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It has been a good year of improvement for Welsh Water.
As well as lower bills, we can point to better performance
on many of the measures that matter for our customers
and that are important for the environment.

This is testament to the efforts and commitment of the
entire Welsh Water team. Our task — and it is a significant
one - is to deliver a high quality and reliable service to
our 1.3 million household and business customers while
at the same time reducing our day to day costs by 20%
by 2015 so that we can keep bills affordable. Last year we
made an excellent start in tackling this challenge.
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Chairman’s Statement

Overall, 1t has been a year of good
progress, with lower bills for our
customers, a marked improvement in
performance on many of the measures
that matter for our customers and for

the environment together with a further
strengthening of our financial position
The fact that this was achieved in a year of
extensive orgamsational change i which
we also had to deal with a number of
unprecedented operational challenges -
as a result of extreme weather conditions
-1s particularly welcome and attests once
again to the calibre and commitment of
the entire Welsh Water team

At the beginning of the year we took
back day to day operational contro! of
our water and wastewater services, a
step that involved the transfer of some
1,600 colleagues to the Company from
our former service providers Kelda Water
Services and United Unlities Operational
Services This significant change
alongside other improvements to our
capabilities - iIncluding the move to our
new operational control and customer
contact centre in 5t Meltons - means that
we are now much better placed to tackle
the challenges ahead and achieve higher
standards of customer service while
keeping bills affordable

The essential basis for achieving these
objectives is a strong financial position
and at the year end our regulatory gearing
— that is the ratio of net borrowing to

our regulatory capital value - had been
reduced to 67% This compares with 93%
when Dvr Cymru Welsh Water (Welsh
Water) was acquired by Glas Cymru ten
years ago We have also made goed
progress on IMproving our operational
cost efficiency Our target s to reduce our
day to day operating costs by 20% in real
terms by 2015 and last year we achieved

a real term reduction of 5% By operating
and financing our business more efficiently
every year we will be able to delver our

£1 3 bilhion iInvestment programme while
keeping customer bills affordable

Last year our average household bill was
£4 lower than the previous year and by
20151t 1s expected to be more than £20
lower in real terms We also give extra help
to some of our most vulnerable customers
through a range of assistance tanffs which
now benefit more than 37,000 low income
households, far more than any other
company As a company that i1s owned on
behalf of its customers - and operating

in a region where household incomes are
generally lower - affordability will always
be a high prionty for us

Equally important though is our
performance on all the measures that
matter Safe dnnking water 1s our most
important responsibility and in 2010 the
quality of dninking water remained very
high Despite one of the driest starts to the
year —in the first six months of 2010 Wales
had the lowest rainfall since 1927 - we
did not impose any water use restrictions
last year But largely because we moved
leak detection and repair teams to those
areas where water resources were tightest
durnng this very dry spell, we fell behind
on our leakage reduction programme

and this meant that when we were hit by
the massive increase in leakage during
the unprecedented freeze-thaw we
expenenced in December and January
we were unable to get our leakage back
down to the target level by the year end
The extreme freeze-thaw tested the
Welsh Water team te the limit during

the Christmas and New Year hcliday We
were able to maintain services to 99%

of our customers without interruption
and where we did have problems, in and
around Carmarthen in particular, cur
round-the-clock efforts to restore services,
as well as ex gratia compensation, was
complimented by many customers
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The very dry weather last year did help

us to significantly reduce the number

of sewer floeding incidents - the worst
possible service fallure And while the
number of pollution incidents was 20%
lower in 2010 compared with the previous
year this continues to be a measure

where more improvement 1s required
Safeguarding the coastal waters and rivers
of Wales from pallution 1s one of cur most
important responsibilities and for the 2011
summer season Wales has secured 46 Blue
Flag beaches and mannas — around a third
of the total awarded to all of the UK thes
year This 15 a result that really matters for
‘Wales plc’ and something we are proud to
have helped to achieve

Most customers only rarely have reason
to contact us, but when they do it shouid
be both easy and a pleasure Last year
independent quarterly research carried
aut on behalf of industry regulator Ofwat
with customers who had been in contact
with us showed that 78% were satisfied
with the service they got from Welsh
Water This result placed Welsh Water
third on the industry league table on this
measure Our own tracking research also
shows high satisfaction levels and last year
the number of customer complaints was
17% lower Qur goal 1s that every member
of the Welsh Water team acts day to day
knowtng that the Company 1s owned on
behalf of our customers

It 1s now ten years since Glas Cymru took
over the ownership of Welsh Water and we
can be justly proud with what has been
achieved in those ten years The Company
1s financially secure and on nearly every
measure perfermance is considerably
better Our customers are getting much
improved value for money - while our
sewerage bill remarns the third highest for
historecal reasons, ten years ago our water

bill was 219 higher than the industry
average whereas now 1t 1s 3% below the
idustry average Our challenge 1s to build
on that record and demonstrate that our
performance - nght across the board - can
compare with the very best in the industry
This 1s my objective and the Board's
priority and we will continue to drive

the business and executive team hard In
pursuit of this goal

During the year Lord Burns, Dame Deirdre
Hine and Geraint Talfan Davies stepped
down from the Board having been with
the Company since it was formed 10 years
ago ! would like to pay tribute to their
enormous contributions to the Company
since inception and to the Board and

its work over ten years During the year
we were very pleased to announce that
Menna Richards and Anna Walker had
Joined the Board Both in different ways
bring to our Board a wealth of experience
N many areas that are key to our future
success, customer service in particular

We operate a umique 'not-for-profit’
business model of which we are proud —
but it must be used to drive best in class
performance on all the measures that
matter for our customers and never relied
on as an excuse for poor performance
With our business model a strong Board
1s all the more iImportant to ensurse that
we do continue to strive always for
sector leading performance as well as
cost efficiency and the best possible
customer service | would also like to
thank our Members, in particular the

26 new Members who joined us during
the year, who play such a key rofe in our
governance — their continued support
for the Company and their informed and
constructive challenge of the Board and
the executive team Is 50 very iImportant

Finally, | would like to thank all the staff
who work so hard for Welsh Water - it 1s
a great team that always goes the extra
mile, as this last year showed once again,
and | am confident that 1t will tackle

the challenges ahead with the same
dedication and commitment

Robert Ayling
Chairman
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Managing Directors'Report

Last year was a year of great change for
Welsh Water Following the ending of our
cutsourced operations contracts some
1,600 colleagues transferred to Welsh Water
in Apnl and May last year, increasing our
directly employed workforce several fold
This process was managed constructively by
ourselves and our former partners, United
Utlities Operating Services and Kelda Water
Services, but was nevertheless a major
undertaking In additton, key parts of the
business relocated to a new, integrated
operational control and customer contact
centre at the Linea building in St Mellons
Last year we also replaced our 20-year old
work planning and scheduling systems
with a modern SAP-based suite of customer
contact and work management systems,

a development which fundamentally
changed the working lives of ali of our front
line staff All this change required great
flexibility and enthusiasm from our staff - as
well as very long hours - to ensure that the
short-term impact of this enormous change
on day to day operations and customer
service was minimised

It was also a year of great operational
challenges The first half of 2010 was the
dnest since 1927 and so we instituted a
wide range of operational measures to
preserve water supphies, largely involving
increased pumping of water to support
the most stressed areas These actions cost
around £1 million but, together with an

nvestment of some £7 million i system
reinforcement and cross connections,
meant that we would have been well
placed to minimise any impact on our
customers and the environment had the
drought persisted into the summer

An even greater challenge was posed by
the unprecedented seventy of the weather
in December and January when some

of our operattonal sites had to be kept
working in temperatures of 20°C below
freezing for several days The dedication
and skifl of our people in nursing

our assets through these extremely
challenging conditions - thereby
FSRIMISING any Impact on customers - was
truly remarkable Many of our customers
had frozen pipes, leaving them without
water We also experienced a big increase
in bursts on our water network and a
pump fallure near Carmarthen teft around
2,800 customers without water for up

to 3 days These difficulties generated a
huge upsurge in customer calls during
the Christmas and New Year holiday
perniod which we struggled to deal with
effectively and as a result 5 5% of all

calls last year were abandoned We have
reviewed all aspects of our performance
during these extreme weather conditions
and will be testing our ability to deal with
a repeat event of this magnitude duning
the coming menths

Because of the big increase in bursts and
leaks, mainly on our custormers’ own pipe-
work, we supplied more water duning this
period than at any time in the previous
ten years The harsh winter of 2009 meant
that we had a backlog of leakage to find
and repar at the beginning of 2010 and
this could not be recovered during the
spring because we had to move some of
our leakage detection and repair teams

to zones where water resources were
tightest We doubled our leak detection
and repair resources at the end of the
summer but that was not sufficient t¢ get
us back on track before we were hit by the
extreme freeze-thaw and the doubling

of leakage durning December and into
January Total leakage last year ended

up at 199Mld, some 9MId behind our
target for the year and 3% higher than the
previous year Durning the year we repatred
nearly 23,000 leaks and bursts, saving
some 200MId in leakage, and we currently
have a team of around 400 working on
leak detection and reparr, this increased
level of resource will remain in place until
leakage 15 back on track to hit the key
2015 target of 184MId Our reservoirs were
100% full at the start of this year and our
ability to maintain suppltes this year has
not been compromised by the tugher
than target level of leakage QOver the last
16 years we have reduced our leakage by
more than half, from 413Mld to 199MId
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Despite the orgamsational changes of last
year and the challenges thrown at us by
the weather, performance on nearly all the
measures that matter for our customers
and for the environment showed
improvement

The health and safety of everyone
working for Welsh Water 15 top of our
agenda and we were able to report a
399 reduction in the number of
reportable accidents last year

Supplying safe drinking water is our most
important respensibility and in 2010
overall compliance with drinking water
quality standards at customers’ taps (as
measured by mean zonal compliance)
was 59 97% (2009 99 94%), a best ever
result in 2010 we also improved our
performance on four of the other five
indices used by the Dninking Water
Inspectorate (DWI} to measure water
quality compliance at each point on the
water supply systern Customer complaints
and contacts about discoloured water
were also well down Of the 31 events
affecting water qualty or sufficiency
notified to the DWI during 2010, the DWI
classified 17 as sigmificant, four of which
happened during December’s freezing
weather This is an Improvement on 2009,
when 21 from 42 notified were classified
as significant Our £200 million accelerated
programme to improve the rehability

of our water supply network continues

to make good progress and last year

we completed schemes at Bryn Cowlyd,
Capel Dew, Eithin Fynydd, and Mynydd
Llandygar and are currently on site at
Alwen, Buckholt, Cilfor and Penycefn

Last year the number of sewer flooding
incidents fell by 32%, from 317 to 215,
which s a significant improvement We
know that the very worst customer service
failing 1s flooding from overloaded or
blocked sewers and during the year we
completed six schemes to reduce the nsk
of internal and external sewer flooding for
over 38 properties

‘Look-up’ compliance at our wastewater
treatment works was 99 96% (2009

99 85%) There were eight serious
pollution mcidents, the same number
asin the previous year We did however
manage to reduce the number of less
serious pollution ncidents by 21% from
318.1n 2009 to 252 last year We have
developed a new pollution reduction
strategy and the Board has allocated

an additional £10 million to support a
redoubling of our efforts to reduce the
number of pollution incidents caused by
blockages and other problems on our
sewerage network in particular

Wales, wath only 15% of the Briush
coastline, secured 46 Blue Flag awards —
around a third of the total awarded to all
of the UK - for the 2011 summer season,
and all 81 designated beaches in Wales
passed the mandatory European standard
for coastal water quality In addition,

47 Green Coast awards for rural beaches
were secured Wales continues to have
some of the haghest quality rivers in the
UK with some 95% being classed by the
Environment Agency as having good or
very good chemical water quality

Improving the day to day service we give
cur customers has been a particular focus
for the business with the move to our new
operational control and customer contact
centre in S5t Mellons supported by the
new SAP-based suite of customer contact
and work management systems In our
wastewater business for instance, we now
call back all customers for whom we have
carried out a job like cleanng a blockage
and can report very high satisfaction
levels We have made good progress

in updating our key customer service
processes - moving house for instance -
to ensure that they are as easy to use and
follow as possible The results of these
efforts are beginning to came through
with written complaints from customers (a
third of which were ematls) down by 17%
last year Independent research carried
out on behalf of Ofwat shows that 78%

of our customers who have had reason to
contact us were satisfied with the service
they received from Welsh Water last year
putting us third on the industry league
table for this measure

Last year was the first year of the new
five-year AMP5 investment programme
(AMPS5), under which we plan 1o invest

£1 3 billion on our £25 billion network of
assets to protect dnnking water quality,
safeguard our rivers and coastal waters
from pollution, reduce our operating
costs and improve day to day customer
service Last year we invested £242 million,
sphit between water £127 million and
wastewater £115 milion This included
investment for three advanced anaerobic
sludge digesters at Cardiff, Hereford and
Port Talbot which are now generating
enough electncity to power a town the
size of Caernarfon in the process saving
our customers some £8 million a year and
reducing our carbon emissions by some
40,000 tonnes

Glas Cymnu Cyfyngedig
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Managing Directers’ Report

Qur aim 15 to generate green energy
sufficeent to meet 17% of our total energy
needs by 2015

The expected impact of chmate change
represents one of our biggest challenges
in the years ahead with drier summers
impacting our water resource position
and more frequent huigh intensity storms
impacting our legacy sewer network in
particutar We face a number of other big
challenges as well The adoption of private
sewers from October 2011 will nearly
double the length of our sewer network,
adding some 16,000km small diameter
and mostly poor condition sewers to our
exssting network European Directives

are also hkely to have a significant impact
on what is required of Welsh Water with

in particular a new EU Bathing Waters
Directive coming into effect in 2015

In addition, our draft Water Resources
Management Plan will be published in
2011 and will include, for consultation,
proposals for significant reductions in our
abstractions from sensitive nvers in Wales
in order to comply with the EU Habitats
Directive These abligations will require
additional investment on our network

of water and wastewater assets which

will In turn put pressure on customers’
bills Qur goal 1s to secure for today’s
customers and future generations the best
possible balance between affordability
and standards, making sure that new
requirements pass cost benefit tests and do
not compromise other pricrities, including
n particular essential maintenance to
mininise the nisk of asset breakdown which
causes preblems like bursts, interruptions
to supply and pollution inadents

Since Glas Cymru acquired Welsh Water
1 2001 we have invested nearly £3 billion
on renewing and improving our £25
billion network of reservotrs, treatment
works, pumping stations, water mains and
sewers — equivalent to more than £2,500
for every household we serve We have
also greatly improved our efficiency such
that our operating costs are no higher in
real terms than they were ten years ago
which 1s the best track record in the sector
where on average other companies’ costs
have nisen by 18% in real terms |n those
same ten years we have been able to
greatly strengthen the financial positton
of the business, bringing down the level
of regulatory gearing from an initial 93%
to 67% as at 31 March 2011 Due to our
much improved financtng and operating
efftciency, we have been able to fund this
high level of investment whilst keeping
bills affordable for cur customers

If we are to be able to continue to sustain
this high level of investment and deliver new
higher standards in the future 1t 1s of wital
importance that we continue to have access
to keenly priced funding from the private
capital markets Otherwiseit s going to
prove impossible to deliver the service that
customers in future will expect, including
any new standards required by European
Directives for nstance, at a price that
customers are likely to consider affordable

Constderable attention is currently
being given by industry requlators and
governments in Wales and in England to
the future challenges faced by the water
sector and the potential role that market
reform could play 1n meeting those
challenges Glas Cymru s dedicated to
looking after the water industry in Wales
on behalf of today’s customers and future
generations and we will always assess
any proposed reform in terms of its hkely
impact on our customers as a whole

The key test for us ts that any significant
market reform must not put at risk the
avallability of efficient, long-term funding
for sustained capital investment, which we
believe will continue to be the overnding
requirement for a high qualty, reliable and
affordable service now and into the future

Nigel Annett
Managing Director
8 June 2011
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Our Performance at a Glance

For 2010-11 we adopted a new set

of metncs against which the Board
monntored and assessed our performance
This took the form of a performance
'scorecard’ of measures based around
five groupings monitored each month
against targets approved by the Board Iin
the annual business plan The scorecard
was designed so that achteving ‘target’
performance would delver (or maintain)
above average sector performance, and
achieving a ‘stretch’target would place
Welsh Water at or near top of the sector

The 20 measures chosen for 2010-11,
which are further explatned on page 38,
were chosen because they

» are high level metnics that are critical to
Measuring our success,

» reflect metrics that are iImportant to our
regulators (Drninking Water Inspectorate,
Environment Agency and Ofwat) and
include key serviceability indicators, and

» they are meaningfu! and recognisable
to our staff

There are also two measures under a sixth
grouping, ‘Qur wellbeing, which are not
used for the purpose of Incentivisation
these are measures relating to (a) number
of reportable injunes and (b} staff
engagement

The key measures of our financial
performance are reported in the Financial
Review on page 34 These are measures
which we have reported in previous years,
namely (1) credit rating of Glas Cymru
bonds, (i} geaning (net debt/regulatory
capital value), and (1) interest cover

For 2011-12 the Board has reset the
Performance Scorecard in the light of
experience In the first year of operation

The new scorecard has 18 measures,
which align better to the delivery of
Ofwat’s serviceability metnics and the
DWi's performance indices We have
retained the additicnal measures of ‘well
bemng’we used n 2010-11 Measures of

operating cost performance rio longer

form part of the scorecard, and have been
replaced by separate measures of financial
performance which have been given
equal weighting with the scorecard These
changes will be further explained in next
year's annual report

Ator
better than
2009-10  2010-11  previous year
Safe dninking water
Number of Bacti failures at WTW 8 6 v
Bactenologieal compliance at SRVs (96) 9992 9994 v
Iron comphiance at customers’ tap (%) 9927 9956 v
Humber of discoloured wates complaints 8,084 6,550 v
Number of serious water quality inidents 21 17 v
!\:‘Iean fonal Comphance 9994 9997 4
Safe sanitation
Sewer flooding - blockages 198 136 4
Sewer flooding - hydraulic overload 73 47 v
Protecting our environment
Leakage (MlI/d) 1928 19913 X=
Number of serious pollution inadents 8 8 4
Totat number of pollution incidents 32 260 '
WwiW Lookup comphance (%) 9985 9996 v
Bruliant customer service
Number of customers - low water pressure 194 189 v
Number of customers - loss of supply >6hours 477 3,759 X
Number of wntten complaints 13313 11,033 v
Number of avoidable complaints N/A 4,524 -
Custorners satisfied with our service (%) N/A 78 -
Number of unwanted telephone contacts 566,449 432,101 v
Delivening services effiaently
QOperating costs (£m) - 50 -
Net energy use (savings of G¥h}) - 505 -
Curwellbeing
Number of RIDDOR reportable injurres 3 24 v

Staff engagement

* Affected by December 2010 freeze/thaw event.

CUSTOMERS BILLS WERE LOWER LAST YEAR AND WILL CONTINUE TO FALL IN REALTERMS
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Business Review

OUR BUSINESS

Glas Cymru was formed just over ten
years ago with a single purpose to
acquire and manage Welsh Water in the
best interests of customers

Structured as a company limited by
guarantee, Glas Cymru has no shareholders
and any finanaal surpluses are retained or
reinvested for the benefit of Welsh Water’s
customers Under our’not-for-profit’
business model, Welsh Water’s assets and
capital investment are financed by bands,
loans and retained financial surpluses

We can reduce our asset financing costs,
which 1s the water industry’s single biggest
cost, by offering hugh quality credit to long
term investors and, in this way, keep down
the bulls to our customers

WE ARE THE ONLY UX WATER COMPANY
OWNED AND FINANCED IN THIS WAY.

Colour photo/graphic removed

Dwr Cymru {Financing) was formed in
2001 and 1s the ‘issuer’ company for the
group’s bonds, which are listed on the
Luxembourg Bourse Details of the group’s
bonds can be found on page 37

Welsh Water is a wholly owned subsidiary
of Glas Cymru and 15 the group’s principal
trading company

The company employs a large and

complex network of long-Iife assets - with

a replacement cost of £25 billton, or over
£20,000 per household - to prowide a safe
and rehable supply of drinking water and to
deal effectively with customers’ wastewater
In this way, Welsh Water fulfils a wital role

in protecting public health and the natural
environment.

