 14 32
Finance lease obligations 47 58 249 7314 766 8
Trade and other payables 1015 04 11 10 1040
1109 110 1789 23143 26151
Within 1yr 1-2 years 2-5years > 5years Total
GROUP - 2006 fm fm fm im fm
Assets
Cash and cash equivalents 140 - 140
Financial assets held to maturity 03 - - - 03
Trade and other recewvables 867 - 867
1010 - 1010
Liabilities
Bonds - 1250 1308 & 14336
Revolving credit facilities 1203 - 1203
European tnvestment Bank loan - 44 154 40?2 600
Local Authority loans 03 04 11 19 37
Finance lease obligations 37 46 210 7108 740 1
Trade and cther payables 185 - 1185
2428 94 1625 20615 2,476 2

As at 31 March 2007 and 31 March 2006, the Bonds maturing between 2-5 years represent £125 million of sub-ordinated Bonds with an expected
maturity date of 31 March 2011 If these Bends are not redeemed on or before 31 March 2011, the interest rate will step-up from a fixed rate of

8 174% to a floating 3 - month LIBOR interest rate plus a margin 5 73%

The minimum Jease payments under finance leases fall due as follows

2007 2006
im fm
Not later than one year 394 3
Later than one year but not more than five 1802 1470
More than five years 1,336 1 1,289 4
1,555 7 1,467 5

Future finance charges on finance leases {763 5) {708 4)
Present value of finance lease Liabihties (including accrued interest) 7922 7591
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<) Fair values
The fair values of the Group's denvative finanaal instruments are set out on page 70 The follewing 1able summanses the fair value and book value

of the Group’s bonds
2007 2006
Book value Fair Value Book Value Fair Value
fm im fm im
Bonds {note 13} 1,606 1 18751 14336 17772

The fair value of all other financial instruments are equal to the book values

d) Borrowing facilitres
The Group has the fallowing undrawn committed borrowing facilities available a1 31 March n respect of which all cenditions precedent had been

met at that date
2007 2006
fm fm
Expinng in more than 1 year
Revolving credit facilities 3450 2598
European Investment Bank - 750
3450 1348

Dvir Cymru (Financing) Limited also has a speciat iquidity facdity of £150 milhion, which it 1s required to mantain in order to meet certan group
mterest and other obligations that cannot be funded through operating cashflow of the Group, i the event of a standstdl being declared by the
Security Trustee A standstil} would anse in the event that Dvr Gymuru Cyfyngedig defaults on its debt financing covenants Dr Gymm Cyfyngedig
also has a £20 million overdraft facility Both of these facilities are renewable on an annual basis

During the year, the Company reduced its revolving credst faciity with the Fortis Bank from £75 mullion to £40 million

All the above faclities, including the hquidity faciity, are at fleating rates of mterest

16 Provisions

Restructuning Uminsured

provision loss provisien Total
GROUP fm fm im
At 1 April 2006 53 45 98
{Released)/Charged to Income Statement (39) 43 04
Utidised In year (03) {13) {16)
At 31 March 2007 11 15 86
The parent company has no provisions 2t 31 March 2007 (2006 mil}
Restructunng provision
This provision 1s in respect af payments to be made relating to estimated dilapidation costs at leased properties, which will be utiised over the
next three years

Prowision for uninsured losses
This provision is in respect of uninsured losses and where insurance cover does not cover a deductible amount The utihsation period of these
fiabulities 15 upcertain due to the nature of the claims but 1s esumated to be five years
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17 Deferred tax
Deferrad tax 1s cakculated in fuli on temparary differences under the hability method using a tax rate of 30% (2006 30%)

The mavement in the deferred tax provision 15 as shown below

GROUP COMPANY
2007 2006 2007 2006
fm fm £m im
ALY Agril 3742 3804 -
Charged/(Credited) to Income Staternent 142 62 -
At 31 March 3884 3742 -

Deferied tax assets have been recognised in respect of all tax losses and other temporary differences gnving nse to deferred tax assets because i 1s

prohable that these assets will be recovered

GROUP COMPANY
2007 2006 2007 2006
fm fm fm fm
Effect of tax allowances over depreciation 4294 3946 - -
Othertax differences (410) {204) - -
Provision for deferred tax 388 4 3742 - -
18 cash generated from operations
Reconciliation of operating profit to cash generated from operations
GROUP
2007 2006
‘ fm fm
Operating profit 1535 1948
Adjustments for
Depreciation and amertisation M8 975
Profit on disposal of fixed assats - {08)
Changes in working capital
lacrease in trade and other receivables (34 (179)
Decrease In trade and ather payables (140 (132)
Decrease in retirement benefit obligation {11) (12)
(Decrease)/Increase In provisians 012) 01
Cash generated from operations 2456 2593
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19 Analysis and reconcihation of net debt