Welsh Water is the 6th largest of the
UK’s privatised water and sewerage
compantes and provides an essential
public service to over 3 million people

Through Welsh Water we employ some
1,820 staff, own some 42,000 hectares

of land and operate one of the largest
networks of assets in the UK water industry
We supply an average of 815 megahtres
{M) of treated water and remove and treat
570MI of wastewater every day, through a
network of assets {below)

We are a single purpose business and we
do not diversify into unrelated activities

Our job, working within the regulatory
framework of the UK water industry, 1s

to ensure that every decision we make
promotes the delivery high quality, value
for money and reliable dninking water
and sewerage services to customers at
an affordable price We act as custodians
of the water industry 1n our region on
behalf of today’s customers and future
generations

Qur business strategy has four

underlying themes

» Customer FIRST. from the outset
Glas Cymru’s goal has been to manage
Welsh Water in the best interests of
customers This approach was codified
in our FIRST strategy in autumn 2010
which 1s In the process of being relled
out across the business

3

~

Efficient finanaing our strategy on
finanang and credit rating Is addressed
in the Financial Review on page 34

We report of our performance agamnst
our financial obligations to bondholders
and other finanaal creditors in a
quarterly report to investors

POTABLE WATER SERVICES

WASTEWATER SERVICES

105  water treatment works (WTW)
81 impounding reservoirs
27,000km  of water distribution mains
715 service reservoirs
532 water pumping stations

832 Wastewater treatment works (WwTW)
19,000km  of public sewers™
1,700 sewage pumping stations
3,300 combined sewer overflows

VUThis network will nearty double in length when the transfer of
private sewers and drains s completed in October 2011in line
with the g announced bl
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» Efficient procurement. In last year’s
annual report we explained the Board's
deasion {announced in February 2010)
to end the competitively tendered
arrangements under which the operation
and maintenance of Welsh Water's
network of water and sewerage assets
has been managed by United Utilities
Operating Services (UUOS) and Kelda
Water Services Wales (KWS) As a result,
some 1,600 staff transferred to from
UUOS and KWS to Welsh Water under the
Transfer of Undertakings Regulations on
1 Apnl 2010, and 1 May 2010 respectively

In 2009-10 some 85% of Welsh Water's
operating and investment expenditure
was covered by outsourced contracts
which, as a result of the above change,
fell to 57% 1in 2010-11 Services that
continue to be competitively procured
are capital Investment and maintenance
and support services, bilhing and
income, IT and laboratory services

In spring 2011, we announced we would
bring back in-house Welsh Water's
sampling and network development
5ervices

» Transparent and high standards of
governance cur approach to thisis
explained in the corparate governance
report in page 45

Colour photo/graphic removed

In fanuary 2011 the Welsh Government

published a Strategic Policy Pasition

Statement on Water, updating the first

statement published in March 2009

We support and will contribute to

the delivery of the Environment

Strategy outcomes set out by the

Welsh Government, namely that

» Water resources should be managed
sustainably to meet the needs of
society without causing damage to the
environment

» Water should be used more efficiently
across all sectors

» The high qualrty of our drinking water
should be maintained

» The quality of our groundwater, rivers,
lakes and coastal waters should be
maintained and enhanced

REGULATORY AND OPERATING
ENVIRONMENT

Cur operations are subject to extensive
perfarmance monitoring against
standards and targets set by regulators
and government

Each year regulators publish reports that
assess and compare the performance of
the regulated water compantes across a
wide range of measures, iIncluding water
quahty, environmental quality, customer
service, affordability and cost efficiency
The ability of the Board to benchmark the
comparative performance of Welsh Water
against independent regulatory data Is a
key feature in Glas Cymru business model

Ofwat 1s the economtc regulator and 1s
responsible for setting the maximum
increase In charges that a company can
set In any year

FOCUSED { One team warlang together to achieve the same goal

INFORMED | Highly competent at what we do, always meeting our customer’s needs and requirements
RESULTS DRIVEN | Hitting targets / getting things right first time every me

SAFE AND STRAIGHTFORWARD | Delrvering an uncomplicated, secure service for alt

TAKETHE INITIATIVE | Be proactive, do the nght thing for the customer and the environment

Glas Cymru Cyfyngedig
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Business Review

It 1s also responsible for promoting the
interests of customers by iIncentivising
efficiency and high standards of service
and penalising inefficiency and poor
service Price lirmits are set through a
process of regulatory review every five
years, although Ofwat has established

a series of working groups to review
options for future price reviews, which
may move away from a single 5-year price
review process In December 2009, Ofwat
published its final determination for Welsh
Water for the regulatory cycle from 1 Apnl
2010to 31 March 2015, known as ‘AMPS’

Until March 2010 Ofwat assessed
companies’ overall delivery of service to
custorners wia its Overall Performance
Assessment {OPA), which served two
purposes (1) it enabled compansons of the
quality of the overall service companies
provide to customers, which was taken
into account at each price review, and

(1) 1t informed customers - and other
interested parties - about the overall
performance of their local water company
The OPA assessment reflected a broad
range of services including water supply,
wastewater services, customer service and
envircnmental impact

On 1 April 2010 Ofwat replaced OPAwith a
new framework of serviceability measures
and a service incentive mechanism (SIM),
designed to reward or penzlise companies
according to how they perform against
specified consumer experience measures
Performance against the SIM measures

i1 2010-11, which includes number of
customer contacts and complaints and

an independent survey of customer
satisfaction, are reported on pages 21

and 22 Prepanng performance data for
SIM reporting has highlighted subtle but
important differences in the way that some
company’s record data and we welcome
Ofwat’s plans to 1ssue gutdance to
Reporters and to use the 2011 June Return
process to set minimum standards and to
‘normalise’ data between companies

The Welsh Government has a key role in
determining water and environmental
quality standards as well as setting the
framework for other public policy matters
for Wales The Dninking Water Inspectorate
(DW1} 1s the regulator for dnnking water
quality The Environment Agency (EA)
regulates our environmental performance,
specfically the way we abstract water from
rivers and reservoirs and then discharge
wastewater after it has been cleaned

The Consumer Council for Water ('CCWater -
Wales) is the independent body established
to represent the interests of customers

It investigates complamnts and champions
customer concerns, and audits our
performance on customer service more
generally, as well as influencing policy We
support the continuation of an iIndependent
voice for customers of the water industry
InWales, separate from consumer bodies
representing other sectors

The Countryside Counail for Wales (and,
in England, Natural England) oversees
our management of designated sites for
nature conservation and how we meet
our obligation to conserve and improve
biodiversity In January 2011, the Welsh
Government announced a review that
could see three of its sponsored bodies
(EA-Wales, Countryside Council for Wales
and Forestry Commisston Wales) merged
into one regulator for the environment

OUR SECTOR REGULATORS

http./fwww ofwat.gov uk

http //dwi defra gov uk

http.//www environment-agency gov uk

http./fwww cowater orq uk

htip./fwww cow gov uk
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QUR'AMPS5'CHALLENGE

The benefit of investment decisions
we make today will be felt for decades
to come

The AMPS regulatory contract, in which
we will invest a further £1 3 billion 1n the
five year period ending 31 March 2015, s
the most challenging we have been set
since the industry was privatised At the
end of the period the average hill for a
water and sewerage customer will have
fallen by £20/household in real terms

[n 2010-11, we anncunced the biggest
bill reduction in the sector

To deliver this level of bill reduction we
have put in place plans to significantly
reduce our operating costs, by around
20% of costs that we can directly manage
or influence At the same time, we must
maintain or iImprove our performance
to meet new ‘serviceabiity’ targets set
out in the Final Determenation, which
are also very challenging These new
standards camprise 20 measures aver 4
service areas, which, iIf we do not meet
them, could lead to substantial financial
penalties being imposed on us at the
time of the next price review

The performance of our network of
water and wastewater assets underpins
the service we give our customers and
our ability to protect the environment
from pollution A key discussion with
all our regulators duning the last pnice
review was the possible trade-off
between new investment and the
affordability of customer bills

Nearly all of the cntical iInvestment

we sought for the AMPS period was

recognised in the Final Determination

Our main cbjectives i the period are

» To upgrade or renew facilities at 26
WTW sites to deal with deternicrating
source water quahty and other risks
dentified in our Drinking Water
Safety Plans

» To deliver a significant reduction in
sewer flocding and pollution incidents
caused by breakdowns cn our sewer
network, and to invest in additicnal
treatment stages at various wastewater
sites to protect nver and coastal water
quahty

» To complete a programme of advanced
sludge digestion schemes at three
WwTW sites - on which we made an
early start iIn AMP4, which will deliver a
major reduction tn our ‘carbon footprint’
by 2015

» To delver, through our ‘Green Space
Wales's strategy, sustainable urban
drainage schemes to reduce the nisk of
flooding from overloaded sewers

» To continue to address affordability
by offering one of the widest ranges
of tanffs and schemes available in the
industry designed to help our least
well-off customers

We have already met one objective

for AMPS when in October 2010 we
opened our Linea customer service and
operaticnal control centre In 5t Mellons,
Cardiff At Linea we have brought
together under one roof alt the staff
who deliver bithng and operational calls
services and associated work planning
and scheduling, which has provided
scope for additional efficiency and a
better customer service We are using the
latest technology (delivered by the £85
millicn AMP4 programme of IT-enabled
change) to anticipate service failures and
improve customer service by giving first-
time resolution to day to day customer
service Issues Towards the end of the
year, we also launched a new ‘Business
Development’service at Linea, which will
deliver an improvement in our ability to
respond to the need for infrastructure

to supply new housing and to support
economic development

OUR DIRECT OPERATING COSTS ARE NO HIGHER IN REAL TERMS THAN THEY WERE TEN YEARS AGO (THE BEST

TRACK RECORD IN THE SECTOR) — AND WE ARE TARGETING A REAL TERM REDUCTION OF 20% BY 2015
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Business Review

Market reform Household customers
cannot currently choose which company
delivers thetr water or wastewater services,
but customers who use 50Ml of water

or more a year can take supply from any
icensed water supplier This may change
as a result of an imndependent review of
competiticn and innovation In water
markets led by Professor Martin Cave,
whose final recommendations are stif
being considered by government, and a
series of consultation papers pubhshed by
Ofwat on the potential for retail rmarket
refarm

We do not have a high concentration of
nen household customers and our largest
25 customers (by volume} account for less
than 5% of revenue

The Board welcomes any change to

the water industry where this can be
demonstrated to be in the long term
interests of customers We share the view
of the Welsh Government that - based on
the availlable evidence - the case has not
been made to show it would be in the
interests of Welsh Water’s customers to
support the separation of the retail and
network businesses in Wales

MANAGING RISK

It s a key principle of our business
that Glas Cymru cannot diversify into
activities unrelated to the water and
sewerage business of Welsh Water

This ensures that we cannot be distracted
from the single purpose for which Glas
Cymru was estabhshed and also serves

to contain the range of nsks that we face
Many of the risk factors affecting the
Company are business risks which can be
mitigated by ensunng that appropriate
controls are In place However, the
Company s affected by many risks cutside
our control that could have a matenal
effect on our long-term performance

No company 1s insulated from the impact
of economig recession, climate change

or of a changing regulatory environment
The most important risks facing Welsh
Water are described below

Business Operations Changes

The deaision in February 2010 to end
arrangements for the outsourcing of the
day-to-day operation and maintenance

of our network of water and sewerage
assets was one of the most significant
1ssues the Board had considered since

Glas Cymru acquired Welsh Water

The deasion was the Board's response

to meeting the challenges setby a very
tough price review, which could not be
met by the outsourced model that had
been used since 2001, and the need to
improve some aspects of water quality and
pollution prevention performance which
had fallen below the average for the sector
By 1 May 2010 the previously outsourced
contracts had been brought to an end and
some 1,600 staff had TUPE transferred to
Welsh Water

The move to these new arrangements
involved a penod of additional uncertainty
and risks To address this, detailed

and audited transition arrangements

were put in place to ensure that public
health, staff safety, customer service and
environmental performance standards

did not fall and we increased the level

of performance reporting The Board
discussed the nsk of our losing or falling to
recruit key people to ensure we have the
competencies and experience we need

to meet our long-term obligations, and a
new leadership team was put together,
which included external appointments for
eight key roles The Board believes that
the nisks associated with the restructunng
of the business have been managed well
and that thss 1s reflected in the improved
performance of Welsh Water in 2010-11

New outsourced contracts have been put
in place for the AMPS period (20120-15}
for the design and construction of major
capital investment schemes, and contracts
cantinue for ICT and for customer contact
and billing services, which were not
affected by the above changes

Operational risk: In the past year we have
addressed two main operational nisks

The impact of extreme patterns of weather
on the ability of Welsh Water to maintain
essential services and a high standard of
service to customers, and the impact on
the business of the launch of new, once

In a generation changes to IT operating
systems, which fundamentatly changed
many werking practices and the way in
which we deliver services to customers
day to day
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Operational nisks that anse from weather
conditions are varied Extreme cold
weather can freeze operational assets and
cause equipment to fail if temperatures
fall outside of its design parameters Any
extreme weather (hot, cold, dry or wet)
can increase occupational health and
safety nsk Drought can also impact on
our abifity to maintain supplies without
restrictions, albeit we have invested 1n
sigruficant schemes In recent years to
improve the connectivity of our water
distnibution network, giving more
flexability in how we can respond to
extended periods of dry weather

2010 started with a prolonged period of
freezing weather, was followed by the
dnest six months for mare than 70 years, a
very wet late summer and then the coldest
December on record This pattern of
weather while extreme was not a one off,
as similar weather patterns have caused
problems in each of the past three years

Through a process of post incident reviews
discussed at the Quality and Environment
Commuttee of the Board (QEC) we are
confident that lessons are learned and

the business 1s better prepared should
sirmifar circumstances recur For example,
following the experience of extreme cold
weather in 2009, we extended our fleet

of four wheel drive vehicles and gritters

to ensure access to cntical assets, which
contributed to less disruption of services t1e
customers in the more extreme cold spell
1n 2010, dunng which we also cancelled

all non-essential operational activity

and business meetings A non weather
related example followed a temporary

loss of power supply to a water treatment
works tn early 2010 which led to a review
of power supply to all cnitical assets
Operational risk I1s reassessed following any
learning expenence of this kind

As a consequence of extreme weather in
the past two winters, our level of leakage
was 3% higher in 2010-11 and behind
target To bring leakage back on track

we have maintained our ‘find and fix’
resources in the field at peak winter levels
and we are Investing In additional leak
detection equipment We are confident
that the AMPS regulatory target for
leakage in 2015 will be achieved

The roll out of new IT operating

systems followed the £85 million AMP4
investment in IT enabled change Roll
out and associated training was timed
(and at times delayed) to aveid periods
of operational pressure and the delivery
programme was phased to mirimise

the risk involved The full benefit of this
investment will be seen over the next few
years However, as the business becomes
more reliant on modern {T systems to
deliver enhanced customer service,

any disruption to those systems or to
the national communication network
becomes a greater nisk This is a business
continuity nsk that we plan for and
regularly test

The Board, QEC and the Audit Committee
review policies and corporate and
operational strategies to mitigate each

of the nsks to our business and finanaal
prionties and the service we provide for
our customers Risk is also mitigated by
the avatlability and terms of insurance -
covering property, business interruption,
public iability, environmental pollution
and employer’s llability

Regulatory risk. Regulatory nisk can arise
from Ofwat'’s price control determinations,
from the requirement to comply with
extensive data requirements and more
generally from changes in the regulatory
environment

Ofwat assesses the water industry
agamst 20 standards of serviceability,
any one of which, if not met, can lead

to significant financial penalty Ofwat’s
Final Determination of price limts for

the penod 2010-15 1s one of the most
challenging Welsh Water has been set
since privatisation and we have the
toughest efficiency targets in the sector,
notwithstanding we have the best record
far efficiency improvements since 2001
Furthermore, Ofwat's cost assumptions for
the sector are based on benign economic
conditions in which, for example, bad
debts are assumed to be no higher than
they were in 2008-09

We have adopted strategies to achieve the

required cost reduction by

» Streamlining processes to exploit
recent investment In new operational
technelogy

» Ehmnating duplication in management

¥

P

=

Investing In green energy schemes to
reduce power costs

A phased reduction by March 2015
of around 300 in the number of staff

p)

=

requsred to deliver water and wastewater
services, to be achieved by a combination
of retirement, natural staff turnover and
voluntary severance

The net effect of the last price review 15
that the Company's financial plans are
subject to greater uncertainty so, at the
end of the first year of the regulatory
penod, the Board has decided to pursue
a prudent approach to issues such as the
‘customer dividend’ and discretionary
investment until that uncertainty Is
resoived
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Business Review

Financial risk We are exposedto a

number of financial nisks, many of which

are heightened at a time of economic

uncertainty These include

» Revenue risk ansing from a reduction
tn metered demand and the loss of
large business customers, and from
poorer levels of collection of charges
from domestic and business customers
and increased non-recovery of
customner debt

P

¥

External pressures on operating costs,
such as changes (and unpredictable
vanability) in the price of services and
commeodities (e g chernicals or power)
»

o

The impact on the regulatory capital
value of Welsh Water (and thereby on
revenues) from a negative movement in
the Retail Prices Index

The risk associated with access to capital
markets in the current economic cltmate Is
mitigated as we have substannally secured
the finance we need in the AMP5 penod

The finanaial strength of Glas Cymru s

underptnned by

» The group’s financial position at
31 March 2011, which shows a
significant balance of cash and
undrawn borrowing facilitries available,
gives the business a high degree of
higuidity

» Welsh Water's has secured funding
for 1ts Investment programme for
substantially the whole of the next five-
year regulatory pernod

» The high proportion of index-linked
debt 1ssued by the Company

Future operational and regufatory risk
Greater vanability in weather conditions
1s now to be expected and 1s, as far as
possible, planned for

The effect of the transfer of private sewers
to Welsh Water in October 2011 will be

to nearly double the length of our sewer
network We have very little information
to judge the condition of these private
sewers, but we typrcally expect them to
be poor and below the standard of assets
that the industry is generally required to
operate Defra and the Welsh Government
have yet to finalise all the arrangements
for the transfer or the regulatory reporting
requirements on the performance of the
assets to be transferred As far as possible
we would expect this to be nng-fenced

50 as not to distort the assessment of the
underlying performance of the business

In 2011 Welsh Water will publish for
consultation a revised 25 year water
resource management plan, to reflect
the major reductions proposed by the
Environment Agency in the volumes of
water we abstract from a number of rivers,
mostly in South Wales, in order to comply
with the EU Habitats Directive These
potential changes to our obligations,
which together could require a very

large increase 1n Investment expenditure,
are not included in our iInvestment
programme for 2010-15

Ofwat continues to consult on market
reforms that would see an expansion

of retail competitron, the introduction

of water trading and the exposure

of upstream parts of the business to
market forces If implemented, these
proposals could result in the enforced
legal separation of the currently vertically
integrated water undertakers into retail,
treatment, and network bustnesses

The first of these changes s likely to occur
later this year as it 15 widely expected that
Defra will announce a reduction in the
Water Supply Licence Threshold from 50MI
to 5MI The Welsh Government has stated
In Its response to the Cave Review "that

1t remained to be convinced of the case
for further competition” and would not
reduce the current threshold level

The number of customers in Welsh Water's
region ehigible to switch providers wall
remain the same at less than 5% of total
turnover

The future of competition in the water
industry will be set out 1n 2 Government
white Paper now expected by the end

of 2011 Welsh Water believes that any
significant reform of the sector should only
be proposed if it 1s clear that 1t would be In
the interest of customers and, in particular,
not put at risk the credit ratings and
availabibty of secure long term finance to
the sector to fund future sustained capital
investment needs at affordable cost

FUNDING IS NOW LARGELY IN PLACE FOR
THE RESTOF THIS 5-YEAR REGULATORY
PERIOD IN WHICH WE WILL INVEST
SOME £1 3 BILLION
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Cur Performance

PROTECTING PUBLIC HEALTH
Our most important responsibility is to
provide safe and rebiable drinking water
for alf our customers

The quality of the water we supply s of the
utmost importance and over the course

of a year some 300,000 samples are taken
and analysed under regulations monitored
by the DWI In 2010 the quality of the
drinking water we supplied remained at a
high level We improved our performance
against five of the six indices used by the
DW!I to assess performance, with mean
zonal compliance (the measure of water
quality at the customer’s tap) equalling
our best ever performance

The drop In performance against the
disinfectton controf index is disappointing
but was largely due to a number of
turbtdity failures at a single water
treatment works (WTW) Performance
against the Distribution Maintenance
Index improved in 2010, but remains
below industry average fargely due to
some 4,000 km of remamnng unhned ron
mains

The overall improved performance 1s the
result of a combination of two factors early
benefits from the £200 million programme
to modernise our water treatment estate,

which we commenced in advance of the
last regulatary review in 2008-09 {and
which, by the end of AMPS, will have
provided improved treatment at 26 WTWs),
and from a greater management focus on
planning and risk assessment

This investment, with our proactive
approach to catchment management,
1s contributing to an improvement in
water quality performance and to fewer
significant events being reported to

the DWI in which water quality was,

or could have been, compromised
There were 17 events in 2010 (2009 21),
of which 4 were linked directly to the
extreme and prolonged cold weather

in December 2010

Managing water quabty nsk Qur main
facus for reducing risk to water quality has
been the delivery of the WTW improvement
programme and the refinement of the
Drninking Water Safety Plans we have put in
place for each area of supply These record
how we manage nisks to water quality (and
therefore public health) at all stages in

the supply chain -1e 1n raw water sources
and through the treatment process and
distnbution network to the customer’s

tap The most significant risks are being
managed under action plans agreed with
the DWI, which require a combenation of

local operattonal mitigations (which have
been addressed) and 1n the medium term
through a sustained programme of caputal
tnvestment

A good general measure of customers’
confidence In theu tap water 1s the
number of customer contacts we receive
-1e quernes or complaints by phone call,
email or letter In 2010 we received 3 35
contacts per 1,000 customers, down from
4202009 and 4 5 and 5 01n the two
preceding years

Working in partnership 2010 was the
thud year in which we hosted a sentes

of events to consult and work with
landowners, local businesses, public
health and local authonities and others

to protect the quality of raw water we
abstract for public supply The Water
Health Partnership for Wales (WHPW)
celebrated 1ts fifth anniversary earlier

in 2011 Through an annual meeting,
supported by task and finish groups, and
training events the WHPW brings together
representatives from Welsh Water, local
authonties, Public Health Wales, Welsh
Government, the DWl and the EA to
improve Interagency knowledge of public
health and drinking water quality issues

DWI MEASURE {INDEX}

2009 2010
Mean zonal comphiance 9994 9997
Disinfection control 9998 9988
Process control 9994 10000
Distnbution maintenance 9967 9978
Building water systems 9989 9995
Service reservoir integnty 99 9997

Colour photo/graphic removed
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Many of the same participants also joined
Welsh Water in simulated exercises (in
Wales and mare widely in the UK) to test
inter agency preparedness and emergency
response arrangements, including mutual
aid, fallowing a natural disaster or major
act of terrorism In the past year we have
participated in a number of exercises,
including as a major player in exercise
Kingfisher - which was the largest multi
agency exercise since privatisation in
1989 These are important learning events
which ensure that we (and others) can
play an effective part in responding to an
emergency situation

Reliability of supply* Any work on our
water supply network, whether to connect
new properties ar to reconfigure supply
for water quality reasons, carnes risk of
tnterruption of supplies to customers and
we work hard to keep this to 2 mirnimum

In 2010-11 we saw another year on year
fall tn the number of properties at nisk of
low water pressure (DG2) to 189 (2009-10
194), which will keep us near the top of the
industry league table on this measure, but
anincrease in the number of properties
where water supplies were cut off without
warning for maore than 6 hours (DG3) The
dechine In DG3 performance was the result
of the rapid freeze/thaw weather conditions
in December 2010 and January 2011,

Colour photo/graphic removed

which affected tens of thousands of
customers across the UK, as nearly all water
compantes saw an unprecedented level

of bursts and frozen pipes tn the public
network and In customers’ own pipe-work
The number of DG3 events increased from
477 to 3,759, of which 3,452 were related to
the period of freeze/thaw

PROTECTING THE
ENVIRONMENT

We collect and treat the wastewater
produced by customers in a way that
protects both public health and the
environment

Qverall operational performance and
efficiency both improved during the year,
which was the first in which we directly
managed all our wastewater services
Previously, the provision of much of the
service had been outsourced to vartous

service partners

Colour photo/graphic removed

Wastewater treatment compliance

In 2010 comphance with ‘look up’
discharge consents (or permits for the
discharge of waste water) from the 832
WwTW we operate was 99 96%, up from
99 8596 1n 2009, wath just two small works
ncn compliant However, 2010 benefited
from six months of very dry weather
whech reduced the nisk at small WwTWs
which serve a population of less than
1,000 and consequently have only limited
treatment processes Welsh Water has
dozens of these small WwTW, of which

10 failed look up in 2009, which rematn
vulnerable to unusually high wet weather
flows and unauthorised connections

550 of our WwWTWs also have more detalled
consents - where the treated water
discharge i1s sampled over the course of
the year and tested against parameters,
including biologrcal oxygen demand,
suspended solids and ammonita
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Our Performance

Against this broader serviceability measure
of compliance, we achieved 97 14%
comphance in 2010 (2009 95 95%), which
shows there 15 still more to do to Improve
our performance

Reliability of the sewer network;

A prionty in the past year has been

to reduce incidents of internal sewer
floeding from ‘other causes’- that is from
blockage, collapse or equipment fallure
While an element of this 1s tnevitable - as
ane third of our sewers are more than
100 years old and analysis has showed
that 90% of incidents are recorded at
properties with no history of flooding - we
were concerned that despite sigmificant
management attention and investment,
the number of incidents had not fallen in

recent years

That trend was reversed in 2010-11 when
the number of properties flooded fell by
31% to 136, which makes good progress
toward our AMPS target of reducing
other cause flooding to less than 120
ayearby 2015 The total number of
sewer floading events can be heavily
influenced by intense rainfall, which can
both averload the hydraulic capacity of
our sewers and contribute to other cause
flooding by washing debris into the
network causing blockages

As a result of action we took last year, 15
properties were removed from the register
of properties at nisk of repeat ftooding
following heavy rainfall, but this was offset
by the addition of 32 new properties and
at 31 March 2011 267 properties remained
‘at-nisk’ (2010 250)

Pollution incidents Last year we reported
an increase In the total number of
inadents and that reducing this was a
prionty In November we approved a

£10 million strategy to reduce the number
of incidents by nearly two thirds by

2014 This iInvestment 1s above the AMP5
environmental programme expenditure
and 1t will be targeted at accelerated
capital maintenance and improved
network monitoring While this investment
1s planned, we are funding additional staff
to target known hot-spots

2010-11 saw some improvement in
performance with the total number of
reportable incidents down by 21%, from
326 to 260, although the number of more
serious (categery 1 and 2} inadents did
not fall - there were 8 1n 2009 and 2010
This remains a measure where more
Improvement Is reguired

River water and coastal bathing water
quality Operating our wastewater

assets in a way that safeguards against
pollution 1s one of aur most Important
responsibilities Tounsm contributes some
£3 bilhon a year to the Welsh economy

so It 1s Important that Wales's nivers,
watercourses and bathing beaches are
amongst the bestin the UK

In 2010, all 81 of Wales's ‘designated”
beaches met the ‘mandatory’ EU water
quahity standard and 89% also met the
more demanding ‘gutdeline’ water quality
standard Although this is shghtty lower
than the year before it means that Wales,
which has only 15% of the British coasthne,
has secured 46 ‘Blue Flag” beach and manna
awards for summer 2011 Wales This, for
the tenth year in a row, 1s around one third
of the total awarded to all of the UK The
number of designated beaches 1s expected
to rise ahead of the revised Bathing Water
Directive, which will be implemented in
phases between 2012 and 2015 7 beaches
in Wales have been newly designated for
2011 with many more preparing to apply
In 2012 We are currently developing a new
costal management strategy to respond to
the challenge of the new Directive and the
increasing number of designated

beaches in Wales

Colour photo/graphic removed
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Wales continues to have some of the
highest quality nivers in the UK with some
95% being classed by the Environment
Agency as having goad or better chemical
water quahty (which 15 a key indicator of
organic pollution), up from 86% in 1990

Leakage- Last year leakage was 199Mid
{mega hitres a day), 9MId above target and
3% higher than the prevtous year The last
winter was one of the harshest on record
and for the first ume since targets were
introduced by Ofwat we did not meet our
target for [eakage reduction The target
was missed for a number of reasons
including a backlog of leakage carned at
the start of 2010-11 following the very
cold winter of 2009-10, the diversion of
resources to find smaller leaks in water
stressed zones durning the develaping
drought conditions t spring and early
summer 2010, followed by one of the
harshest winters on record

Nect meeting the target is very
disappointing as for the last five months
of the reporting year we doubled the
resource employed on leakage detection,
we employed additional gangs, diverted
resources and introduced seven days a
week working, at an addittonal operating
cost of some £3muillion

Colour photo/graphic removed

This resource will remain in place until
we are back on track to achieve our 2015
target of 134Mid

MEETING CUSTOMERS'
EXPECTATIONS

Our customers expect a high quality
service - right first time - and an efficient
and courteous reply every time they
contactus

Improving customer service We want
to continually improve our service for
our customers and we listen to what our
customers say in focus greups and in
correspondence [n the past year we have
» Re-launched our website with increased
functionality and to provide more
real tme information when we are
experiencing cperational difficulty

» Redesigned online forms for moving
house, direct debit, meter readings
and customer enquirnes to be more
accesstble and customer friendly

» Simplified bills for non metered
customers - we have alsc set up a new
area on our website that explains each
part of the bill

» Changed our payment reminder letters
to make them simpler and easy to
understand

b4

Implemented a new telephony system
with butlt in call recording functionality
to improve the quality of service
delivered

» Met with four key care organisattons in
Wales to discuss our service

These and other changes we are planning
for the website will make 1t easier for
customers to do business with us

Colour photo/graphic removed

OUR RESERVOIRS WERE FULL AT THE START
OF THIS YEAR AND OUR ABILITY TO MAINTAIN
SUPPLIES HAS NOT BEEN COMPROMISED

BY THE HIGHER THAN TARGET LEAKAGE

LAST YEAR

Glas Cymru Cyfyngedig

Company Number 3975719

Report and Accounts 2011419




Our Performance

Better use of the website, and an
increasing number of customers who are
choosing to use our sutomated payment
line, also helped reduce the number of
telephone calls we receive from customers
who want to speak to us about a bill or
payment plan, or have quenes relating to
water or sewerage services or to metering

and new connection services

tn autumn 2010, we opened our Linea
customer contact and operations centre in
St Mellens in Cardiff, wath new telephony
and SAP based customer contact and work
management systems, a development
which fundamentally changed the
working patterns of all our front hine staff
This new facility provides the platform

for much of our future Improvement
plans, but it was severely tested by the
volume of contacts we received over

the Chnistmas/New Year pertod - twelve
umes higher than we have expenenced
before - as customers reported frozen
pipe-work during the penod of rapid
freeze/thaw Last winter was a significant
learning expertence for Welsh Water (as it
was for all water companies) and we have
restructured how we plan and deliver
services provided from Linea, which we
will robustly test ahead of next winter

Helpmg customers pay their bill

We offer three assistance schemes to
support customers who are experiencing
financial difficulty and struggling to pay
their water bill During the past year

we have worked with local authorittes,
housing associations, the Gitizens Advice
Bureau (CAB), Consumer Council for Water
Wales (CCWater - Wales) and Moneyline
Cymru to make our application processes
as simple and accessible as possible,
mcluding the introduction of a single
application form for all three schemes
We have also 1ssued posters and leaflets
to promote these tanffs though local
authority and housing associaticn offices,

libranes and GP surgeries, etc

‘Welsh Water Assist’ - a tanff designed

to help households on low incomes and
customers with particular needs - has
capped the bill for 201 1-12 for some
16,800 ehigible water and sewerage
customers at £228 {compared to a £400
cap provided by the national standard
Watersure tariff} We have nearly doubled
the number of parttcipants in one year
and we have over 16,000 more customers
on this tariff than were previously on
Watersure The number of customers
opting to join‘Water Direct’ - a tanff which
reduces the annual bill by £25 when

customers opt to pay by direct deduction
from their Department of Work and
Pensions benefits - rose by 10% to 14,300
Also, 4,500 customers benefited from a
£10 reduction in their bill under the ‘Water
Collect’ tanff, in partnership with Valleys to
Coast, the social landlord

In addition to our three assistance
schemes, a Customer Assistance Funds
run with the assistance of the CAB and
Moneyline Cymru Last year over 1,300
customers who have arrears of cver £15¢
took advantage of this scheme, which
helps to reduce their debt and support
ongoing payments

Providing ‘additional services’. We offer
a range of additional services - including
large print or Braille bills, bottled water
during emergenctes, a password scheme
for home visits and a ‘knock and wait’
service for those who need a hittle more
time to answer the door At the end of the
year 11,555 customers were registered
for one or more of these additional
services, some 65% more than last year
We are currently working with caning
organisations and CCWater - Wales to
Increase customer awareness of our
addittonal services and to make them
more accessible to all who need them
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Customer satisfaction- In April 2010
Ofwat introduced SIM {Service Incentive
Mechanism) as a replacement for the
Overall Performance Assessment (OPA),
which Ofwat had previously used to judge,
compare and mcentivise companies
performance on a range of measures

SIM comprises two components - a
quanttative score measunng the number
of complaints and telephone contacts that
companies receve, and a quahtative score
that will measure how satisfied customers
are with the quality of the service received
from their company Quantitative and
qualitative scores are combined to
produce a single consumer experience
measure This combined score will be
used to compare companies’ perforrmance
and for Ofwat to calculate any financial
incentives and penalties

from 2011-12 onwards

Far many years Ofwat has carnied out
research into customer satisfaction with
telephone call handling across the sector
In the latest published results (which is the
qualitative element of SIM for 2010-11) we
scared shghtly htgher than last year - wath
4 26 out of 5 (up from 4 22) - and were
ranked 3rd of the 10 water and sewerage
companies, where the top performing

Colour photo/graphic removed

This demonstrates that 78% of those
customers who had reason to contact

us were satisfied with the way we had
handled the enquiry or contact, and cur
customer balling service, which 1s provided
under contract by Veolia Water, was

the top performer of the 10 water and
sewerage companies

We also track customer levels of
satisfaction with drinking water quality,
coastal environmental quality and

how our customers judge our value for
money when compared to other utilities
This independent market research ts
conducted by Beaufort Research, which
randomly selects 1,000 customers

twice a year, and the latest research
shows similarly high and stable levels of

The quantitative element of SIM
combines several elements (telephone
lines busy, calls abandoned, unwanted
telephone contacts, wnitten complaints
and complaints escalated for review by
a Dwrector or investigation by CCWater

- Wales) with each element weighted

to reflect the increasing impact on
customers and the cost to the company
The lower the SIM quantitative score the
better the performance, and last year we
scored 397 pounts (2009-10 486), where
the industry average for 2009-10 was
estimated to be 391

Guaranteed Standards All the water
companies in England and Wales have to
maintain certain minimum guaranteed
standards, and compensation payments

company scored 4 47 satisfaction on all key measures are made If those standards are not met
Colour photo/graphic removed
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Last year, we made 1,511 GSS payments
{2009-10 1,429} but the total value of
compensation payments fell by 26%

The main area for improvement relates

to missed appointments, which were
higher last year as a result of the major
system changes we implemented which
nevitably led to instances where data
may not have been properly recorded -
wherever we were unsure we erred on the
side of caution and made a GSS payment
We also wrote and apologised to almost
3,000 customers who were not entitled to
compensation under the GSS requlations,
but whose supplies were interrupted

last winter because of problems on our
water supply network, who received
discretionary compensation payments
totaling nearly £95,000

Customer complaints In 2010-11we
received 11,033 written complamnts, 17%
fewer than last year Around two thirds of all
complaints relate to bilhng issues although
volumes in this area have reduced 20%
year on year This has been delivered by
simplifying the format of the Bill, reducing
the volumes of estimated bills sent out,
clearer information on the website and
improved training of employees Last year
we responded to 99 8% of these wnitten
complaints within 10 working days, up from
99 6% the previous year

The number of complaints that had

to be escalated to a Director because

a customer was not happy with our

first reply has reduced by 38%, and
represented arcund 3% of the total
number of complaints The number of
complaints investigated by the Consumer
Council for Water Wales fell from 10.1n
2009-10 to 7 last year

Preventing crime For many years

Welsh Water has worked in partnership
with the four Welsh police forces

and Crimestoppers Wales to prevent
distraction burglaries We parttcipate in
regular promotional campatgns and all
our staff will carry an.identification card
which can be verfied by teleghoning a
free-phone Bogus Caller Hothne Around
1,700 customers have also registered

for the addiienal service password
scheme which provides a more personal
verfication of staff identity

Minimising the disruptive impact

of our activities Before starting any
major work we haise closely with local
communities, and often hold public
exhibitions, to explain the work we will
be carrying out and to answer questions
from local residents If water supplies
are going to be interrupted, or access

to customers’ premises will be required,

then a comprehensive infarmation
pack s provided to those customers
directly affected and a 24 hour contact
telephone number 1s provided Each
year a number of our capstal schemes
receive an award under the National
Considerate Construction Scheme
where arrangements for public safety
and community impact and lraison are
independently assessed

SUSTAINABLE OPERATIONS

We operate in a way that safeqguards
the environment and minimises any
adverse environmental effect from our
operations.

Managming water resources In spring
2010 the Environment Agency confirmed
the required level of reduction in water
abstractions from some rivers to comply
with the EU Habitats Directive While
lower than prevtously reported, the level
of reduction is significant and has led

to changes in our draft 25 year water
resource management plan, which

will be published for consultation in
summer 2011 This will set out where

we obtain our water from and our plans
to manage the balance between supply
and demand, having regard to the
Welsh Government’s forecast changes in
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OUR CUSTOMER ASSISTANCE TARIFFS GIVE
EXTRA HLP TO MORE THAN 37,000 LOW
INCOME HOUSEHOLDS
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population, the amount of water we all
use and the effects of chimate change
There are a number of zones where
demand will exceed available supply in
drought conditions, partly as a result of
the reduced abstraction levels required
by the Environment Agency We will
consider measures to restore the balance
in the most effictent manner possible,
taking account of financial, social and
environmental costs

The first half of 2010 was the driest

since 1927 and requtred us to take a
wide range of operational measures to
preserve water supplies With nearly half
the industry’s geographically discrete
water resource zanes our abihty to
transfer water from one area to another
can be limited In 2010 work started on
the feasibility of a major transfer scheme
which would move potable water treated
at Felindre WTW in west Wales to the
conjunctive use system In south east
Wales to help ensure that customers
have sufficient water to meet their needs

when they need it

Water efficiency A key part of our plans
10 manage water reseurces Is 1o promote
sensible water use by our customers
through encouraging efficient use of
water Water efficiency i1s a core theme
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In our education programme through
schools and in the community and

we provide information, advice and

free devices to help save water In the
workplace, home and in the garden
through road shows and via our website
and publications The key message is that
every small measure to save water can
help offset the effects of chmate change
by containing any increase in overall water
consumption

Reducing our carbon footprint Last year
some 88% of our carbon emissions relate
to energy use so our carbon reduction
plans focus on delivering a year on year
reduction In net energy consumptton,
which we will do by using less power and
by investing to increase the renewable
energy we generate from our assets

On a like for like basis, last year net
carbon emissions from our operational
activity fell by some 2 4% to 287,369
tonnes of CO, equivalent (tCO,)

In 2010-11, our electricity consumption
from the National Gnd was unchanged
at 445 GigawWatt hours (1 GWh being
1,000,000 KiloWatt hours) Reduced
consumption in the wastewater business
was almaost entirely offset by a nse of
13GWh in use by the potable water
business, which 1s almost wholly due to
the additional pumping costs during

the near drought conditions in 2010 and
shows how climate change can have a
direct impact on our business This Is
lustrated both by the total energy used
n our potable water business, but also by
looking at two pumping stations

Colour photo/graphic removed
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Glaisfer and Llangynydr pumping stations
lift water from our Talybont system to the
Heads of the Valley area and, because of
the height and therefore pumping cost
involved, are only used when supply from
reservoywrs at Carno and Nantybwch are
running low These pumping stations
operated six months last year compared
to anly once of any significance in the
previous three years

Offsetting higher electricity use, last year
our renewable energy generation almost
doubled to 20 5 GWh (2010 10 7GWh}
This growth comes from our advanced
digestion (AD) schemes at Cardiff and
Afan WwTWs, in which we have invested
£65 million 1n the past three years, which
add to power generated from the existing
smaller combined heat and power

{CHP) schemes, which capture and burn
‘waste’methane gas at our WwTWs Last
year these AD schemes, which convert
wastewater sludge to electricity, delivered
some 8Gwh of energy, but when fully
operational they are expected to deliver
up to 35GWh of green energy each year
Works at two of the three AD sites will be
self sufficient for electricity supply
Qverall, the AD schemes will reduce the
level of electricity we purchase from the
gnd by 10%, and cut by a further 50% the
volume of gas we use

We continue to plan investment in
renewable energy capaaity and last

year 5 local hydre power schemes were
taken through feasibiity and design and
are expected to be installed in 2011-12
WTW investment schemes are also being
designed, where appropnate, to have
turbines on the inlet pipe to generate
power and reduce onsite electricity use
The first of these will come online at
Penycefn, near Daolgellau, in summer
2011 Individually, these schemes are
quite small but by 2015 the programme
of schemes 1s expected to reduce our
operating costs by over £1million a year

Sustainability We have signed up to

the Welsh Government’s ‘Sustainable
Development Charter’ joining a growing
network of organisations committed

to shaning best practice and learming
across Wales This builds on our long term
commitment to pursue a sustatnable

strategy for operating our business, as first

set out In 2007 in ‘Our Sustainable Future’

|
We are a signatory to the WRAP Utllity i
Industry Agreement and committed to
minimising our use of virgin aggregate
resources and the volume of construction
waste we deposit to landfill Last year we
met our target to reuse cr recycle over
75% of the excavation and construction

waste we generate

Less that 0 5% of the waste we send to

landfill 1s hazardous waste In the pastit
was hard to reduce this further as there
was no economically sustainable use

1n Wales for the 1,600 tonnes of grnit we
produce each year as part of the sewage
treatment process However, following

a successful tnal in south Wales, most of
this gnit wall in future transferred to a soil
manufacturing company for use in their
production process - without any form of
washing or pre-treatment This will both
reduce our operating costs and divert
waste away from landfill to sustainable use
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DELIVERING FOR THE FUTURE
Investing in our network of assets

to protect public health and the
environment

In last year’s annual report we set out
the outcome of the 2009 Price Review
and the key outputs from the investment
programme we will deliver in the five
years to March 2015 Save for the WTW
improvement programme, which will
deliver additional treatment stages at

26 WTW, and the anaerobic digestion
schemes at 3 WwTW, this programme
has seen a significant shift iIn emphasis
away from the construction of large new
assets to a more maintenance driven
programme Maintaining above and
below ground infrastructure assets Is
essential to mantain or iImprove cur
serviceabihity performance After the first
year of AMP5 we are generally on track
with this programme, as summansed
(nght}

PROGRESS 2010

Pratecting public health s
» 2improvement schemes (Mynydd Llandygai/Eithenfynydd) and 2 strategic maintenance schemes
{Bryn Cowlyd/Capel Dews) completed in Year-1 sa far 7 of the 26 WTW improvement schemes have been
completed due to the provision of eardy-start finance Work 1s on site at 4 schemes and 3 are tn the planning
and design phase

Safequarding the environment s
» Improvement scheme completed at Eign WwIW, Hereford

» 9environmental investigation schemes completed to inform future investment decistons

» 14 km of sewer mains rehabilitated

» 2mntermittent combined sewer overflow schemes completed

Responding to dimate change v
» The anaerobic digestion {AD) schemes at Afan and Cardiff WwTWs are complete and generating energy

ahead of schedule This contnbuted to the near deubling in renewable generation to 20 56Wh
» Under our’Green Space Wales's programme four tnals have been established to test methads to reduce

volumes of urban surface water discharging to the public sewer

Meeting customer expectatlons s
» Customer service and operational control centre opened in 5t Mellons, Cardiff
» New customer contact management and work scheduling systems implemented, allowing an improved
responsiveness to customer service Issues
» Schemes completed to remove 15 properties from nisk of sewer flooding
» Maintenance schemes completed on 44 km of water maims to reduce interruptions to customer supplies
from poor condition 1ron pipes (below target, as from November 2010 resources were diverted te leakage
reduction activity)

INVESTMENT IN THE FINANCIAL YEAR 2010-11
(net of grants and capital contributions)

WATER SPEND (EM) WASTEWATER _SPEN [lLEM)
WTW improvement 41 WwIW improvement ;2
Emergency planning and secunty 4 Intermittent discharges 13
Reducing leakage 12 Sewer maintenance 1
Asset maintenance 35 Wastewater asset maintenance 18
Drought mitigatton 5 Sewer flooding 4
Metering 5 Advanced digestion 3
New developments 1 New developments 1
Systems development/IT 7 Systems development/IT —3
Other 10 Other 11
Total £120 Total £108
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A lhietle nll of ram-water off the fields

1s pluckimg ws harp-strings in the sun,
and a ditch among reeds 15 a nsing gleam,
the miracle of water’s grve and yeld

Two mingling colours of glas in a stream,
help me dream that secret web of water
underfoot, down through the storeyed strata
i Earth’s unmappable corridors of stone

While along the road the whistling water-gods,
sons af Cotentina, goddess of springs and wells,
are burying miles of ptping like a map

of life, an arterial stream te every tap,

Like those rivers, reservawrs, aguifers underground,
trivistble silvers silent as ultrasound

Gillwan Clarke
National Poet of Wales

Commissioned by Glas Cymru to celebrate the tenth anniversary of its founding
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Responsible Business

KEEPING OUR PEOPLE SAFE
All our people have a nght to go home
safe at the end of the working day

Ensunng the occupational heaith and
safety of all our employees and the
health and safety of members of the
public 1s always top of our agenda and a
big responsibility On any working day,
construction or engineering work may be
being carried cut at around 150 individual
sites across the Welsh Water regton, and
up to 4,000 procedures or operational
actwities are performed at our treatment
works or on our network of water and
wastewater pipelines

In 2009-10 we saw an increase in RIDDOR
reportable acoidents for the first ime in
the ten years that Glas Cymru has owned
Welsh Water, so it i1s pleasing to report

this was reversed last year In 2010-11 the
number of RIDDOR reportable accidents
fell by 39% to 24, and we saw good
improvement in the number of minor
injunes (down 19%) and the number of
days lost from work and non-work related
iiness (down 25%)} This equates to an
accident incident rate (AIR, per ‘000,000
employees) of 660, which compares to 946
m 2008, 720 1n 2009 and 805 in 2010 and a
UK construction AIR in 2010 of 735

We have adopted a new occupational
health and safety strategy to reflect the
operational focus of our business and to
provide a clear framework to achieving

aur vision to be the best It will also ensure
that good occupational health and safety
practices are integrated into all business
activities The strategy has 14 improvement
inmatives supporting the 3 themes of