a) Net debt at the balance sheet date may be analysed as

GROUP COMPANY
2007 2006 2007 2006
£m im im im
Cash and cash equivalents 158 0 140 01 01
Finanoal assets — held to matunty - 03 -
1580 143 01 01
Debt due after one year {1,739 6) {1,497 0) - -
Bebt due within one year 47 {120 6) - -
Finance {eases (766 8) (740 1) - -
Accrued interest (810) {190} -
Unamartised bond issue costs 63 72 -
(2,585 8) (2,369 5) - -
Net debt {2,427 8) (23552 01 01
b) The movement tn net debt during the period may be summansed as
GROLP COMPANY
2007 2006 2007 2006
fm £m fm im
Net debt at of start penod (2,355 2) (2,246 3) 01 01
Increase/{decrease) in net cash 144 0 {2210 -
Decrease in financial assets {03) {33 6) -
{Increase)/decrease in debt {130 9) 2153 -
Decrease/(increase) in net debt ansing from cashflows 128 (393} -
Movement in accrued interest (620} (13) -
Amortisation of debt ssue costs (V)] (27 - -
Amortisation ef bond 1ssue premium 05 03 . -
Foreign currency movement on dollar bond - (48 5} - -
Indexation of index-linked debt (230) (17 4) -
Movement in net debt dunng the penod {72 6) (108 9} -
Net debt at end of perioed {2,427 8) {2,355 2} 01 01
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20 Employees and Directors
3} Staff costs for the Group during the year

2007 2006

im fm

Wages and salanes 80 77
Severance programme and termination costs 02 -

Social secunty costs 09 07

Other pension costs 26 i)

nz 94

Of the above, £4 7 million (2006 £3 7 mull:an) has been charged to capital Other pension costs include £nil (2006 £0 4 miflion) 1n respect of the
severance programme and termination costs Other pension costs include £0 4m (2006 £0 5mj in respect of the Directors’unfunded

pension liabilities

a7 2006
Number Number
Average monthly number of people {including
executive Directors) employed by the Group
Regulated water and sewerage activities 159 136

b} Parent Company
The parent company had no employees {2006 ml) in the year

Full details of the directors remunieration are included w the Directors’ Remuneration Report set out on pages 37 1¢ 42, which form part of these
Finanaal Statements

21 Pension commitments

Following the acquision of Dwr Gymru Cyfyngedig by Glas Cymeu Cyfyngedig, a new funded defined benefit pension scheme for current
employees {based on final pensionable salary and pensionable service) was mtroduced o0 1 Decemnber 2001, the DCWW Pension Scheme
The assets of the scheme are held in a separate trustee admimistered fund

The DCWW Penston Scheme was ctosed to new members from the 31 Decerber 2005 and a new defined contnbution scheme, the Dwr Cyrru
Defined Contribution Scheme, was introduced from the 1 January 2006

Total pension costs in the year were as follows

2007 2006
£000 £'000
Defined contributton scheme 150 24
Defined benefit scheme — excluding acturial gatns/losses 1,518 2,447
1,668 2,41
Net actuanial losses/(gains} recognised s year m (1,497}
2,589 974

The total charge of £2 589m (2006 10 974m) 15 included within operating costs
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Defined benefit scheme

A full actuanal valuation of the scheme was undertaken as at 31 March 2006 by Quantur Advisory Limited, an independent and professionally
qualified actuary, using the attained age method This valuation was updated at 31 March 2007 and the principal assernptions made by the

actuares were
2007 2006
Rate of increase i penstonable salaries 4 00% 375%
Rate of increase i pensions in payment 300% 275%
Discount rate 5 40% 510%
Inflation assumption 300% 275%
Life expectancy assumptions aze based on thase in published actuanal tables‘PASZ, projected to 2020
The major categonies of plan assets, as a percentage of total assets and the expected rates of retun thereon, were as follows
2007 2006
Expected long Percentage of Expected fong Percentage of
term return total assets term return total assets
Equities 700% 57% 6 50% 55%
Bonds 5 50% 36% 5 00% 35%
Qther 4 50% 7% 4 50% 10%
Pensiens and other post-retirement obligations
The amounts recognised in the income statement are as follows
2007 2006
£000 £000
Current service cost (excluding members contribution) 1,083 1,271
Interest cost 1,827 1,779
Expected return on plan assets (1,858} (1,501
Past service cost 366 899
Total excluding net actunial losses/(gains) 1,518 2441
Net actuanal losses/{gans) recognised in year N {1,497}
Total included within staff costs 2,439 950
The amounts recognised in the balance sheet are determined as follows
2007 2006
£000 £000
Present value of funded obligations (41,009) (37,197)
Fair value of plan assets 35,520 30,561
Net liability recognised in the balance sheet (5,489} {6,636)
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Changes in the present value of the defined benefit obligation are as follows