‘First Standards, ‘First Systems;, and ‘First
Support Services’ These imitiatives will help
improve future performance, especially in
terms of reducing the number of avoidable
accidents -1 e those that relate to slips
trips and falls or manual handling, which
involved a behavioral aspect to them,

and give a new focus to staff trairving

and awareness campaigns tc improve
future performance In 2010, 28 members
of the Leadership Team and 6 Directors
successfully completed I0SH Safety

for Senior Executives assessed training
courses

An important part of our approach to
improvement is to recognise health
and safety excellence In June 2010
we held ours fourth annual conference,
which was attended by a cross section
of 300 employees and service partners
Thus Conference, which was externally
sponsored and received presentations
from independent experts in the field,

provided our platform to present the
Welsh Water annual awards to recognise
health and safety excellence

In January 2011, our occupational health
and safety management system retained
certification to the internationally
recognised OHSAS 18001 2007 standard
and a number of our partners have
receved RoSPA (Royal Soctety for the
Prevention of Accidents) awards in the last

12 months whilst working for Welsh Water

Further information on our performance
can be obtained i our 2011 Health and
Safety Report {available on our website)

BUILDING A SUCCESSFUL
FUTURE, TOGETHER

Our employees deliver a wital, public
service and so must be highly skilled,
trained and motivated at all times

The past twelve months has been a
challenging penod for the business

In Apnl and May 2010, some 1,600
employees previously employed by
United Utlittes Operating Services and
Kelda Water Services transferred to
Welsh Water under the Transfer of
Undertaking Regulations, and we
changed from a business directly

QUR PARTNERS SHARE QUR COMMITMENT TO
EXCELLENT HEALTH AND SAFETY STANDARDS

RoSPA award for 5 years consecutive
gold awards - Costain

RoSPA Gold award - Morgan Sindall,
Imtech, Black and Veatch, Peter Duffy

RoSPA Bronze award
Daniel Pipelines
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employing 220 people to one with 1,820
employees Merging three teams with
different cultures and a vanety of terms
of employment has not been easy, and
our focus since April 2010 has been to
establish a new Leadership Team and 1o
restructure the business while ensuning
that huigh standards of ocperational and
customer service were mamntamned

Engagement Our business objectives

are clear - deliver high standards of
customer service, protect public health,
the environment and the health and safety
of those who work for us - and we aim to
have a cutture in which every member of
staff understands her cr his contribution to
attaining those goals These key messages
and our organisation integration plans
were reinforced in March and April 2010
during a series of 20 road shows across

our operating area These events were
attended by 95% of all staff and supported
by the trade union full time officers and lay
representatives

A further sertes of road shows were held
n October 2010 to communicate the
half year business results and progress
on the reargamsation of the business
Team Briefing and "Welsh Water Weekly’
{a newsletter published via email and
Infozone - the staff Intranet) were

Colour photo/graphic removed

introduced to ensure staff received timely
informatiocn and to provide opportunity
for them to escalate questions or concerns,
including via a dedicated area on Infozone

We worked closely with full ume officers
and lay representatives of GMB, UNITE
and UNISON under our single table
collective bargaining framework (the
‘Working Together Agreement’) to develop
policies and processes to facilitate a farr,
yet efficient approach to the business
restructunng In particular, the‘no
compulsory redundancy’ approach to
headcount reduction was maintained by
developing a proactive approach to staff
redeployment and a selective voluntary
severance scheme

We piloted new values for the business
In our customer contact centre by
conducting focus groups with cross
sections of staff, and 220 line managers

recewing contemporary training before
we launched a new performance
management process Threcugh this
process, in which staff receive honest

and constructive feedback on thetr
perfermance, we aim to foster a customer
focused performance culture The success
of this will be tested when we launch

a new employee engagement survey,
which will give us an understanding of
engagement levels one year post In-
sourcing of operational activities and set
a base line to develop engagement for
future years

Reduaing headcount Last year we
announced that to meet demanding
efficiency targets we would need to
reduce the total number of people we
employ by some 300 by 2015 Good

progress has been made on this

IN DECEMBER AND JANUARY SOME OF OPERATIONAL ASSETS HAD TO BE KEPT WORKING IN TEMPERATURES OF 20° BELOW FREEZING
FOR SEVERAL DAYS THE DEDICATION AND SKILL OF OUR PEQPLE IN NURSING OUR ASSETS THROUGH THESE CHALLENGING
CONDITIONS — WITH MINIMAL IMPACT ON CUSTOMERS ~ WAS TRULY REMARKABLE
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We received same 263 expressions of
interest tn a selective voluntary severance
scheme under which 84 people had

left the business by Apnl 2011, with a
further 34 given agreement to leave

by Apnl 2012 We are confident that as
we introduce new ways of working and
optimise new technology this headcount
reduction target will be met

Worlkang Together- A key goal was
achieved when we announced to staff (in

a third seres of staff road shows) that a

new ‘Working Together Agreement’ had
been agreed with fullume officers and lay
representatives This retained the essential
principles of the onginal agreement that
had remained in place since 1993 This
agreement applies to all operational staff
and some support functions The new
agreement has retained a 'no compulsory
redundancy’approach to headcount
reduction in return for greater flexabihity and
embracement of new working practices, e g
increasing the working window to reflect
customer requirements, more multi skilling
of operators and the introduction of feaner’
processes which are essential to meeting
our business efficiency targets

Developing our talent and

core competence; Our challenge (and
prionity) since the reintegration of

the operations business has been to
amalgamate three distinctly different
approaches to learning and development,
whilst ensunng that best practice was
retained We immediately developed a
standard approach to health and safety
management and training, including
programmes of mandatory training for
operational staff We have also been
building a stronger and more systematic
approach to operational training delivery
more generally

Significant effort has been given to
reviewing our approach to‘talent
management’ and to buitding our
capability, particularly in the sc:entific
and engineering areas This has included
a review of all manpower and succession
plans to identify future skills and
development needs and 1ssues ansing
from the ageing profile of our workforce

As a result of this review, we are
developing a new apprenticeship
programme to ensure strong knowledge
transfer This will build on the graduate
recruitment programme we establhshed
three years ago, as we continue to develop

our links with universities in Wales to
ensure we are capable of attracting high
calibre graduates and PhD students and
to build a stronger ‘talent pipeline’ for the
future In 2010-11 we delivered a further
round 1n our leadership programme
aimed at aspinng leaders/managers
within our business and, looking forward,
we are i discussion with a potential
partner to develop our ‘core’ management
development programmes

2010 saw the final stage of our phased roll
out of new mobile working technclogy

In the water services business, which
involved over 2,000 days of training

This was followed up with an additional
140 days of training support in the
workplace We also delivered 440 days of
IT training to support new SAP systems,
and other packaged and bespoke

Welsh Water applicattons SAP 1s now
core to a number of our cnitical business
systems so we have created an internal
SAP Taskforce to increase our process and
systems knowledge wiathin the business

Pensions Following the TUPE transfer of
staff in Apnl and May 2010, the number
of active parttcipants in our final salary
pension scheme increased over nine-fold
from 119 to 1,126, with a broadly neutral
impact on scheme funding
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DEVELOPING TALENT — IN THE PAST YEAR WE HAVE

v Gained accreditation for our training centres and traning approach This enables us to design and accredit

bespake and company speafic traming

v Designed and developed a City & Guilds acaedited ‘competent aperator’ programme for wastewater services staff
A similar programme 1s also under development for potable water services staff

v Delivered an Advanced Digestion learming plan in advance of commissianing the AD schemes at

Cardiff and Afan WwTWs

v Adapted traiming programmes to support a new confined space qualificatron

v" Delivered training 1n hine with an updated NRSWA {street warks) Code of Practice to ensure minimal

disruption to our customers
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This final salary scheme 15 closed to new
entrants At the end of 2010-11 there
were 493 participants in our stakeholder
pension scheme

Future challenges Building on the
experience of the past year we are confident
we can meet the challenges ahead These
are largely around completing the process
of consclidating three sets of terms and
conditions of employment and to develop

a common pay and reward strategy and,
through our refreshed traiming programme,
building the professional and techmical
competence of all our employees

SUPPORTING THE
COMMUNITIES WE SERVE

We are committed to improving our inks
with local communities

We support the communities we serve

in a number of ways - taking advantage
of two of the core assets of our business
the skills, expenence and enthusiasm of
the people who work for us and the large
landholding of which we are custodian for
the people of Wales
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Community projects As befits our
‘not-for-profit’ business model, we do
not engage In corporate sponsorship
Instead we focus on supporting staff in
community schemes and on projects that
delver alocal benefit In the past year we
have continued the schemes previously
operated by Welsh Water and by two
outsourced operating partners, while we
seek to harness the additional value that
can be derived from our now being an
integrated business

The best way we can make a difference
to our communities i1s through employee
volunteering Our people have many
essential skills and each year staff act

as mentors to young peoplen the
community, giving guidance on issues
including Interview support, career
options and advice on developing skills,
whether academtc, secial or personal

We regularly support nver and beach
clean-up programmes and, working
with Business in the Commumity Cymru,
community challenge projects Whether
as a one off event or as part of a graduate/
management development programme,
these community schemes provide an
excellent way of enhancing staff skills,
such as team work, leadership quaiites,
and negotiation skills We also work with
BITC Cymru 1n reading and numbers
schemes, in which greups of volunteers
spend time in pnimary schools

Access to our landholdings

We own 81 reservoirs situated in some of
the most beautiful parts of Wales and,
where practicable and safe, we
encourage visitors to share these
resources with us At 17 reservoirs,

which attract close to a million visitors
each year, we have developed faclities

OUR MAIN RESERVOIRS FOR ACCESS AND RECREATION

1 Liyn Alaw 10 sk

2 Cefu 11 Beacons

3 Dolwenand PlasUchaf 12 Cantref

4 Liyn Aled 13 Pentwyn

5 LiynBrenig 14 Talybont

6 Alwen 15 tiwynOnn
7 HanValey 16 Pentstiqill

3 Rosebush 17 tlandegfedd
% LlysyFrdn
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Responsible Business

for a range of activities Including cycling,
fishing, saiing, canoeing, windsurfing
and diving Three of our larger sites have
visitar centres and many sites have bird
watching hides, picnic areas and walks
and nature trails To tnterpret the wildlife
for our visitors we use leaflets and website
links and we will develop interpretation
through ‘apps’ for smart phones as part of
the Visit Wales ‘digrtal tounsm’ project The
main reservoirs are looked after by a team
of rangers dedicated to managing our
facilites and for looking after the special
wildlife areas that are in our care The
rangers also encourage visitors by hosting
arange of fun and informative activities
including archeological expedstions, star-
gazing evemings, fly-fishing courses, charty
‘bikeathons’ and sponsored walks, boat
tnps, and guided nature walks and wildlife
tracking events

Last year we worked with Conwy

and Denbigh Councils and Forestry
Commisston Wales to secure funding to
develop a cycling centre of excellence at
Liyn Bremig (on the Denbigh Moocrs) i a
scheme that will extend the wisitor centre
We also have visitor centres at Llysyfran
{near Haverfordwest) and in the Elan
Valley, with a fourth facility planned at
Llandegfedd Reservoir {near Pontypocl},

which is close to the major pepulation
centres of Newport and Cardiff
Llandegfedd s already an international
venue for game fishermen, and the new
centre, which 1s expected to be open in
2012, will provide improved facilities for
sathing, canoeng, sail boarding, angling
and site visitors

Supporting conservation We encourage
conservation best practice across our
landholdings and in 2010 a new nature
reserve was created at Dol-y-Mynach in
the Elan Valley All our main resesvoirs
have biodiversity management plans

and we provide practical support for a
number of conservation projects in our
region A good example of this is the
Anglesey and Llyn Fens LIFE project, a five
year programme led by the Countryside
Council for Wales to bring two SACs
{special areas of conservation), compnsing
750 hectares of impaortant wetland
habitat, into ‘favourable’ or recovering’
condition A smaller but longer term
example would be our joint working over
20 years with the North Wales Wildlife
Trust, which owns the Gors Maen Liwyd
Nature Reserve that adjoins Llyn Brenig
Here we waork together to conserve
important habitats and improve the visitor
experience at both sites

Supporting education Last year

close ta 29,0600 young people passed
through one of our education centres or
attended a schoel or community based
event hosted under our penpatetic
outreach programme, up 38% from the
year before By targeting young people
(and the households they live in} our
education programme supports an
important bustness agenda by distributing
informatton and efficiency aids and advice
to schools, households and community
groups to promote water effictency, pubhc
safety and environmental conservation

In the last academic year some 14,200
school children visited one of our
education centres, our highest attendance
so far These centres are staffed by full-
time seconded teachers or experienced
environmental rangers and use indoor
and outdoor facilities to teach primary
school children about the impartance

of water and to take part in practical
activities such the water cycle, water
efficiency, "What No Tap? and niver studies
Our services are provided free of charge
and are backed up by our education
website, where teachers can download
matenals and information to support them
n the classroom

Colour photo/graphic removed
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Added to this, some 14,600 young people
benefited from our outreach programme
10,200 in south and west Wales, 3,100 1n
north Wales and 1,300 who attended an
event we hosted at an education partner
site The Waterworks Museum in Hereford,
the National Botanic Garden of Wales near
Carmarthen or the Nattonal Wetlands
Centre at Llanell

In a recent pilot with schools in Blaenau
Gwent and Newport, 39 schools and 8,710
pupils were involved in outreach assembly
and workshop sessions on water efficiency
We will now extend these outreach
sesslons across our operational area to
encourage pupils to become mare aware
of water saving initiatives and fulfill their
role as‘responsible citizens' We have also
been pleased 10 support events around
Wales hosted by the Counal for Education
in World Citizenship - Cymru, at which
close to 1,000 young people developed

a greater understanding of global 1ssues
{including water conservation) through
educational games and role play

Supporting chanty Our businessisa
long term supporter of WaterAtd, the
international chanty which works in

17 countnes providing water, sanitation
and hygiene education to some of the
world’s poorest pecple Employees across

Colour photo/graphic removed

our business are actively involved in
fundraising activities and in the last 5 years
they have raised some £700,000 - putting
us on track to beat our target, which 1s

to raise £1 million for WaterAid between
2004 and 2014 This is In addition to over
£1 3 million donated by our customers
since 2001 via our annual WaterAud appeal

Employees are also encouraged to
organise fundraising events in local offices
from which thousands of pounds are
raised each year Beneficiaries include
national chanties such as Comic Rehef,
Children In Need, Help the Heroes, and
cancer chanties, or local children’s homes
or hospices, or other charities chosen by
staff A good example of this s our small
team of graduate employees who as part
of the ‘Million Makers’ challenge raised
over £10,000 for The Prince’s Trust Cymru

http./fvrww wateraid org/uk

hittp /fwww bitc.org uk
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Financial Performance

FINANCIAL REVIEW

Glas Cymru has delivered a sound financial
performance duning the year to 31 March
2011 in spite of continued ecanomic
uncertainty Achievement of Ofwat's

Final Determinaticn for the regulatory
penod to 31 March 201515 a big challenge
and to assist tn meeting this challenge

we recently restructured our business
operations While appointed revenue has
fallen due to regulatory price reductions,
we are continuing to deliver extensive
capital investment and better customer
service

Operational expenditure (before
exceptional items) was 5% lower in

real terms, and capital investment in

our regulated water and wastewater
operations, iIncluding infrastructure
renewals expenditure ('IRE’), amounted to
£242 million during the year

Revenue

Glas Cymru's turnover in the year to

31 March 2011 was £677 million (2010
£688 millton), pnimarily reflecting the
price reduction of 1% and the greater
take-up of our sector leading range of
customer assistance tanffs, which help
support customers who have difficulty
paying their bills By 31 March 2011

some 37,000 customers were benefiting
from one of these tanffs at a cost to the
business of £3 million Additional revenue
from new customers has been offset

by household customers switching to
metered charging

Operating expenditure

Glas Cymru’s total operational costs
(excluding IRE and depreciation and
before exceptional items} remained stable
at £265 milhon (2010 £266 million),
inflationary increases being offset by
savtngs following the termination of

the outsourced operational contracts -

a reduction in real terms of some 5%

All water and sewerage companies need
to draw on significant energy resources,
particularly for water treatment and
pumping processes, and Welsh Water -
with its network spread across Wales'ss
undulating topography - 1s no exception
Schemes to produce renewable energy
from sewage sludge have been completed
at Cardiff, Hereford and Port Talbot
wastewater treatment works (a £75 milhon
anaerobic digestion programme) with
onsite electrnicity generation now being
achieved Power costs dunng 2010-11 fell
slightly to £34 million (2010 £35 million),
largely driven by price fluctuations There
remains significant uncertainty over

future energy costs, and we have forward
purchased over 60% of the estimated
power requirement of the business over
the remainder of the regulatory period to
31 March 2015

Customer debt recovery remains a high
priority for Welsh Water and our billing
and income contract partner Veolia Water
In a difficult economic environment, I1n
which water companies have no sanction
to disconnect supplies to non-paying
domestic customers, cash collection has
conttnued to be challenging The bad debt
charge for the year of £22 million {2010
£22 million) represents around 3% of
annual turnover (2010 3%) and reflects a
review of histonical collections

Expenditure on infrastructure renewals
has almost halved from the prior year, the
lower figure reflecting the completion of
the Section 19 programme which resulted
in the refurbishment of 1,800km of trunk
mains over the course of the five years to
March 2010

Restructuring of business operations

On 9 February 2010 1t was announced that
Welsh Water was to undertake the biggest
restructuring of the company since it was
bought by Glas Cymru and became a‘not-
for-profit’ company
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The pnice limuts for the five years to 2015,
set in November 2009 by Ofwat, will
allow Welsh Water to invest £1 3 billion in
water quality and other improvements
But Welsh Water was also challenged to
reduce its day-to-day operating costs by
some 20% to enable the forecast average
household bill to fall by more than £20 in
real terms, over the 5 years to 2015

In previous years, around two thirds of
operational costs related to outsourced
service contracts - the major contracts
were with United Utilittes Operating
Services Limited (UUOS) (for the operation
of the water network and the wastewater
network in North Wales) and with Kelda
Water Services (KWS) (for the operation of
the wastewater network in South Wales
and Herefordshire}

Included in the 2009-10 results were
exceptional items totalhng £30

million These provided for the costs of
terminating the UUOS and KWS contracts
and for the estimated severance pay and
pension top-up required to achieve our
planned headcount reduction These are
necessary enabling costs which will help
us to create the effictencies required to
meet Ofwat’s challenging target

Financing costs

Net interest payable (excluding gain/loss
on dervatives) of £170 million was £72
million higher than last year This increase
was due to the high level of retall price
index (RPI) inflation this year, as compared
to the negative RP| for the previous year,
which has affected the indexation charge
on our index-linked bond and finance
lease inflation swaps This has been

offset in part by a £14 million accounting
profit on termination of finance leases
The average cost of debt dunng the
period was 6 4% {2010 3 79%)

Glas Cymru has a number of swap
contracts which fix the interest cost or
inflation-link the cost of debt, and, while
these are effective commercial hedges,
they do not qualify for hedge accounting
under IAS 39 Although there 1s no

tmpact on cash flows, there 15 significant
volatiity in the income statement and

fair value gains in 2010-11 amounted to
£12 million {2010 losses of £15 million)
The company intends to hold these swaps
to the matunty of the underlying debt
and, over the life of the swaps, these gains
and losses will reverse to zero

Profit before taxation

Profit before tax was £70 million (2010

£63 million) which will be retained in the
business for the benefit of customers
Excluding fair value movements and
exceptional items, the profit befcre tax was
£58 million (2010 £107 million) This profit
was made after funding a 1% reduction in
customer bills and reflects in particular the
higher interest charge in the year

Taxation

The taxatton credst for the year of £68
milhion comprises largely the effect of
deferred tax movements, a current year
credit of £35 milhon includes the impact
of a reduction in the corporation tax

rate from 28% to 26% (£13 milhon) and
the terminatton of finance leases (£13
million), and a £32 milhion prior year
credit pnncipally reflects a reassessment
of the requirement to provide deferred
tax an rolled over capital gains (£37
million) The group has tax trading losses
carned forward of approximately £387
million, which the group believes should
be sufficient to ehminate tax on trading
profits in the remainder of the regulatory
period ending 31 March 2015, subject to
any changes In tax law

Liqutdity and financial reserves

Glas Cymru aims to offer a secure, low
risk investment to long-term investors

By building and maintaining a strong
financial position, we intend to keep

our borrowing costs low, enabling us to
finance future investment in the business
efficiently, whilst keeping bills affordable
for our customers

On Glas Cymru's acquisitton of Welsh Water
in May 2001, gearing stood at 93% Since
then, its financial position has improved
steadly, such that gearing had fallen to 67%
as at 31 March 2011 and "financial reserves’
(RCV less net debt) were £1 3 billion

The company redeemed Its remaintng
Jumeor (Class C) bonds during the year,
partly through a successful tender offer
on 7 June 2010, when £113 million of the
bonds were repurchased and the balance
of £12 millon on 31 March 2011, the
expected maturity date of these bonds

The company has therefore now
redeemed all the £350 mullon of jurior
Class C (BBB-rated) and Class D (unrated)
debt that was raised on the Glas
acquisition of Welsh Water in May 2001,
and the £2 7 bithon of remaining debt
comprises entirely of ‘A'rated Class A and B
senior debt
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Financal Performance

On 3 March 2011, the company agreed

a further £100 million factlity with the
European Investment Bank, and this
facility remained undrawn at 31 March
2011 On 17 and 18 May 2011, the
company agreed £140 million of bilateral
revolving credit facilities with a group of
six banks These facilities remain available
for five years to May 2016, although the
banks have an option to extend these for
afurther year to May 2017 The existing
£100 milhon facilities (which were due to
expire tn September 2011 and June 2012}
were cancelled Cash balances at 31 March
2011 were £98 million The company 1s
therefore in a strong hquidity position
going forward

The company also renewed it special £135
mullion hquidity faciity on 13 Apnil 2011
with a syndicate of four banks This facility
1s a requirement of our bond covenants
and can only be drawn in the event that
the company 1s in default of its covenants
and unable to pay its interest bills The
existing £150 million faclity was cancelled

Credit ratings and interest

rate management

The strong credit quality of the business s
reflected in credit ratings which are now
the highest in the water sector, despite a
very challenging Final Determination

The ratings of the company’s Class A and
B debt at 31 March 2011 were A/A3/A
from Standard & Poors’ (S&P}, Moody's
and Fitch ratings

There has been a downward reduction
in the spread differential to Government
gilts during the year across the water
sector, reflecting some easing of credit
conditions Glas Cymru bonds continue
to trade at spread differentials generally
below those of equivalent water sector
bonds of stmilar maturittes

The Board has always adopted prudent
financal policies, predominantly

covering the fixing of interest rates and

the investment of cash balances Glas
Cymru’s policy Is to minimise (ts exposure
to movements in market rates, with a
minimum of 85% of its hab:lities bemng fixed
rate, index-linked 1o the UK RPI or matched
by cash balances The Board considers

that linking debt to UK RPI inflation 1s
particularly appropnate, as Welsh Water's
revenues and regulatory capital value are
also linked to RPI through the regulatory
system operated by Ofwat Implementation
of the policies 15 delegated to a small team
of specialists which operates to ensure

that Welsh Water meets the requirements
of its licence, and therefore undertakes no
speculative trading

As at 31 March 2011, approximately 63%
of gross debt was index-linked via bonds
and dernvatives (2010 60%), with the
balance of debt (37%) fixed The expected
matunity of the outstanding fixed rate and
index-linked bonds ranges from 2021 to
2057, with not more than 20% falling due
In any two year penod, in accordance with
our refinancing policy

Capital investment

Glas Cymru's strong financial position
has been built up over the last ten years,
and provides a stable base from which it
can respend positively to the challenges
of the recent economic recession and
drive forward 1ts continuing large capital
programme

Welsh Water works with an alllance of
capital investment partners to deliver
the investment programme at the best
value for money for customers Welsh
Water 1s planning to invest scme £1 3
billion over the current AMP penod
whitch runs from 2010 to 2015, bringing
sustained improvements to customer
service, drninking water quality and the
envirecnment Total capital expenditure by
Welsh Water during the year (tncluding
IRE) was £242 millton (2010 £361 millton)

NET DEBT AND RESERVES

am 2010
Asat 31 March £m fm
Regulatory Capital Vafue (RCV) 3,980 3,137
Net debt (2,668) {2,669}
‘Reserves’ (RCV less net debt) 1312 1,068
Gearing {net debt/RCV)
Sentor debt 67% 68%
Sentor debt + class  bonds 67% 71%
Total debt 67% 1%
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New or upgraded water treatment works
have been commissioned at Bryn Cowlyd,
Capel Dewt, Eithin Fynydd, and Mynydd
Llandygas, providing the mast up to

date treatment processes to protect the
public drinking water supplies to 168,000
customers Thisis part of a £200 mullion
water treatment investment programme

Looking ahead
The Board’s policy 1s to maintain gearnng at
or around 70% A key part of our strategy

This invelves considerable expenditure
by the Company and forms part of

our planned £1 3 billion investment
programme to Improve services

In the face of these major changes, our
prionty will remain the essential task of
guaranteeing safe and reliable services for
all our customers as well as safeguarding
the environment

Disclaimer

1s to mintmise customer biils in the long This report contains certain forward

term while at the same time mamntaining looking statements with respect to
the future business prospects and the

strategies of the Glas Cymru Group

the serviceability of the company’s £25

billion network of water and wastewater
assets The Board judges that ths level These statements and forecasts involve
of geanng will enable the company to

efficiently fund the AMP5 investment

nsk and uncertainty because they relate
to events and depend on circumstances
pragramme which will run to 2015 that will occur in the future There are
a number of factors that could cause

Ofwat has set us an efficiency target of a

reduction of some 20 per cent in our day

actual results or developments to differ
matenially from those expressed or implied
to day running costs In addition to the by these forward looking statements
headcount reduction, we will do this by Past performance is no guide to future
exploiting our recent large investment performance and persons needing advice
in new technology, by ehminating the should consult an independent financia
profit element, overhead and contract adwviser

management costs of the previously

outseurced services, and by investing in

‘green energy’ and processes to reduce

power Costs

KEY CHARACTERISTICS OF THE BONDS CURRENTLY IN ISSUE CREDIT RATINGS OF GLAS CYMRU BONDS

8ond Nominal Interest rate  Interest Standard

dass (on issue) £m {onissus)  bass Maturity &Poor's  Moody's  Fitch

Al 350 6015%  Fixedrate 31 March 2028 {ass A Bonds A A3 A

M 330 3514%  Index-dinked 31 March 2030 Class B Bonds A A3 A

As 107 35W%  lndenlinked 3 Marh 2031 The ratings o the s A bonds, which have the benefitf a finandal
A6 100 4473%  Fixedrate 31 March 2057 quarantee from MBLA, are the higher of the underlying ratings of these
Bl 5 6907%  Foedrate 31 March 2021 bonds (A3/A/A) and the ratings of MBI {8/33/)

B3 160 4377%  Index-inked 31March 2026

B4 95 4375%  Index-inked 31 March 2027

BS 55 1375%  Index-linked 31 March 2057

B6 140 1.858%  Index-linked 31 March 2043

Bonds tssued by P Crmru (Financing) Limited. For full details of bonds sefer to Frospectus dated 19 March 2010,
avarlable on our website www dwrrymru om (* Swepped 1o an effectrve index-linked rate of 1.35%)
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What each target means

NP{ - MEASURE WHAT IT MEANS

BASIS FOR THE TARGET

Number of Bacti failures at Wiw We take about 10,000 samples of water a year from our

water treatment works and check for coliform bactena
We take a weekly sample from our dean water storage
tanks and chedk for coliform bactena

We randomly sample tap water at our customers’ homes
-Iron is the main cause of discolouration

Bacteriolegical compliance at SRVs (%)

Iron compliance at customers’tap (%)

We record all occasions when customers complain to us
about discoloured tap water

The DWI index used to judge overall water quality, based
on random samples of tap water at customers’ homes

Number of discoloured water complaints
Mean Zonal Compliance

Number of serfous water quality incidents The number of sign ficant {category 3 or above) water

quality events we repert to the DWI

Adheving the target would meet the Ofwat serviceability
target and would place us high in the sector ieague table
The target Is based on matntaining what we have achieved
In recent years.

The target Is based on the best we have achieved in recent
years - itwould also meet the Ofwat serviceability target
We get more complaints than most companies - achreving
target would meet the Ofwat serviceability target

We have been below industry average in the last few years
- achieving target would take us back to industry average
Incidents happen when we get things wrong in managing
water quality - the target is a 25% reduction

Safe sanitation

Sewer flooding - blockages The number of times customer properites flood as a

result of asset breakdown, sewer collapse or blockage
Sewer flooding - hydraulic overload The number of imes customer properties flocd as a

result of tnsufficient sewer capacity

Protecting cur environment
Leakage (M1/d)

Leakage is the water lost between treatment warks and
custamers’ homes and businesses

Category 1 and 2 pollution inadents reported by the
Environment Agency

Nember of serious pollution inaidents

Total number of pollution inaidents (ategory 1, 2 and 3 pollution inadents reported by
the Envizonment Agency - it includes those we report
ourselves

WwI'W Lookup compliance (%)

WwTW wn:.flschgrge consents (‘look-up’}

Bnlliant customer service

Number of customers - low water pressure The number of customers who do not have the

munImum pressure at theit stop cock or tap.

Number of customers - loss of supply >6hours The number of customers who have no water as a result
of unplanned works or mains bursts

Number of written complaints The number of wntten complaints - induding emails -
we gel regarding any aspect of our service

Number of avoidable complaints Avordable complaints are where we have not done
what we sald we would or have not kept our customers

informed
This is based on Ofwat quarterly research

Customers satisfied with our service (36)

Number of unwanted telephone contacts These are calls that are not to do with for example

moving house or any other good reasons to call us

serviceability targets - even tna wet year

This measures our compliance with the sanitary imits in

In 2005-10 we did not achieve the Ofwat serviceability
1arget - the target was set to get us back on track

This target is set so that we should achieve the Ofwat

This 1s the leakage target we have agreed with Ofwat and is
the economic level of leakage

Target maintains current nud-sector performance - we have
done better than this in previous years

We have more inadents than most companies - 1arget was
set to get us close to the Ofwat serviceability target.

AEhlevIng t:rget would meet the Ofwat
serviceability target.

Achieving the target would meet the Ofwat

serviceabifity target.

This 1s a performance measure where we lead the industry
and meeting the target would maintain that position
Complaints have been going up — target was set to deliver
1096 improvement vs 2009-10

Complzints have been going up — target was set to delver
109 improvement vs 2009-10

A;hlevmg target should place us in the top half of the
industry league table for SIM

Target was set to deliver a 25% improvement vs 2009-10
to move us doser to industry average on SIM

Delivenng services efficently

Operating costs (£m) The totzl operating cost of running the business

Net energy is our total consumption of electricity and
gas offset by the renewable energy we generate

Net eneriy use (savings ofhwh)

Our weflbeing

Number of RIDDXR reportable tnjuries These are the most senaus kind of injury that must be

notfied to the Health and Safety Executive
Staff engagement

2011 are not yet available

Target represents the annual milestone to achieve the
£39m cost efficiency that has to be delivered by 2015

Achteving this target 15 the first stage towards a 25% cut in
aur carbon footprint by 2015

We are commutted to reduang the number of injunies each
year Everyone has the nght to return home safe at the end
of the day

We have appointed 2n independent service provider to carry out an annual staff engagement survey (covening staff
views about how things are going, what is gaing well and what s not, and our pragress as a business) — results for
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The Directors

Boh Ayling

Chairman Designate NHANGKR

Appointed a Non Executive Director in Aprd 2008,
Mr Ayling (64) became Chairman of Glas Cymru in
July 2010 He s also Chairman of Dyson Limited, the
Internatlonal Dispute Resolution Centre and Her
Majesty’s Courts and Tribunals Service A solicitor by
profession, and a former senior legal advisor at the
Department of Trade and Industry, his former roles
include Managing Director and Chief Executive of
British Airways ple, Chairman of Holidaybreak plc
and Non Executive Director of Royal & Sunalllance
Insurance Group

Tony Hobson

Nan-Executive Director ¥KAR

Appointed a Non Executive Director in February
2001 MrHcbson {63) is the 15 the Chairman of The
Sage Group plc, a Non Executive Director of esure,
and Chairman of Changing Faces, the UK’s leading
disfigurement charity He was previously Chairman
of Northern Foods plc and Group Finance Director of
Legal and General Group plc

Colour photo/graphic removed

Nigel Annett

Managing Director ™

Appeinted Managing Directar in January 2005,

Mr Annett (52} has been an Executive Director of
Glas Cymru since April 2000, and of Over Cymiru
(Welsh Water) since May 2001 He was previcusly

a Director of Welsh Water between 1992 and 2000,
pnior 1o which he held various investment banking
positions with Schroders, County Natwest and
Wasserstein Perella

Colour photo/graphic removed

Prof Stephen Palmer

Non Executive Director ¥@

Appointed a Non Executive Director in October 2009,
Professor Palmer (59) 1s Prafessor of Epidemiology
and Public Health at Cardiff University and chalrs

the Wales Chief Medical Officer’s Health Protection
Committee Since 2003 he has been Director of the
Health Protection Agency’s chemical hazards dnasion,
lacal and regional services division, and Head of
Epidemiclogy A fellow of the Faculty of Public Health
and the Royal College of Physicians, he has been an
influential figure In public health for over 25-years.
He has a long CV of previous public health
professional functions and has written many books
and peer reviewed papers on infectious diseases

and chemical hazards.

Chris Jenes

Finance Director

Appointed Finance Director of Glas Cymru in April
2000 and of Dwr Cymru {Welsh Water) in May 2001,
Mr Jones (47) was previously Directer of Regulation
of Welsh Water and South Wales Electncity Pic

Before joining Welsh Water in 1995, he was a Dwector
at National Economic Research Associates and,

prior to that, worked for HM Treasury Heisa Non-
Executive Director of The Principality Butlding Society
and Deputy Chairman of the Council of The Prince’s
Trust - Gymire

Menna Richards

Non-Executive Director M

Appointed a Non-Executive Director in Novermnber
2010, Menna Richards was Director BBC Cymru

Wales until February 2011 She 15 a Non-Executive
Director of Welsh National Qpera, Vice-President of
the Royal Welsh College of Music and Drama, and
Vice President of Cardiff University, where she is 2lso

a member of the Internatfonal Advisory Board of

the Cardiff Business School Her previous executive
roles include Controller BBC Cymru Wales, Managing
Director, HTV Wales, and Director of Broadcasting
HTV Group ple, Previous non-executive positions
nclude Chair of Governors of the Royal Welsh College
of Music and Drama and board member of the Cardiff
Bay Development Corporation Menna was awarded
the OBE for senvices to broadcasting in 2010
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Peter Perry

Operations Director ™

Appointed Operations Director in July 2006,

Mr Perry (49) has a cwil engineenng background
and was formerly the Chief Operating Cfficer for
United Utilities Qperational Services (UUOS), having
previausly been the Operations Director for UUGS
with responsibility for the operational contract with
Welsh Water and ULOS's water interesty in Scotland
and Ireland Prlor to joining UUOS he worked for
Dwr Cymru (Welsh Water) for over 17 years Heis
also a Director (representing Wales) at The Water
Regulations Advisory Service, the national boedy
speafying standards for matenials and workmanship
used in potable water supply

lohn Bryant

Non-Executive Directar and

Senior Independent Director "X~

Appointed a Non-Executive Director in March 2001
Mr Bryant (67} 1s a former Chief Executive of British
Steel and, unul December 2000, was Joint Chuef
Executive of Cotus Plc. He is a Non-Executive Director
of Costain Group Fic, and was a Non-Executive
Director of Bank of Wales Plc between 1996 and 2001

Colour photo/graphic removed

James Strachan

Non-Executive Director P50

Appainted a Non-Executive Director in June 2007
Mr Strachan (57) 1s a Non-Executive Director of Legal
& General Group Plc, JP Morgan Asian Investment
Trust, the Finangial Services Authority, Sarasin and
Partners LLP and Socal Finance Lirmited Heils a
Visiting Fellow in risk and regulation at LSE Former
roles incfude Charrman of the Audit Commission,

a Non-Executive Director of the Bank of England
and of Care UK pl¢, 3 Board member of Ofgem (the
energy regulator), charrman of the chanty RNID and
Managing Director of Merrdl Lynch

Anna Walker

Non-Executive Director WKR

Appainted a Non Executive Director in March 2011,
Anna has a wealth of experience In customer service,
policy making and regulation and she has recently
completed an independent report commissicned

by government into household water charging

She is Chair of the Office of Rall Regulation {the rai
regulator) and was, from its creation in Apri! 2004
unul March 2009, Chief Executive of the Healthcare
C n, the body ible for independent
regulation of healthcare in the NHS and the private
healthcare sector She was previously Director
General, Land Use and Rural Affairs, at Defra, Director
General, Energy Group at DT, 2nd Deputy Director
General at Cftel, the telecoms sector regulator Anna
is also a Non-Executive Director of Consumer Focus,
the statutory consumer champlon bady

The Members
There are presently 84 Members, including
the Directors of Glas Cymru

A key role of the Members is to ensure that
the business remains focused on its primary
purpose of prowiding efficient high quality
water and sewerage services to Welsh Water's
customers In so daing Members carry outan
important corporate governance role

Mernbers are selected in accordance with

a process overseen by an independent
Membershup Selection Panel, which 1s
required to mamtam a balanced and diverse
memberstip, which as far as possible 1s
broadly reflective of the range of customer
and other stakehotder interests served by
Welsh Water

Membership ts 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 Cymru, together
with the Company’s Membership Policy and
Terms of Reference of the Membership
Selection Panel, is published on our website
www dwrcymru com or can be obtained by
writing to the Company Secretary

Membership of Board Committees
(N) Nominations

{A) Audit

{Q) Quality and Environment

(R} Remuneration
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Directors’ Report

The Directors present therr report and the audited
financial statements of Glas Cymru Cyfyngedig
{Glas Cymru) for the year ended 31 March 2011

Principal activities

Glas Cymru s a company imited by guarantee
and s the holding company of the Glas Cymru
group Dvir Cymiru Cyfyngedig (Welsh Water)
15 the one of the regtonal water and sewerage
companies in England and Wales and 1s the
group’s pnncipal trading company

Welsh Water is the only UK utility to be
operated under a business model whereby all
financal surpluses are retained in the business
as reserves, or invested in additional quality or
service improvements Glas Cymru exists only
for one purpose - to create the financing and
operating conditions for Welsh Water that will
allow the company to provide high quality
water and sewerage services to more than 3
million people at the least cost

Welsh Water's primary purpose and
responsibility is to operate, maintain and
upgrade the company’s network of assets

50 as to ensure 3 safe and reliable supply of
drinking water and also to deal effectively with
wastewater in order to protect public health
and the natural environment

The Board's approach to governance

As a single purpose company, our fong term
success has only one measure - the extent

1o which we deliver value for the customers

of Welsh Water As Glas Cymru has no
shareholders, when exercising jJudgement and
discretion, Directors seek to enhance customer
value and take decisions in the lohg term
interasts of customers of Welsh Water

The governance structures and internal
controls operated in Glas Cymru are described
in the governance report on page 45 of this
annual report Through these mechanisms
the Board aims to apply high standards of
corporate governance and to comply with The
UK Governance Code 1n a manner framed to
suit our single purpose business model

Business review

The Companies Act requires that the Directors’
Report should include a Business Review,
which gives a fair review of the development
and performance of the business and

a descniption of the principal nisks and
uncertainties that it faces

The operational performance of the business
and our approach to sustainability and
corporate responsibility are descnbed on
pages 16 to 33 of this annual report The
financial performance is descnbed in the
Financial Review on page 34 A statement of
the principal risks of the business can be found
on page 8 The information contained in these
sections Is incorporated into this Cirectors’
Report by reference to the extent necessary to
fulfil the requirements of a Business Review

The Business Review includes a description
of our key stakeholders Consideration of
the interests of these stakeholders and other
factors likely to impact on the success of the
business 1s an integral part of the Board's
decision-making process

The 2011 Annual Report {including this
Directors’ Report) has been prepared for the
Members of Glas Cymru It contains certain
information of a forward looking nature,
which has been provided by the Directors in
good faith using knowledge and information
avatlable up to the date of this report Forward
looking statements should be regarded with
caution because of the inherent uncertainties
in economic trends and business risks

Financial performance

The average household bill for Welsh Water's
custorners was £398 which was £4 lower

than the previous year During the year, some
37,000 customers who were struggling to pay
therr water bill benefited from one of a range
of special tanffs or the Custorner Assistance
Fund, at a cost to the business of £3 million

Profit before tax was £70 mullion (2000

£63 million) and this will be retained in the
business to fund future benefits for customers
The level of net debt has been reduced to
67% af the regulatory capital value, achieving
the Board’s target to reduce gearing to befow

70% fram the 93% at which 1t stood when
Welsh Water was acquired by Glas Cymrun
May 2001 The company maintains a robust
liquidity position, with £298 million of cash
and undrawn bank facilities as at 31 March
2011, meaning that the business s well funded
to deliver its five-year investment programme
As a result of this strong financial position, the
company has been able to redeem its £125
million of more expensive junior bonds, which
will save customers some £4 million a yearin
future interest payments

Directors

The names and brief biographical details of
the Directors are given on page 40 With the
exception of Menna Richards and Anna Walker
who were appointed on 26 November 2010
and 3 March 2011 respectively, all current
Drrectors served throughout the financial year
No Director has, or has had, a material interest,
directly or indirectly, in any contract sigmificant
to the Company’s business The Board has not
been requested to use, and has not used, its
discretion under Article 57 of Glas Cymru’s
Artrcles of Assocration which allows the
approval of a potential conflict of interest

Robert Ayling was appointed as Chairrman on
10 July 2010 when Lord Burns stood down

as a Director Dame Deirdre Hine and Geraint
Talfan Davies also stood down as Directors
during the year on 10 July 2010 and 33 March
2011 respectively At the 2011 AGM, all of the
Directors will voluntanly stand for re-election
This will meet the requirement under our
Articles of Association for Menna Richards and
Anna Walker to seek re-electton at the first
AGM since their appointment as a Director,
and for Robert Ayling and Peter Perry to retire
by rotation and seek re-etection It will also
meet the good governance requirement that
John Bryant and Tony Hobson, who have
served on our Board for more than 9 years,
should stand for annual election

The Board has endorsed the effectiveness
and commitment (and, in respect of the
Non-Executive Directors, the ndependence)
of the Directors and recommends each for
re-election Further details are set out in the
Notice of 2011 AGM
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Detalls of the remuneration of individual
Drrectors and of the remuneration strategy
approved by the Board are included in the
Remuneration Report for the year ended

31 March 2011 on page 49 A resolution will be
proposed at the 2011 AGM to approve

this report

As permitted by the Articles of Association,
the Directors have the benefit of an indemmity
which is a quahfying third party ndemnity
provision as defined by Section 234 of the
Compantes Act 2006 The indemnity was

in force throughout the last financial year

and 15 currently in force The Company also
purchased and maintained throughout the
financial year Directors’ and Officers’ hability
Insurance in respect of itself and its Directars
No claims have been made against this policy
since the date of the last report

Members

Durning 2010-11, 26 new Membaers were
appointed on the recommendation ¢of the
independent membership selection panel and
following a pracess of public advertisement
At the date of this report, Glas Cymru has 84
independent Members, of who 12 will stand
down at the end of the 2011 AGM having
served three terms of appointment The
Directors of the Company are also Members

Further informattan about Members can be
found in the Governance Report on page

48 Brnief details of the current Members of
Glas Cymru 1s available on request or may be
obtained from our website

Employees

Following the ending of the outsourced
contracts for the management of water and
wastewater services and some associated
activities, at 31 March 2011 Welsh Water
employed 1,712 people (2010 205) 84 people
teft the business during the year, which was
the first year of the phased 5-year programme
announced last year under which around

300 people will leave the business by a
combination of retirement, natural turnover,
and selective voluntary severance

Our success 1s dependent upon our having
a highly committed and motivated work
force On page 29 we have described how
we engage, consult with and systematically
provide information to employees an
matters of concern to them, how we are
developing the talent and core competence
of the business, and the ‘Working Together
Agreement’that has been adopted for the
next five years We have also adopted a new
incentive scheme through which all
employees can share in the success of the
business and receive an annual bonus
linked to the financial and customer service
performance of Welsh Water

We are committed to employment policies
that follow best practice, based on equal
opportunittes for all employees, irrespective
of sex, race, colour, disability, or marital status
This includes gving full and fair consideration
to applications for employment from disabled
parsans, having regard to their parucular
aptitudes and abilities

Qccupational health and safety

We are committed to achieving high
standards of occupational health and safety
and our perfoermance improved in 2010-

11, which was a good outcome in a year of
significant organisational change Detail of
our performance is provided on page 28, and
a copy ¢f our 2011 Occupattonal Health and
Safety Report is avallable on request or on our
website

Water quality and the environment

Each month the Quality and Environment
Committee of the Board (QEC) meets to monitor
the water quality, customer service, and
environmental performance of Welsh Water