2007 2006

£'000 £'000
At 1 Apnl 3797 32,406
Current service cost {incduding members coniribution) 141 1,612
Past service cost 366 899
Interest cost 1,927 1,779
Benefits paid (594) {1,452)
Actuarial losses 692 1,953
31 March 41,009 37,157
Changes In the fair value of plan assets are as follows

2007 2006

£000 £000
At 1 Apnl 30,561 24,637
Expected return on plan assets 1,858 1,502
Contributions (including members contribution} 3,924 2424
Benefits pad (594} {1,452
Actuanal {loss)/gain on plan assets (229) 3,450
31 March 35,520 30,561
Analyss of the movement in the balance sheet lability

2007 2006

£000 £000
At 1 Apnl 6,636 7,769
Total expense s above 2439 950
Contributians paid {excuding members contnbution} (3,586) {2,083}
31 March 5,489 6,636

2007 2006

£'000 1000
Expected return on plan assets 1,858 1,502
Actuanal {loss)/gain on plan assets (229) 3,450
Actual return on plan assets 1,629 4,952
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2007 2006 2005 2004

Expenence adjustments anising on scheme assets

Amount {£m) (02) 35 09 20
Percentage of scheme assets 1% 11% 4% 1%
Expenience adjustments arising on scheme habilities

Amount {£m) (20) 03 03 -
Percentage of the present value of scheme liabilites 5% 1% (1%) 0%
Present value of scheme lizbilities (£m} 410 372 324 267
Farr value of scheme assets (£m) 355 306 244 189
Deficit (Em} {55) (66} {7 8} {7 8}

The contributions paid in the year to 31 March 2007 include a special contribution of £2 0 million The contnbution expected to be paid during the
financial year ended 31 March 2008 amounts to £5 8 millian

22 Operating lease commitments - minimum lease payments

LAND AND BUILDINGS
2007 2006
GROUP fm fm
At 31 March 2007 there were revenue commitments, in the ordinary course of business
in the next year for the payment of rentals on non cancellable operating leases expiring
after five years - 04

The parent company has no lease commitments (2006 £nil)

23 Capttal and other financial commitments

The Group’s business plan at 31 March 2007 shows net capital expenditure and infrastructure renewals expenditure of £293m (2006 £280m)
duning the next financial year White only a portion of this amount has been formally contracted for, the Group is effectively committed to the
total as part of its overal! capital expenditure programme appraved by its Regulator

24 Related party transactions
It accardance with the exemption afforded by IAS 24 there is no disclosure in the conselidated financial statements of transactions with
entities that are part of the Glas (ymru Cyfyngedig group

25 Statusof the company
The Company 1s iruied by quarantee and does not have any share capital In the event of the Company being wound up, the liatlity of the
members s limited to £1each

26 Directors’ and officers’ foans and transactions
No loans or credit transactions with any Directers, officers or connected persons existed during the year or weie outstanding at the balance
sheet date
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27 Subsequent events
In Apri} 2007 Dvr Cymru (Financing) Limited took advantage of market conditions to terminate £433 million of surplus floating to fixed interest
swaps at acostof £32 5 million This cost 1s reflected within the fair value of the denvative financial instruments at 31 March 2007

HM Government have preposed to amend the rate of corperate tax from 30% to 28% with effect from 1 Apnl 2008 in the Finance Bill 2007 1t has
alsa announced prospective changes te the capital allowances regime from 1 Apnl 2008, to be included 1n next year's Finance Bifl The impact of
these changes, and in particular the effect on the Group’s deferred tax liability, will be reflected in the financial statements when these proposals
become law

28 Ean Valley Trust Fund
In 1984 Welsh Water Authonty entered into a conditional sale and purchase agreement with Severn Trent Water Autharity for the sale of the
aqueduct and associated works by whech the bulk supply to Severn Trent reservoirs 1s conveyed

HM Government have proposed to amend the raie of corporation tax from 30% to 28% with effect from 1 Aprdl 2008 in the Finance Bill 2007 It has
also announced prospective changes to the capital alfowances regime from 1 Apnil 2008, ta be included n next year's Finance Bill The impact of
these changes, and In parficular the effect on the Group's deferred tax Liaility, will be reflected in the financial statements when these proposals
become law

The sum of £31 7 mullion, representing the considesation for the conditional sale, was invested in a trust fund The principal function of the fund
was te provide an income to Welsh Water Authonty, whilst preserving the capital value of the fund in real terms Welsh Water Authority's interest in
this fund was vested in Dvir Cymru Cyfyngedig under the provisions of the Water Act 1989

The assets of the fund are not included 1n these finantial statements

Interest recervable includes £2 7 million (2006 £2 1 mulhon) in respect of the Elan Valley Trust fund
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