QEC tracks the development of key operational
and senvice Improvement strategies and reviews
the cause of, and Welsh Water's response to, all
major water quality and environmental inadents.
A copy of aur annual QEC Report is available on
request or on our website

Research and development

We keep abreast of research and development
by selective partiaipation in water indusiry
research initiatives, most notably through
membership of UK Water Industry Research
Limited which manages and coordinates the
research interests of UK water companies
We have also developed relationships with
university research departments and private
companies to undertake investigations into
1issues that relate to our business objectives
and priorities for our operational region

Payment policy

Qur 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 i1n accordance with agreed
terms, save where we advise supplers when
an invoice 1s contested, which we will do
without unreasonable delay We will seek to
remedy disputes as promptly as possible
Standard payment terms will be 30 days
from date of receipt of a correct invoice for
satisfactory goods or services which have
been ordered or received, unless other terms
are agreed (n a contract

In 20190-11 the average payment period for the
group was 55 days (2010 47 days) Regulations
require that in calculating this we include
within trade creditors monies retained under
contract in respect of Welsh Water capital
investment projects The level of retentions
vares from year to year and affects the average
payment perniod

Corporate sccial responsibility

We have a clear and firm commitment te
environmental responsibiiity and in being
a good neighbour and trusted partner in
the communities we serve To earn this trust
we have to show that we behave fairly and
responsibly in the intarests of customers,
that we use resources wisely, and that

we make an appropriate contribution to
community Information on how we do this
Is provided on page 31
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Directors’ report

During the year, charitable donations
amounted to £8,150 {2010 £45,485) There
were 7 beneficaries of awards of £500 or above,
ranging from payments of £500 to £2,000

It1s Board policy not to make donations

to political parties or to incur pohitical
expenditure and during 2010-11 no donations
or payments were been made which are
required to be disclosed under section 366 of
the Companies Act 2006

Institutional investors

We welcome two-way dialogte with our
investors and each year, shortly after our
annual general meeting, we hold an annual
bondholder/investor meeting in London We
also 15sue a quarterly investor report for holders
of the group’s bonds and welcome dialogue
at any time Each year, usually following the
announcement of preliminary and interim
financial results, the Finance Director attends
informal meetings with bondholders, which
may also be attended by a Non-Executive
Director Alhissues discussed at meetings with
Investors are reported to the Board

Welsh language scheme

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

Regulatory accounts {Welsh Water)

Condition F of the Instrument of Appointment
under which Welsh Water operates requires
that Welsh Water publish additional financial
information as an ‘appointed business’ A copy
of this information 1s published on our website
or s available on request from 11 July 2011

Going concern

The Drrectors are satisfied that the busimess has
adequate resources to continue In business for
the foreseeable future Accordingly, the financral
statements for the year ended 31 March 2011
have been prepared on a going concern basis

Auditors

PricewaterhouseCoopers LLP (PwC() acted as
the auditers to Glas Cymru for the accounts
for the year ended 31 March 2011 As part of
the audit process Dtrectors have confirmed
that as far as each Director 1s aware there 1s
no relevant audit Information of which the
auditors are unaware and that they have
taken steps to make themselves aware of any
refevant audit information and to establish
that the Company's auditors are aware of
that information

After a process of cormnpetitive tender, PwC
has been awarded the external aud:t contract
for the financial years 2011-12 to 2013-14,
with an option for Welsh water to extend the
contract for two years The Audit Committee
interviewed a number of the UK's leading audit
firms and concluded that PwC had provided
the strongest bid in terms of price and quality,
and that robust arrangements are in place to
ensure that the objectivity and independence
of the auditor A resolution to re-appomt PwC
will be put to Members at the 2011 AGM

Events after the financial year-end

On 17 May and 18 May 2011 the group
cancelled its existing £100 milhion of revolving
credit facihties that were otherwise due to
expire on 30 September 2011 {£60 million) and
30 June 2012 {£40 millson}, and entered into
new bilateral revolving credit facilitres totalling
£140 million with a group of six banks These
new facilities expire on 17 May 2016 (£110
million) and 18 May 2016 (£30 mithon),
although each bank has an option to extend
its facihty for a further year

Annual general meeting

The 2011 AGM will be held on Friday 8 July
2011 The business of this meeting includes
the approval of the Directors’Report and
Financial Statements and the Remuneration
Report for the year ended 31 March 2011,
the re-election of all Directors, a resolutian to
authonse the Company to make donations
to EU political organisations and/or incur EU
political expenditure up to defined hmits and
resolutions to reappoint the auditors and to
authonse the Audit Committee to fix their fees

These resoluttons are all matters of ardinary
business, there is no special business Further
information tn respect of all resolutions is
provided in the Nouce of 2011 AGM sent to the
Members of Glas Cymru with this report

By order of the Board

Richard Curtis LLB, ACIS
Company Secretary
8th June 2011

All documents which are stated as avarlable on
the Company’s website can be obtamned from
www dwrcymru com
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Corporate Governance

Glas Cymru 1s committed to high standards
of corporate governance This report
explains the key features of the Company'’s
governance structure and how we
voluntanly comply with the UK Corporate
Governance Code (the ‘Governance Code’),
which sets the standard for good practice far
UK histed companies Glas Cymru complies
with all the provisions of The UK Governance
Code, except for those that do not apply to a
company imited by guarantee

Leadership

The Board comprises 10 Directors (a Charrman,
3 Executive Directors, and 6 Non-Executive
Directors) wha are collectively responsible

far the long term success of the campany

The Board sets the strategic aims of the
business, ensures that resources are in place
to meet these aims, and reviews management
performance in a framework of control that
allows nsk to be managed effectively

The Chairman’s role is to ensure the effective
operation of the Board This means ensuring
that Directors receive sufficient information
to make mformed judgements, that matters
are fully debated {and no director or group
dominates the Board’s decision making
process), and that constructive relationships
are maintained with key stakehaolders Each
year the Board considers the Chairman’s
avallability and capacity to undertake this
critical role against the background of his
other commitments The Board s satisfied
that Robert Ayling fulfils this role effecuvely
ant has the capaoity to carry out a¥l necessary
aspects of the role

The Managing Director 1s responsible for the
day-to-day management of the business

and for the implementation of the strategy,
policy, and procedure adopted by the Board
He 1s supported by an executive team of the
Finance Director, Operations Director, Director
of Regulation and Planning, Director of Hurman
Resources and the Company Secretary

The Non-Executive Directors use their
combined skills and experience to scrutimse
the performance of management in meeting
the objectives of the business and to challenge
and help develop key aspects of strategy

They also monitar the integnity of financial

information and the robustness of systems
of internal contrel and nsk management John
Bryant s the Senior independent Director

The Board considers that each Non-Executive
Director to be independent of the Company
and one another They have access to all staff
and information relating to the business, the
adwice and services of the Company Secretary
and, if required iIndependent external adwice at
the expense of the Company There Is regular
opportunity for the Chairrman and the Non-
Executive Directors to meet privately

The Executive Directors each have a written
service contract subject to termination by the
Company on 12 months' notice The Chairman
and Non-Executive Directors each have a letter
of appointment subject to termination by the
Board ¢n 3 months'notice A copy of each of
these agreements 1s available for inspection
The Company Secretary 1s an employee, but
not a Director, of the Company

There 15 a forma! schedule of matters reserved
to the Board, which is reviewed annually and
which can only be amended by the Board
This includes the approval of the annual

business plan (which sets the operating and
strategic objectives for the business, and the
nisk framewark within which the business
will operate), corporate polictes, significant
transactions above specified thresholds

ar outside the ordinary course of business
and the defegation of Board authorty to
cammittees and Executive Directors

Effectiveness

The Board met 8 imes in 2010-11, including
6 meetings held over two days to allow
additional time for Directars to review
progress on key strategic topics and to
meet key business managers In the past
year, these reviews have focused on the
pubhic health, customer service, and
environment and organisational change
1ssues that arose from resuming direct
responsibiity for the day to day
management of Welsh Water's water
and wastewater aperations

The table below summarises the number
of Board and committee meetings heid in
201€-11 and the level of attendance at each

Board Remuneration Audit Qualtyand  Nomination
(L)) (A)  Environment {R)
Committee
Q
Number of meetings
held In 2016-11 8 5 LA 12 3
Robert Ayling MNItQHAKA 8" 5 3of3 10 3
Nigel Annett {QN) 7 - - 1 2
Chnstopher Jones 8 - - - -
Peter Perryt® D _; - - 12 -
John Bryant N1tQiRy 8 s** - 122" Ty
Anthony Hobson (IAIR 8 5 4* - k] -
Stephen Patmer (@ 8 Zof2 . 1 3
Menna Richards [V INKA) 10f2 - Tof1 - -
James Strachan MR 8 5" 1of1 - 3
Anna Walker RINKR} 10f1 - - - -
Lord Burns B1tM 3o0f 3™ - . - 1
Dame Deirdre Hine B1{MIQXRS 3of3 20f2 - 4 oof 1
Geraint Talfan Cavies [N 7 10f2 3of4 - 3

* Committee Chalrman  ** Chalrman for part of year; [1]1 Appointed 23/11/2010; [2] Appointed 03/03/2011,

{3) Stood dawn 10/07/2010; (4] Stood down. 31/03/2011, [5)The
rot meet in 2010-11 and was dissolved on 10/07/2010.

Sub G i

of the Nomination Committee did
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Corporate governance

Following the appointments of Menna
Richards and Anna Walker an induction
programme was prepared to famiharise them
with the business, the nsks and strategic
challenges, and the economic, competitive,
and legal and regulatory environment in
which the group operates All Directors update
their skills and business knowledge from a
combination of visits to operational assets,
meetings with regulators and presentations to
the Board on key strategic Issues

The annual evaluation to assess the
effectiveness of the collective performance of
the Board, the performance of the Charrman
and the committees of the Board was deferred
in 2010 following the appointment of a

new Chawrman and other changes on the
Board Notwithstanding this, the Board has
responded to changes in the business and
inproved its effectiveness by {i) increasing
the frequency cf Board meetings in 2011-

12 from 8 to 9 meetings a year, and by (1)
adopting a modified approach to the analysis
and reporting of the principal risks facing the
business During 2011 an evaluation exercise Is
to be completed with independent assistance
from Dr Tracy Long of Boardroom Review

Committees of the Board

The main committees of the Board are the

Audit Comrmittee, the Quality and Environment
Committee (QECY), the Remuneration Committee
and the Nominattons Commuttee. There 1s also

a Finance Commttee to approve financing and
treasury transactions where a decision s required
between Board meetings After each committee
meeting a summary of matters discussed is
reported to the Board, and minutes are submitted
to the following Board meeting Company
Secretary 15 the secretary to each comrmuttee,
which can engage the services of such adwisors as
it needs to fulfil its responstbilittes.

The work and membership of each
committee 15 set outin a wntten terms of
reference and is described below, except

for the Remuneration Commuttee which s
described in the 2011 Remuneration Report
on page 50 In addition to chatring or being

a member of a committee, certain Directors
provide additional ime and challenge in
public health (S Palmer) engineenng and
procurement (J Bryant), customer service and

regulation {A Walker), inance and pensions
{A Hobson}, communications (M Richards)
and government and regulation (R Ayling)

Audit Committee

The Audit Committee 1s chaired by Tony

Hobson and met on four occasions in 2010-11

The role of the Commuttee 1s to scrutinise and

challenge reports from management and from

internal and external auditors, and in particular

» to review and advise the Board on Glas
Cymnu’s intenim and annual financial
statements, Its accounting policies and on
the contro! of its financial and business nsks,

» to review the nature and scope of the
work to be performed by the external
auditors and the internal audit function,
the results of this audit work and the
response of management,

» to review and adwvise the Board on the
effectiveness of the internal control
environment in the business, including the
“Whistleblowing’ pracedures, and

» to make recommendations on the
appointment and remuneration of
external auditors

The members of the Commuttee are Tony
Hobson, Menna Richards and Robert Ayling
(who 15 chatrman of the Board and s likely

to stand down as a member when current
process of Board refresh 1s complete) The
Finance Director, Head of Internal Audit and
External Auditors attend each meeting by

the invitation of the chairman The Chief
Executive and Operations Director also attend
at least one meeting a year Tony Hobson 1s

a Chartered Accountant and a former Group
Finance Director of Legal & General Group

pic and has the significant and relevant
experience required for a chatrrman of the
Audit Committee The terms of reference of the
Audit Commuttee include all matters required
by the UK Corporate Governance Code

The ma:n business at two meetings of the
committee Is to review the prelminary and
intenm financial results and related areas of
Judgement and accounting policy Appropriate
time s allocated at each meeting to review

the findings of the external and internal audit
programme and to assess the processes for
the management and control of financial

and business nisks This includes challenge to

management’s assessment of those nisks and
the mitigation strategtes and plans put in place
to manage them

Each meeting receives a regulatory and
compliance report to provide an update on
substantive issues relating to water industry
regulation and compliance, prosecutions

and matters of legal dispute 1t also covers
major insurance ¢lamms, tax comphance, fraud
and health and safety, as well as aspects of
informatton management Each meeting also
receives a report on disclosures under the
Board’s whistleblowing policy Other tepics
routinely reviewed and subject to follow up
by the committee include business conunuity,
the Board’s quarterly report to Glas Cymru’s
investors, treasury pehcy and controls and
arrangements o ensure the integnty of
regulatory reporting

During the year the Audit Committee
approved external and internal audit plans
and met privately with the external and
internal auditors {without Executives
present) as part of an annual review of audit
independence On the basis of this work,

and regular meetings with management, the
Audit Committee s able to assess the ongoing
effectiveness of external and internal audit
The Committee also approved an Assurance
Map which was developed as a tool to ensure
the effective integration of internal and
external audit activity

The role of internal audit is to provide
objective assurance and to advise
management and the Board on the extent
to which systems of internal control and
arrangements to manage risk are appropriate
and are operating effectively The internal
audit plan is focused on areas of greatest nisk
to the business and in 2010-11 this ncluded
review by a specialist and independent IT
auditor of the major system and process
changes introduced in the year

Duning 2010-13, internal audit services

were provided by a team led by the

Head of Business Assurance and external
auditor services were provided by
PricewaterhouseCoopers LLP (PwC) The
delivery of internal audit services was subject
to a benchmark review which reported to the
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Audit Committee and there was a change in
external audit partner in ine with Board policy
which requires rotation at least every five years

After a process of competitive tender, the
contract for external audit services for the
finanaal years 201112 to 2013-14 was
awarded to PwC, with an option for Dwr
Cymru to extend the contract for two years
The Committee interviewed a number of
leading audit firms and concluded that PwC
had provided the strongest bid in terms of
price and quality, and arrangements to ensure
that the objectivity and independence of the
auditor were robust

Audit independence cannot be imparired by
reason of the level of non-audit work awarded
to the external auditor It is Board policy that
the externat auditor will not be used for internal
audit services, and that all non-audit work
above a threshold of £25,000 will be subject

to prior competitive tendenng and approval

by the Audit Commutiee Total external auditor
rernuneration is analysed between audit and
non-audit work on page 69 of the Accounts

Quality and Environment Committee [QEC)
QEC 1s chaired by John Bryant and meets every
month to oversee Dwr Cymru’s performance
against regulatory measures and delivery of key
operational and strategic goals Through this
activity QEC provides assurance to the Board
that our obligations as a water and sewerage
undertaker are not compromised or put at nsk

In particular, the committee

» reviews performance and adwvises the
Board on matters of operational policy and
practice in relation te matters of public
health, comphance with drinking water and
environmental regulations and as regards
occupational health and safety,

» reviews managernent’s assessment and

mitigation of operational and quality nisk,

revtews strategy designed to improve

customer service or develop more

4

sustainable water and wastewater
businesses based on industry best practice,
and

» assesses DT Cymru's managemnent of QEC
1s chaired by John Bryant and meets every
month to oversee Dvwr Cymnu's performance
against regulatory measures and delivery of key

operational and strategic goals. Through this
actrity QEC provides assurance to the Board
that our obligations as a water and sewerage
undertaker are not compromised or put at risk.

In particular, the committee

reviews performance and advises the

Board on matters of operaticnal policy and
practice in refation to matters of public
health, comphance with drinking water and
environmental requlations and as regards
occupational health and safety,

reviews management’s assessment and
mitigation of operational and quality risk,
reviews strategy designed to improve

¥
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customer service or develop more
sustainable water and wastewater
businesses based on industry best practice,
and

» assesses Dwr Cymru's management of
significant water quality or environmental
incidents, to ensure that any lessons from
these, and any weakness identified though
internal audit, are learned

The deciston to take direct responsibility for
the management of water and wastewater
operations resulted in a significant
restructurting of the busmess and a change in
nsk profile, at a time when we have needed to
improve in a number of areas where relative
perfarmance had shpped This has been
evident in the QEC agenda and 1s reflected

in the published QEC annual report, which is
available on the company’s website

The members of QEC are John Bryant, Robert
Ayling, Stephen Palmer, Nigel Annett and

Peter Perry The commuttee is advised by two
independent experts on the public health and
operational aspects of water supply {Andrew
Davies) and environmental management (Tony
Harrington} who attend all QEC meetings

Nominations Committee

The role of the Nominations Committee s

to ensure that plans are tn place for orderly
succession for appointment to the Board

It therefore reviews the size, structure, and
composihion of the Board (and the skills,
knowledge and expenence around the Board
table) and, where appropriate, recommends
candidates for Board appointment. The
committee meets on an ad hoc basis and is led

by the Chairman of the Board Each of the Non-
Executrve Directors and the Managing Director s
a member of the committee, with ather Directors
attending at the invitation of the chairman

201G-11 was a busy year for the Committee

In July 2010, Lord Burns and Dame Deirdre Hine
stood down as Directors and Robert Ayling was
appainted as Chairman of the Board Menna
Richards and Anna Walker were appointed
Non-Executive Directors in November 2010
and February 2011 respectively, and Geraint
Talfan Davies stood down 2s a Non-Executive
Directorin March 2011 In planning for Board
succession, the Committee 1s advised by Egon
Zehnder International

In 2008 the Nominations Committee (and
the Board) agreed in pninciple that it would
be m the best interests of the Company and
the customers of Dwr Cymru to extend the
term of office of some of the Non-Executive
Directors who were appointed in 2001
beyond nine years This currently applies to
Tony Hobson, who will stand down duning
2011 and to John Bryant, whe will stand
down during 2012, each of whom will stand
for reappointment as a Director at the 2011
AGM This extended term of office was to
allow greater continuity on the Board in the
early part of the AMPS period (2010-15)

The Appointments Committee was a sub-
comrittee of the Nominations Committee which
was established in 2009, to oversee the process of
the successian of the Chawrman of the Board, and
was dissolved in July 2010 when Robert Ayling
became Chairman The Appointments Comimittee
was chaired by John Bryant and its membetrs
mncluded each of the then Non-Executive Directors
except for Lord Buns and Robert Ayling

Internal control

The Board is responsible for the operation and
effectiveness of the group’s system of internal
controls and risk management This 1s designed
to manage the nsk of fallure to achieve business
objectives, and compnses audited policies,
procedures and processes designed to idenuify,
evaluate, and manage the significant nisks
faced by the business, and provide reasonable
assurance against matenal misstatement or loss
In addressing this, the Board has considered
both matenalty and the relative cost benefit
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assoclated with particular nisks, having regard to
the particular position of the business and the
nsk to which it 1s exposed The internal control
systerns are therefore designed to provide
reasonable (not absolute) assurance against
misstatements o7 loss

Kay features of the system are

» that parameters of acceptable nisk are set
by the Board, with key rnisks and hazards
identified, measured and managed to an
acceptable level,

there 1s clear accountability for nisk
management, supported by regular risk
reporting,

for each major type of nsk there 1sa
designated manager or team whose role 1s
to ensure that appropriate risk guidance is
availlable across the business

controls that recognise that the nature

and balance of nsk changes and evolves
continuously and provide a framework
within which to manage this,

procedures that govern the approval

and control of major items of capital
expenditure, the acquisition and disposal of
matenal assets, and the entering into of any
arrangement that gives rise to, or could give
rise to, a material habthty, and

» the group has in place effective financial
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systems and procedures for managing the
preparation of the consalidated accounts

Dvir Cyminu's Reporter (Black and Veateh) conducts
an annual review of systems of internal contral,
the findings of which are reported to the Board
and to Ofwat, the Board also receives assurance
from the programme of intemal auciit, the majer
findings from which are reviewed at the Audit
Committee or QEC. Risk 15 routinely assessed by a
leadership team chaired by the Managing Director
This group reviews and challenges the robustness
of nsk management procedures and submits an
update to the Audit Committee and QEC every six
manths, and annually to the Board

The process to review the effectiveness of
mternal control systems includes discussion
with management on significant nsk issues and
a review of plans for, and results from, tnternal/
external audit, The Audit Committee reports the
results of 1ts review to the Board and the Board
then draws its collective conclusian on the
effectiveness of the system of intermal controls

In fulfiling this responsibihity the Board
considers periodic reports fram the Audit
Commuttee, QEC and from management,

and it routinely monitors key performance
indicators and monthly reperts of financial
and operauenal performance, which flag
variances against the agreed business plan
and budget. By so doing, the Board reviews
the effectiveness of the internal control system
over the course of the year

Members of Glas Cymru

The role of a Member is to ensure that the
bustness remalns focused on its pnimary
purpose of providing efficient lugh quality
water and sewerage services to Dwr Cymru's
customers When fulfilling this important
corporate governance role a Member acts in a
personal capacity, and does not represent any
particular group or stakehclder interest

Members are appointed by the Board, but only
indmviduals recommended by an independent
membership selection panel (the ‘panel’} can
be considered for appointment The role of

the panel i1s to recommend individuals who in
a wnitten application have shown they have
the skills, expenience and interests to be an
effective Member In addition, the panelis
required to ensure that, overall, a balanced and
diverse membership 15 maintained, which is,
as far as possible, reflective of a broad range

of customer and other stakehalder interests A
copy of our published Membership Policy, and
further details of the Members of Glas Cymru,
can be obtained from the Company Secretary
of from the Company’s website

During 2010-11, 12 Members stood down having
served a maximum three terms of appointment
and 26 new Members were appointed following
a process of public advertisement conducted by
the panel Subsequent to the financial year end,
and following evaluation and recommendation
by the panel, the Board has approved the
reappomtment of 7 Members whose term of
office would otherwise expire at the end of the
2011 AGM At the date of this report Glas Cymru
has 84 independent Members, excluding the
Orrectors of the Company who are also Members

Communication with stakeholders

The Board attaches high impontance to
maintaining good relationships with Members
and investors Around 7096 of the Members

of Glas Cymru attend each of the six monthly
Members meetings, which provide regular
opportunity for Members to talk to Directors
At these meetings, Members receve detailed
presentations on company performance,
developments and prospects and Directors,
ncluding the chairmen of the key Board
committees, are avallable to answer questions
Subsequently, all Members receive a written
bref of issues discussed and the replies to
questions asked Between meetings Members
are briefed on key 1ssues and development
through a combmation of wntten bulletins from
the Managing Director and updates delivered
by email or via a confidential Members website

Shortly after the AGM Glas Cymru hosts an
annual investor meeting 1n Londen, and
imred|ately following the announcement

of intenm and preliminary results for any
period there are informal meetings with major
bondholders and other investors, who may
also request a meeting with a Non-Executive
Director at any time The Board receives a
report following meetings with investors

Regular communication is also maintained
with each of the economic, water quality
and environmental, and customer service
regulators of Welsh Water

By order of the Board

Richard Curtis LLB, ACIS
Company Secretary
8th June 2011

All documents which are stated as avatiable on
the Company’s website can be obtained from
www dwrcymru com
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Remuneration Report 2011

| am pleased to present this year’s
Remunerationn Committee 8eport which
provides details of the remuneration patd
to directors in 2010-11 and our policy

for 201112

On 1 April 2010 the Company entered a new
regulatory pertod which will be the most
challenging since privabisation The average
bill for Dver Cymine Welsh Water’s (‘Dvvr Cymru’)
water and sewerage customers Is to be
reduced by over £20 per household {(before
inflation) by 31 March 2015 To deliver this,
Dwr Cymru must reduce controllable operaung
costs by around 20%, and at the same time
improve customer service performance, meet
new and challenging serviceability targets set
out in the Final Determination, and deliver a
£1 2 bilhon investment programme

Agatnst this backdrop, the Remuneration
Committee of the Board ('the Commuittee’)
reviewed our remuneration policy and
arrangements which culminated in a new
approach to remuneration, designed to tie In
reward to petformance aver the regulatory
period to 31 March 2015 This policy was
described in last year’s remuneration report
which, with the ‘Long Term Vanable Pay
Scheme 2010, was approved by the Members
at the annual general meeting (‘AGM’) in July
2010 {'the AMPS remuneration arrangements’)

The Commuttee continues to view the AMPS
remuneration arrangements as being well
aligned with Company's strategy, providing an
appropniate balance between nisk and reward,
and being sufficiently competitive to attract
and retain high quality staff

Qur reporting of the remuneration paid

1n 2010-11 15 complicated as it was the

first year in which the AMPS remuneration
arrangements applied, but payments made
in the year related to performance the year
before (2009-10) under the final year of the
variable pay arrangements that mermbers
approved at the AGM in 2005 ("the AMP4
remuneration arrangements? The AMP4
remuneration arrangements were described
fully in last year's remuneratton report

Remuneration in respect of the financial year
ended 31 March 2010

The remuneration paid to Directors last year
included variable pay due for the financial
year 2009-10 In June 2010, Executive

Directors recewved payment under the AMP4
remuneration arrangements equivalent to

49 8% of base salary {made up of 38 2% under
the cashflow element of the annual vanable
pay scheme and 11 6% under the rolling leng
term incentive scheme -‘RLTIS') Subsequently,
in November Cfwat confirmed that Dvr
Cymru's Overall Performance Assessment
("OPA’} performance for 2009-10 ranked the
company 7th of the 10 water and sewerage
companies for the year, which equated to 5th
over the 3-year pertod ended 31 March 2010
This meant that no further bonus was payable
for 2009-101n respect of the customer service
(12 OPA} element of the annual variable

pay scherne or under the RLTIS {which was
described in detail in fast year’s remuneration
report}

Remuneration In respect of the financial year
ended 31 March 2011

This comprised a base salary (which had been
increased by 3% in Apnl 2010 following a year
of ng increases in 2009-10) and vaniable pay
under the AMPS remuneratton arrangements,
at least part of which 1s payable in the current
financial year

Under the Annual Vanable Pay Scheme (‘AVPS')
payments have been made equivalent to

23 0 percentage points (‘%) of base salary

for performance against the Performance
Scorecard, 38 3% for financial performance
and in the range of 15% to 18% against
Strategic and Personal objectives, making total
payments in the range of 76 3% to 79 3% This
compared to a maximum of 100%

Under the Long Term Vanable Pay Scheme
2010 (LTVPS') the Committee has confirmed
the basis on which staged payments may be
made under the Customer Equity element

of the LTVPS (as exptatned in the following
report} Provision has been made for a 10%
staged payment of the Customer Equity
element of the scheme, reflecting a strong
financial performance in the first year of the
peried and a confident expectation that we
will exceed the Customer Equity target for
March 2015, but no provision for a Customer
Service Award When added to the below 4th
fourth ranking on Ofwat's league table for OPA
1n both 2008-09 and 2009-10, Dwr Cymiru's
predicted performance against the new
Service Incentive Mechanism (‘SIM’) 1n 2010-11
means that no payment 1s expected in respect
of the “Customer Service Award” this year
Remuneration in respect of the financial year
ended 31 March 2012 For the current financial
year (the year ending 31 March 2012), the key
points to highlight are

» Executive Directors’ salaries were increased
by 3% n Apnl 2011 This is in ine with the
current executive pay market, and below
the 4 7% increase received by staff under
the "Working Together Agreement’, which
was In part offset by a 3% increase in
employee pensicn contributions

Under the AVPS, the quantum of vanable
that can be earned in 2011-12 has not
changed, but the Commisttee has modified
the Performance Scorecard in the light of
experience in the first year - to improve
the alignment between the component
measures to Ofwat’s serviceability metrics
and the DWI performance indices Save for
this, no changes to the pelicy are proposed
this year and, in the absence of a maternial
change in the regulatory enviranment or
external factors, the Committee would not
expect further significant change to be
recommended during the AMPS period

p
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Also in respect of the current year, and in
response to the reduction to the level of tax
relief on pension contributions which came
into effect on 6 Apnl 2011, the future pension
provision for four executives (including the
three Executive Drectors} has been changed
This moves from one where the accruals
increase on a funded basis until the executives'’
retirement dates, to one where, once the
respective executive reaches the annual
allowance and lifetime allowance caps, the
pension provision will be financed by the
Company on an unfunded basis - by way of
an unfunded Employee Financed Retirement
Benefit Scheme (‘EFRBS) Overzll thss change
1s anticipated as being broadly cost neutral to
the Company and an acceptably low risk

Details on all these points are contained in the
body of this remuneration report that follows
Thus has been approved by the Board and a
resolution for its approval will be put to the
2011 Annual General Meeting (AGM) | hope
that Members will suppart this resolution

James Strachan
Chairman of the Remuneration Committee
8 June 2011
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Remuneration report 2011

This report has been prepared in accordance
wnth the provisions of the Companies Act
2006 and s fully comphiant with provisions
of The UK Corporate Governance Code (‘the
Governance Code’) PricewaterhouseCoopers
LLP has audited the Directors’emoluments
table and the pension table on page 52, and
has reviewed the remainder of the repornt

Remuneration Committee

The Committee is chaired by James Strachan
and the other members of the Committee
are Robert Ayling, John Bryant, Tony Hobson
and Anna Walker, who was appointed on

6 March 2011 The Board considers that

all the members of the Commuttee are
independent and, in the case of Robert Ayling
that he was considered to be independent
on his appointment as Chairman of the
Company The Managing Director and the HR
Drrector attend meetings of the Committee
by invitation (except where their own
remuneration is discussed) and the Company
Secretary acts as secretary to the Committee
The Committee met on four accasions in
2010-11

The role of the Committee 15 to approve,
implement and keep under review the
remuneration policy of the Board and
speafically

(a) to agree the policy and framework and
service contracts for the remuneration of the
Chairman, Executive Directors and certain
senior managers (the Dwr Cymru Leadership
Team), and

(b) to determine variable pay arrangements
that encourage and recognise good
perfermance and that rewards indwviduals
in a fair and responsible manner for their
contribution to the success of the Company

In 2010-11 the Commuittee receved
independent advice from Hewitt New
Bridge Street ["HNBS, a trading name of
Aon Hewitt Limited (‘Aon’)) HNBS adwvised
on market best practice in the design of
incentive performance arrangements, the
benchmarking of Directors’ remuneration
and fees and general remuneration advice
to the Committee Aon provide no other
services to Glas Cymru In addition, duning
the year the Committee received information

from Mercer Limited (survey data), The Hay
Group Management Limited (job evaluation
and pay survey data), Linklaters & Alliance

LLP (Directors’ service contracts and pension
matters}, Eversheds LLP {pension matters) and
Quantum Actuanal LLP {(pensicn matters)

These organisations also provide services

and information to DWwr Cymiru (but not Glas
Cymru) and the Committee has concluded
that there are no conflicts of interest in
relation to these organisations supporting
both the Committee and the group in the
implementatton of its decisions

During the year, the key 1ssues which the
Committee considered inciuded

» Executive Director szlary and Chairman fee
increases to take effect from

1 Apnl 2011

Performance achieved against the
conditions attached to the 2010-11

AVPS and LTVPS

The policy for discretionary staged
payments under the new LTVPS

»

E
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» Executive pension provision in light of

changing legislation

» A scheduled review of the Executive
Directors’ service contracts, except for
changes ansing out of the penston changes,
no matenal changes were made, although
the opportunity was taken to update
the wording of the contract in ine with
contemporary employment legislation

Remuneration Policy

The current rermuneration policy was approved

by Members at the AGM n July 2010 It aims
to provide a good alignment between the
rewards payable to Executive Directors and
the long term success of Dwr Cymru Thisis
achieved by paying remuneration at levels
which are sufficiently competitive to recruit

and retain high quabty staff and to ensure that
the remuneration packages are structured so
as to discourage inapprapnate nsk taking

The policy is delivered by

Setting levels of base salary and total

-

remuneration that (when assessed against
periodic market benchmarking) are
considered fair and competitive having
regard to an individual’s experience and
responsibility

N

Encouraging improved performance by
having a significant proportion of total
remuneration being delivered vta vanable
pay - although the majority of the package
1s‘fixed’ to ensure that executives are not
encouraged to take inappropriate risk
Focusing Incentives on the relative
performance of DWwr Cymru - as assessed
and reparted by Gfwat, the Dninking Water
Inspectarate, the Enviranment Agency and
the Consumer Counal for Water - thereby
promoting the objective of producing
sector-leading performance In a transparent

w

and accountable way

When discussing the remuneration policy the
Committee cansiders remuneration structures
across the business as a whole and considers
the impact of the policy in ight of broader
social, environmental and governance 15sues

The executive remuneration package
comprises five elements {base salary and
benefits, two elements of vanable pay (the
AVP5 and LTVPS) and a pension) The dragram
below shows a breakdown of the value of
the various elements of the remuneration

package, assuming target level of performance

1s achieved This shows that around 60% of the
total remuneration package is fixed, with 40%
camprising variable pay

Colour photo/graphic removed
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Remuneration Executive

Directors Base salary

Following a review in March 2011, the
Committee has set base salaries for the
financial year 2011-12 as below

Nigel Annett (Managing Director)
£276,100 (2010 £268,000)

Chris Janes (Finance Directar)
£217,700 (2010 £211,300)

Peter Perry (Operations Director)
£207,100 (2010 £201,000)

These increases are set in the context of a staff
increase of 4 79 The Commuttee considered an
ncrease of around 3% to be more appropnate
when compared to the posittoning of the
current base salanes and pay inflation in the
executive pay market more generally

Variable pay

Annual Variable Pay Scheme (AVPS)

In 2010-11 the maximum AVPS that could

be earned was an amount equivalent to
1009 of base salary, assessed across three
compaonents as illustrated below Details of
payments made under the AVPS in respect of
the financial year ended 31 March 2011 are
set out laterin this report

The quantum of vanable pay that can

be earned under the AVPS In 2011-12 15
unchanged, but there has been a reduction
in the number of the component measures
in the Performance Scorecard (from 20 to 18)
and several companents have been changed
Further, operating cost efficiency 1s now a
separate element of the AVPS with equal
weighting to the Performance Scorecard to
reinforce the importance of cost efficiency

The Strategic and Personal obpectives and the
KPI targets used in the Performance Scorecard
are agreed by the Committee soasto
underpin the annual business plan approved
by Board Furthermore, the Performance
Scorecard 1s applied more widely in variable
pay arrangements across the organisation

in order to promote a team culture and
reinforce organisational alignment, as well as
demonstrating our performance assessment In
a clear and concise manner

Colour photo/graphic removed

Long Term Variable Pay

Scheme 2010 {'LTVPS’)

The objective of the LTVPS 15 1o ahgn the

longer term aspects of total remuneration

with Company performance over the course

of the five year requlatory penod ending on

31 March 2015 Under the LTVPS two types

of award can be made (in each case of a cash

payment)

n A"Customer Equity Award”, whichis
measured by the creation of customer
equity over the regulatory penod, and

» A“Customner Service Award”, which 1s
measured by the Company’s average
ranking in the Ofwat league 1able for
OPA and SIM over the last three years
{re for 2010-11, this means the OPA ranking
2008/9 and 2009/10 and the 5IM ranking
for 2010711}

The Customer Service Award Is therefore
infarmed by and rewards the Company’s
relative performance compared with other
companies In the sector

The performance targets under each of the LTVPS awards are shown in the table below

Customer Service

Customer Equity

Performance measure

» 2010-11 and 2011-12 measured by reference to
a combiation of two Ofwat measures Overall

» Actual Customer Equity at 31 March 2015
(the end of the regulatory period) compared to

Performance Assessment ('0PA) and the SIM
» 2012-13, 2013-14 and 2014-15, performance wall be
measured by reference to SIM alone

the hudgeted figure

Ratonale for sefected

» Ofwat’s measures of consumer experience are

» Best finandial measure of the value of the

measuses independent ebjective and measurable custormers’mterest in the bisiness
» "Customer equity’is the group’s finandial reserves,

i e reguiatory capital value less net debt (as
defined for the purposes of the quarterty Investar
Report)

Performance period » 3 Financal Years tmmediately prior to the Finanaal = 1 Aprll 2010 ta 31 March 2015

Year in which an award is made
Performance target » Out of 10 comparator companies. » 100% of award payable for achieving Customer

» 100% of award payable for achweving first position
» 75% of award payable for achieving second posion
» 509 of award payable for achieving third position
» 25% of award payabie for achieving fourth pesition
» 0% of award payable tor a tanking of fifth o belaw

Equity on 31 March 2015 of £100m in excess of the
2010 bustness plan target.

» 09 of the award will be payabls for meeting or
falling short of the 2010 buslness plan tzrget

» Straght-line pro rata calouation between the
business plan target and £100m above this target.

Ot the customer equity target may be amended in certain arcumstandes at the discretion of the (ommittee Theseindude where (1) there are differences
between actual inflation and the assumptions onginally made, (i) the Board had medified a refevant policy after the original forecast was made (e 9.
dispersal of customer eqenty by way of additional investment to delives extra benefits for rstomers), and i) there s a material influence on financial
reserves that was nat onginally foreseen and which the Committee determunes to be outside the control of the Executive Directars.

@Payment may be deferred 2t the discretran of the Commuttee wn the event that there s a significant detenaration in performance Deferral may

be ferup 1o two years, or untll the shortfall has been remedied, whichever Is the earlier

A When determining the level of any staged or final award the Committee will have regard to the 1ating of the group’s bonds and may af its
discretion defer all o part of an award if the group’s bonds have been put on credit watch or downgraded

In drcumstances where the Committee makes an Interm or stage payment against the Customer Equity target but the finat Customer Equity

tigure at the end of the five year performance period i fess than the sum of the interim pay of pay

recondled {or'trued uzr) so that any excess sums ate dawed back from participants

, then such pay wilkbe
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The LTVPS performance targets reflect the
Board's ambitton that Dvr Cymru shoutd

rank alongside the leading companies on

the key industry league tables for customer
service Ofwat has replaced OFA with SIM,

and OPA was published for the final ttme for
2009-10 Whereas OPA comprised an index of
a range of measures, including water quabty,
environmental performance and customer
service, SIM comprises of two measures of
customer service alone One s a "qualitative
measure” reflecting the results of independent
research carnied out on hehalf of Ofwat

to capture customer satisfaction with the
service they have received, and the othera
“‘quantitative measure” which covers customer
complaints and unwanted calls

Pension and Benefits

The Executive Directors are all members of
the DWr Cymru Welsh Water Pension Scheme,
a defined benefit scheme The Normal
Retirement Age under this scheme is 60 and
benefits accrue at 1/45th of salary per year of
pensionable service (except for PD Perry who
accrues at 1/60th of salary for each year of
pensionable service), subject to a maximum
overall pension at normal retirement age

of two-thirds of final pensionable salary

The scheme also provides life cover of four
times pensionable pay for death in service,

a pension payable i the event of ill health
and a spouse’s pension payable on death
Executive Directors also participate in a
non-contributory private health and medical
insurance scheme

Duning the year, the Committee considered
the impact of changes i penston tax relief for
hugher earners taking effect from 6 April 2011,
when the pension annual allowance limit ;n
capital terms was reduced to from £255,000
te £50,000, and the further change to come
into effect on 6 April 2012 when the total
value of tax privileged pension saving that
can be provided on retirement (or Lifetime
Allowance) will be reduced from £1 8 million
to £1 5 million

Colour photo/graphic removed

The Committee agreed that for the four
executives affected by these changes
(including the three Executive Directors),
instead of funding the cost of the pension
provision throughout the executive's career
(1 e before retirement) the Company would
provide for the additional value above the
annual and hifetime allowances by way of an
unfunded Employer Financed Retirement
Benefit Scheme where the cost of the pension
15 met by the Company after the executive’s
retirement

This enables the value of the pension benefit
for the individual te be preserved The funding
basis 15 different but the Commuttee 1s satisfied
that this 1s being done in a way that, overall, is
broadly cost neutrat to the Company

The Committee determined that this should
be a one-off exception and that the Company
would not provide any unfunded pension
arrangerments for any other individuals who
may be impacted by changes in pension
taxation, now or in the future New service
agreements were Issued to the four executives
to reflect this change in pension provision

The pension benefits eamed by the Directors during the year are shawn in the table below

Trarster value of

Realincrease in Transfer value real increase in

Acrued Pension  acqrued pension equivalent accrued pansion,

{perannum}at  intheyear{net Transfer value at ofincrease in  Transfer value 3t Contributons et of member

31 March 201 ofinflaton}  31Maech2010  xoued pension 31 March 2011 paid by Director contnbutions

NC Annen® ENzon 5,931 £3,627,720 1294,905 £1,922605 £24120 173,219
(A Jones” £75,463 14,677 £830,893 £18619 £101,684 £19,017 143,634
PO Perry*0! £96,5% £10,642 £1,097, 236 1302828 £1,400,064 £18,0%0 £136172

* Accrued pensions Include previous setvice in Hyder Water and United Utiitles Pension Schemes.
™ The accrued pension and transfer value at 31 March 2018 and 31 March 20171 allow for Peter Perty’s augmented benefits at those dates. The augmentation
Is based on the reinstatement, aver a five-year periad, of a full salary link 1o benefits transferred into the scheme from his previous employer
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Chairman and Non-Executive Director Fees
After taking appropriate independent advice,
the Committee determines the fee payable
to the Chairman of the Board Separately,

the Executive Directors and the Chairman
approve the fee tevel payable to the Non-
Executive Directors

During the year the Board reviewed the

fees payable to Non-Executive Directars

and decided that the policy of paying

no addittonal fee for chairmanship ar
membership of any Board Committee should
continue, but that there should be a modest
increase to the annual fee level In addition,
2010-11 was the first full year in which the
Board had appointed a Senior Independent
Director ("SID"} and the Remuneration
Cormmittee determined that from 1 April
2011 the additional responsibilities of the
SID should be recognised by the payment of

an additional fee of £10,000 These fees have
been benchmarked and are considered to be
broadly in line with mid-market levels

The fees payable for the financial year that
commenced on 1 Apnl 2011 are

Chairman

£200,000 (2010 £196,000)

Non-Executive Directors

£55,000 (2010 £54,000)

Additional fee for Senior Independent Directer
£10,000 (2010 £-)

The Chairman and the Non-Executive
Directors are appointed under leiters of
appotntment terminable by either party on
three months’ written notice

Emeluments earned by the Directors in respect of the financial year ended 31 March 2011 were

Directors’emoluments for 2010/11
(excluding pension benefits}

The table below reports on the directors’
emoluments in respect of the year ended

31 March 2011 It indudes performance

related payments made under the AVPS scheme
and a best estimate of sums payable under the
LTVPS scheme (the receipt of some elements of
which 15 deferred unul fater in 2011} The extent
to which this element of the vanable pay has
been over or under estimated will be disclosed
in the Remuneration Report for next year

The Remuneration Committee belteves the
presentation of data in the emoluments

table allows a direct comparison of Directors’
remuneration year on year, and this is
unchanged from previous years The information
required to comply with the Companies Act
2006 1s provided in full and Is disclosed in the
table and in the supplementary notes

2010-1100 LordBums  RMAfling  NCAnnett  Chlones PPerty  IMEBryant Gl Davies DiHine AJHobsan  SPalmer JMStrachan  MRichards  AWalker Total

Salary - - £268000  £211,300  £201,000 - - - - - - - £680,300

Fees 54197 £157,073 - . LS00 654000 £1493  £SA000 654000 64000 £AS00  [4362  £505284
E"'i“,“_ In kind® — - B 929 1674 - - - - - - - £1,603

Variable pay 2018-11

AvPD - U oM fe3n (158 - - - - - -

Staged payment LTYPSI# - - £26,800 £21,100 £20,100 - - - - EGHTU;
Total emoluments relating to 2010-11 . E_Sf,wl?]A _“5.“7‘173 £500.213  £400397  £374,463 £54,000 £54 000 £14,932 £54,000 £54,000 £54 000 £4,500 {4,362 £1,750337

Emoluments eared by the Directars in respect of the financial year ended 31 March 2010 were

2005-10 lodBums  RIAWing NCAnnett  CAlones  PPery IMBryant  GTDavies  DiHine AlHobon  SPalmer JMStachan MRichands  AWalker Total
Salary - £260,000  E205000  E195,000 - - - - - - £660,000
Fees £190000 52,500 - - £52,500 £52,500 £52,500 £52,500 £22,885 £52,500 - - £527,885
Benefits in kind - 1340 519 - - - - - - £1,41%
Varlable pay 2009-10

Annual ST& £95,320 £78310 £24,490 - - - £152,120
RS - £30160  EB780  £22,620 - - - £76,560
Total emotuments relating to 2010-11 £150,000 £52500  £390320 B398 £292,110 £52,500 £52,500 £52,500 £52,500 £22 B35 £52,500 - - £1,517.984

thanges of Director in 2009-19.2nd 2010-13 S Palmer appointed 26 October 2009, Locd Burns/Dame Decrdre Hine: retired 10 July 2010; M Richards appolnted 22 November 2010 (but did not receive a fee until 1 March 20113,

AWalker appointed 3 March 2011, GT Davies retired 31 March 2011

@ Benefits in kind relate to receipt of private medical insurance, ill hezlth cover and bfe Insurance
S The finangal statements for the year ended 31 March 2011 include a provision of £525,170 {or 76.3% of base salary for Messrs Annett and Perry and 79.3% for Mr Jones) for annua varlable pay payable to Exzcutive Directors in

respect of perfarmance in the finandal year 2010-11

#The finandal statements for the year ended 33 March 2011 include a pravision of £68,000 (or 10% of base salary) for an nterim ot staged payment under the Long Term Variable Pay Scheme 2010 in respect of performance

in the financiz| year 2010-11

 The ‘cashflow’ element of the annual performance related payment in respect of 2009-10 was 38 2PPEBS (or 95 5% of the maximum) and totallad £252,120

 The‘performancy’ element of the annual ratated payment provided for in the Report and Accounts for 2009-10 was estimated on the basrs that OPA performance on 2009 10 would be Sth In autumn 2010 Ofwat confirmed
Dwr Cymru's OPA raniung for 2009-10 as 7th, which equated to Sth of the ten water and sewerage companies on a rolling three year basis. At this ranking no performance’ elerment of vatiable pay was payable fer 2009-10

O The variable pay under the RLTIS was 11 6PPBS (or 38 9% of the maximum}

®The highest paid Directot In 2010-11 was NC Annett wha received emoluments of £500 213 {2010- NC Annett £390,320) The increase in emotuments, and In particular in vanable pay, reflects the umproved financal

and operational performance of the business compared to the previous year

Glas Cymru Cyfyngedig
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Remuneration repart 2011

Accruals for annual variable pay for 2009-10
The 2010 Accounts included a provision of
£227,040 for annual vanable pay in respect

of the financial year ended 31 March 2010

In autumn 2010, Ofwat confirmed that Dwr
Cymru’s OPA performance for 2009-10 ranked
the company 7th of the 10 water and sewerage
companies, which meant that no additional
payment was due in respect of this component
of the scheme (as no award was payable for
betow median performance) This is reflected
n the emoluments table for 2009-10 on

page 53

Accruals for long term variable pay for 2009-10
The 2010 Accounts (but not the emaluments
table for 2009-10) included a provision of
£152,460 as the Committees best estimate of
awards payable in 2009-10 under the Rolling
Long Term Incentive Scheme (‘RLTIS - which
applied to performance in the five year pertod
ended 31 March 2010} A ranking of 7th in
the Ofwat OPA league table for 2009-10
equated to a ranking of 5th over the three year
period ended 31 March 2010 Accordingly no
award was due for 2009-101n respect of this
component under the RLTIS Thisis reflected in
the emoluments table for 2009-10 on page 53
For further nformation n respect of the RLTIS
please refer to the 2010 Remuneration Report

2010-11 variable pay

Under the Annual Vanable Pay Scheme
(AVPS), payment has been made in the
current year equivalent to 23 0% of base
salary for performance against the corporate
Performance Scorecard, 38 3% for financial
performance and in the range of 15% to
18% against Strategic and Personal
objectives, making a total paymentin the
range of 76 3% to 79 3% This comparedtoa
maximum of 100%

Under the Long Term Vanable Pay Scheme
{LTVPS} provision has been made for a 10%
staged payment of the Customer Equity
element of the scheme, but no provision for a
Customer Service award A provision 1s made
for the Customer Equity Award because at 31
March 2011 net reserves stood at some £1 3
billion, sigmificantly ahead of the business
plan, which gives a canfident expectation that
we will exceed the Customer Equity target

for March 2015 In terms of customer service
however, while the Company expects to be
ranked high on the Ofwat league table for
the “qualitative” element of SIM, 1t expects to
be ranked below fourth on the "quantitative”
element (when Ofwat publishes the SIM
league table in the Autumn) which, when
added to the below fourth ranking on Ofwat’s
league table for OPA in both 2008-9 and
2009-10, means that no payment 1s expected
to be made in respect of the “Customer Service
Award" this year

Accardingly, the 2010-11 Accounts include

an accrual for an internim payment of £68,000
{equivalent to 10% of base salary) reflecting
the Commuttee’s current estimate of
perfermance under the LTVPS in respect of the
five year penod ending 31 March 2015

Nigel Annett £26,800
Chns Jones £21,100
Peter Perry £20,100

Service contracts

The Executive Directors have service contracts
that are subject to a 12 month notice period
ard which 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 lieu of notice A sigrificant element
of mitigation 1s built into the contract should
the Company choose ta exercise its option to
make a payment in lieu of notice

During 2010-11 the Executive Directors’
service contracts have been reviewed

Except for changes (n relation to the pension
provision, no material changes were made,
although opportunity was taken to update the
wording of some contract provisions in line
with contemporary employment legislation
Changes can be tracked in the copy of the
service contracts that will be on display at the
AGM i July 2011
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External appointments

The Board recognsses the benefit of broadened

expenence that might be actweved through

the mvelvement of Executive Directors in

external activities Any appomtment is subject !
to annual approval by the Cammittee and, |
subject to the Committee’s agreement a

Director may retain any fees Only Chris Jones

currently holds such an appointment - he 1s

a Non-Executive Director of the Principality

Building Society, in respect of which he retains

a fee of £35,000 per annum

Recommendation

The Committee believes that the
Remuneration Policy descrnibed in this report

1s aligned well with the Company’s strategy,
provides an appropriate balance between risk
and reward and is sufficiently competitive to
attract and retain high quality staff This in turn
ensures that it 1s well ahigned to the long term
success of Dvwr Cymru and the interest of its
customers The Committes recommends this
2011 Remuneration Report for approval by the
Members of Glas Cymry |
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Principal terms of the Glas Cymru Long-term
Variable Pay Scheme 2010 (the ‘Scheme’)

Intraduction

Cver the five year pertod that commenced on

1 Aprit 2010, Executive Directors will be incentnvised
by a combination of annual and long term vaniable
pay arrangements. The latter of these has been
approved by the Remuneration Committee of the
Board of Directors of the Company (the ‘Committee’)
The fong term vaniable pay arrangements, which are
set out in the tules of the Scheme, are detailed below

Operation

The Committee wiil supervise the operation of
the Scherme This will Include determining who
participates, setting the quantum of awards,
determining the conditions to apply te the awards
and the extent to which these condittons are
ultimately met.

Eligibility

Only employees (including Executive Directors) of
the Company and its subsidianes will be eligible to
participate i the Scheme at the discretion of the
Committee The Chairman, Non-Executive Directors
and consultants cannet participate The intention
15 to hmat participation to the Executve Directors
and senior executives whao directly report to them
coensistent with our previous policy and market
practice

Type of awards

An award will comprise a cash payment that is
assessed either over a rolling three year performance
period {'a rolling award’) or aver a fixed five year
performance period ('a long-term award’) - see
Performance condntions below for further details
Rolling awards and the long-term award are
collectively referred to as ‘awards’ in this summary

The Scheme shall govern payments to be made

in respect of the five year regulatory period that
commenced on 1 Aprll 2010 The first awards

will be pald aut in autumn 2011 in respect of the
financial year ending on 31 March 2011 Each year
an award will comprise an annual payment of the
rolling awards (as descnbed below) Awards are

net transferable, except on death Any payment
made pursuant to an award shall not be counted for
pension purposes

Individual limit

The maximum variable pay that may be pad out
over the life of the Schemae is 300 percentage potnts
of base salary (PPBS) The maximum PPBS s dnaded
equally between two performance companents -
custemer service and financial performance Further
details on these components can be found below

Performance conditions
There are two measures of performance which will
determune the amount paid out under the awards

Customer service (rolling awards)

The first [s customer serice which in years 1 and
2 will be measured by reference to a combination
of two Ofwat measures the Cverall Performance
Assessment (OPA) and the serice incentive
mechanism ('SIM?) In years 3 to § performance will

Glas Cymmu Cyfyngedig

be measured by reference to SIM alone. 5IM is the
Ofwat measure which Is based on both quantitative
and qualitative measures of consumer expernence,
and which replaced OPA from the start of the
financial year 2010-11 Similar to OPA, Cfwat will
publish data for each of the water and sewerage
companies in England and Wales and the Company’s
relative position will be compiled by aggregating the
SiM {and, where appropriate, OPA) scores for each of
the three years of the performance period up to and
inctuding the rel t year of it, which will
determine the extent to which this target is met

The customer service performance condition will
apply to the rolling awards Consistent with the
Company's previous palicy, rollng awards will be
subject to a three year performance period This
means that the maxamurm 150 PPBS to which the
customer service performance condition apphes 1s
sphit [nta five annual grants of rolling awards of 30
PPBS each Payments will normally be made within
nine months of the end of the financfal year to which
they relate, although payment may be deferred at
the discretion of the Committee in the event that
there is a significant deterioration In performance
Deferral may be for up to two years, or until the
shartfall has been remedied, whichever is the earlier

A ralling award will be payable on a sliding scale of
30 PPBS (1 e 100% of the annual grant) for achieving
1st position, 22.5 PPBS for 2nd position, 15 PPBS for
3rd positign, 7 5 PPBS for 4th position and zero for
being ranked 5th or below of the water and sewerage
compantes in England and Wales

Customer equity (fong-term awards)

The Commuittee considers that the best financial
measure of customers’interest tn the business is the
creation of customer equity over the five year period
of the Scheme Customer equity 1s the Company’s
financial reserves, i e its Regulatory Capital Value less
net debt (as defined for the purposes of the quarterly
Investor Report published by the Company) in excess
of that provided for in the business plan approved by
the Board

The ¢customer equity performance condition which
applies to the long-term award 15 to create £100m

or more of customer equity n excess of the 2010
business plan target set by the Board between 1 Apnl
2010 and 31 March 2015 On the achievement of this
stretch target, the maximum 150 PPBS wall be payable
Zero PPBS will be payable for meeting or falling short
of the 2010 business plan target, and there will be
straight-line pro-rating between these two pomnts.

Progress agalnst this five year target may be
acknowledged at the discretion of the Commuttee

by permitting interim or staged accruals or

payments te be made These are capped as follows
up to 10 PPBS in respect of the 2010/11 finanaal year,
up to 20 PPBS n respect of the 2011/12 financial year,
up to 30 PPBS in respect of the 2012/13 finanaal year
and up to 40 PPBS in respect of the 2013/14 financal
year If any of the staged payments descnbed abave
are not paid out, they may be rolled up and paid out
in any subsequent financial year

The final entitlement (of up to 150 PPBS after taking
Into account any previous staged payments) will be
payabie following Ofwat’s Final Determination for the
next regulatory period (2015-2020) at the end of the
2014 Price Review process or such later date as the
Committee may determine

Consistent with the incentvisation scheme that
applied between 2005-2010, when determining the
level of any staged or final award under the new
scheme the Committee will have regard to, amongst
other things, the performance and rating of the
Group’s bonds and may at its discretion defer all or
part of an award if the Group’s bonds have been put
on credit watch or downgraded

In circumstances where the Committee makes an
interim (or stage) payment against the target to
participants but the final customer equity figure at
the end of the five year performance period is less
than the sum of the Interim payment or payments,
then such payments will be trued-up so that any
excess sums are clawed back from participants

The customer equlty target may be amended

In certain arcumstances at the discretion of the

Committee These circumstances include

(a) where there are differences between actual
inflation and the assumptions onginatly made,

(b} where the Board has modified a relevant policy
after the origenal forecast was made, and

(c) where there is any other matenial influence on
financial reserves that was not aniginally foreseen
and which the Committee determines to be
outside the control of the Executive Directors

Leaving employment

An award will lapse upon a participant ceasing to
hold employment or be a Director within the Group
Any awards that have been paud before the date of
cessation may be retained by the partiapant

Corporate events

In the event of a change of legal status or dissolution
of the Company or a substantial change to the
Company’s censtitution, the Committee may allow
outstanding awards to be paid early to the extent
determined by the Committee in its discretion
Alternatively, the Committee may require the awards
to continue after being appropriately mod.fied to
reflect the event in question Any awards that have
been paid before the date of the carporate event may
be retained by the partiaipant,

Alterations 1o the Scheme

The Committee may, at any time, amend the Scheme
or any of the performance conditions In any respect,
provided that the maximum award provided by this
Scheme shall not be exceeded Any amendment will
be reported 10 Mermbers and confirmed in the next
published Remuneration Report
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Statement of Directors’ Responsibilities

The Directors are respansible for preparing
the Annual Report, the Remuneration Report
and the Group and parent Company financial
statements in accordance with applicable law
and requlations

Company law requires the Cirectors to
prepare Group and parent Company financial
statements for each financial year Under that
law the Directors have elected to prepare

the Group and parent Company financial
statements in accardance with International
Financial Reporting Standards ('IFRS") as
adopted by the EU

Under company law the Directors must not
approve the financial statements unless they
are satisfied that they give a true and fair view
of the state of affairs of the Group and the
parent Company ang of the profit of the Group
for that penod

In prepaning each of the Group and parent

Company financial statements, the Directors

are required to

» select suitable accounting policies and then
apply them consistently

» make judgments and estimates that are
reasonable and prudent

» state whether applicable IFRSs as adopted
by the EU have been followed, subject
to any materral departures disclosed and
explained in the financial statements, and

» prepare the financial statements on
the going concern basis unless it 1s
inappropriate 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 Cormpanies Act 2006 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 irregularities

Under applicable law and regulations, the
Directors are also responsible for preparing

a Directors’ Report, a Directors’ Remuneration
Report and a Corporate Governance
Statement that comply with that law and
those regulations

The Company Is responsible for the
maintenance and integnty of the corporate
and financial information included on its
website Legislation in the UK governing the
preparation and dissemination of financial
statements may differ from legislation in other
jurisdictions

By order of the Baard

Richard Curtis LLB, ACIS
Company Secretary
8 June 2011
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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 2011 which
compnise the Consolidated Income
Statement, the Consohdated Statement of
Comprehensive Income, the Consolidated
Statement of Changes in Reserves, the
Consohdated and Parent Company

Balance Sheets, the Conschdated Cash

Flow Statement and the related notes The
finanoa! reporting framework that has been
applied in their preparation 1s apphicable
law and International Finan<ial Reporting
Standards {IFRSs) as adopted by the
European Union and, as regards the parent
company financial statements, as apphed

in accordance with the provisions of the
Companies Act 2006

Respective responsibilities of

directors and auditors

As explained more fully in the Directors’
Responsibilities Statement set out on page 56,
the directors are responsible for the
preparation of the financial statements and for
being satisfied that they give a true and fair
view Our responsibility is to audit the financial
statements in accordance with applicable law
and Internattonal Standards on Auditing (UK
and Ireland) Those standards require us to
comply with the Auditing Practices Board's
Ethical Standards for Auditors

This report, including the opinions, has been
prepared for and only for the company’s
members as a body in accordance with Chapter
3 of Part 16 of the Companies Act 2006 and for
no other purpose We do not, ingiving these
opinions, accept or assume respansibility for
any other purpose or to any other person to
whom this report i1s shown or into whose hands
1t may come save where expressly agreed by
our prior consent in writing

Scope of the audit of the financial statements
An audit involves obtaining evidence about
the amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financal statements are free
from material misstatement, whether caused
by fraud or error This includes an assessment
of whether the accounting policies are

appropriate to the company’s circumstances
and have been consistently apphed and
adequately disclosed, the reasonakleness of
significant accounting estimates made by the
directors, and the overall presentation of the
financial statements In additton, we read all
the financial and non-financial information
in the Report and Accounts to identify
material mconsistencies with the audited
financial statements If we become aware

of any apparent material misstaternents or
Inconsistencies we consider the implications
for our report

Opinien on financial statements

In our opinion

» the financial statements give a true and

fair view of the state of the group’s and of
the parent company’s affairs as at 31 March
2011 and of the group’s profit and group
and parent company’s cash flows for the
year then ended,

the group finanaial statements have been
properly prepared in accordance with [FRSs
as adopted by the European Union,

» the parent company financial statements
have been properly prepared tn accordance
with IFRSs as adopted by the European
Union and as applied in accordance with the
provisions of the Companies Act 2006, and
the financial statements have been
prepared in accordance with the
requirements of the Campanies Act 2006

¥
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Opinion on other matter prescribed by the
Companies Act 2006

In our opinion, the information given in the
Directors’ Report for the financial year for
which the financial staterents are prepared is
consistent with the financial statements

Matters on which we are required to report

by exception

We have nothing to report in respect of the

following matters where the Companies Act 2006

requires us to report to you if, In our opnion

» adequate accounting records have not been
kept by the parent company, or returns
adequate for our audit have not been
received from branches not visited by us, or

» the parent company financial statements
are not in agreement with the accounting
records and returns, or

» certain disclosures of directors’
remuneration specified by law are ot
made, or

» we have not received all the information
and explanations we require for our audit

Other matters

The directors have requested, (because the
company applies Listing Rules 98 6R 5 and 6
of the Financal Services Authority as if it were
a listed company), that we review the parts of
the Corporate Governance Statement relating
to the company's comphance with the nine
provisions of the June 2008 Combtned Code
specified for our review by the Listing Rules
of the Financial Services Authonty We have
nothing to report In respect of this review

At the request of the directors, we have also
audited the Directors’ Remuneration Report
that 1s descnibed as having been audited

In our opinion, the part of the Directors’
Remuneration Report to be audited has been
properly prepared in accordance with the
Companies Act 2006

Katharine Finn (Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutary Auditors
Cardiff | 8 June 2011
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Primary Statements

Consohdated Income Statement for the year ended 31 March 2011

2011 2010
Nate £m im £m £m
Revenue 2 6767 688 2
Operating costs
- Operational expenditure
Before exceptional items (264 6) (265 7)
Exceptional items 4 - {29 5)
3 (264.6) (295 2)
- Infrastructure renewals expenditure 3 (40.0) 73)
- Depreciatien and amortisation 3 {144 6) {139 9)
Operating profit analysed as
Operating profit before exceptional items 2275 2053
Exceptional items 4 - {29 5)
dpe;'atl;{g?pﬁr;ﬁwt B T T T T T 227775 T - 175—8_
Financing costs
- Interest payable and similar charges 5a (173 5) {101 3)
- Interest receivable and similar charges Sa 41 34
-_Fa:r value Iqsses on den_v_at_lve ﬁnanc@llr_\sl_rurpents__ sb 123 ) B (15_9_) o B A
{157 1) (1129)
Profit before taxation B 3 - 704 o 629
Taxation [ 681 19
Profit for the year 1385 648
Underlying profit for the year
(Profit before exceptional items, taxation and fair value adjustments)
2011 2010
£m £m
Profit before taxation per tncome Statement 704 629
Add back
- Exceptional items {see note 4) - 295
- Fair value (gains)/losses on derivative financial statements (see note 56) {123) 150
Underlying profit for the year
(before exceptional items, taxation and fair value adjustments) 581 107 4

The company has elected to take the exemption under section 408 of the Companies Act 2006 not to present the parent

company's Income statement The profit of the parent company for the year was £l (2010 £l

Compary Number 3975719
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Consolidated Statement of Comprehensive Income for the year ended 31 March 2011

2011 2010
Nate £m £m
Profit for the year 1385 648
Actuarial loss recognused in the pension scheme 2 (47) s
tMovement on deferred tax asset relating to pension scheme 6 12 -
Total comprehensive income for the year 135.0 633
Consolidated Statement of Changes in Reserves/(Deficit) for the year ended 31 March 2011
201 2010
£m fm
Deficit at 1 Apnl {88 8) (1521)
Total comprehensive income for the year 1350 633
Reserves /{deficit) at 31 March 46 2 (88 8)

There were no changes in reserves of the parent company during the year (2010 none)
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Prnimary Statements

Consolidated Balance Sheet as at 31 March 2011

2011 2010
Note £m £fm
Assets
Non-current assets
Property, plant and equipment 8 3,178 9 31178
Intangible assets 9 654 601
Financial assets
- denvative inancial mstruments 15 26 08
3,269 31787
Current assets
Trade and other receivables " 489 3 484 4
Financial assets
- derivative financial mstruments 15 4.4 44
Cash and cash equivalents 12 983 2487
5920 7375
Liabilities
Current habilities
Trade and other payables 3 (506 7) {501 2)
Financial habilities
- borrowings 14 (26 9) {150 2)
- denwvative financial instruments 15 (44 6) {360)
Provisions 17 (16 8) {(148)
{595 0) {702 2)
Net current (liabilities)/assets {30) 353
Non-current liabilities
Trade and other payables 13 {331) (159}
Financial liabilities
- borrowings 14 (2,733 9} (2,761 8)
- denivative finangial instruments 15 (122 8) (141 9)
Retirement benefit obligations 2 (155) (80)
Provisions 17 (6 6) {22 6)
2911 9) (2,950 2)
Net assets before deferred tax 3320 2638
Deferred tax - net 7 {285 8) (352 6)
Net assets/{liabilities) 46 2 (88 8)
Reserves/{deficit) 462 (88.8)

The financial statements on pages 58 to 90 were approved by the Board of directors on 8 June 2011 and were signed on its behalf by

N C Annett CA Jones
Managing Director Finance Director
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Primary Statements

Consohidated Balance Sheet as at 31 March 2011

2011 2010
Note £m £m
Assets
Non-current assets
Property, plant and equipment E] 31789 3178
Intangible assets L} 654 601
Financoal assets
- denvative financal imstruments 15 26 08
S o o B i 3,246.9 31787
Current assets
Trade and other recevables 1 489 3 484 4
Financial assets
- derivative financiak instruments 15 44 44
Cash and cash equivalents 12 98 3 2487
5920 7375
Liabilities
Current liabilities
Trade and other payables 13 {506 7) (501 2)
Financial liabilities
- borrowings 14 {26 9) (150 2)
- denvative financal instruments 15 {44 6) (36 0)
Provisions 17 {16 8) (14 8)
(595.0) (702 2)
Net current {(llabilities}/assets {30) 353
Non-current habilities
Trade and other payables 13 (331) (159)
Financial iabilitres
- barrowings 14 (2,733 9) {2,761 8)
- derivative finangial instruments 15 (122 8) (141 9)
Retirement benefit abligations 2 {155} (80)
Provisions 17 {6 6} (226)
T T e e e T T T 0119y (29502)
Net assets before deferred tax 3320 2638
Deferred tax - net 7 (285 B) {352 6)
Net assets/{habilities) 46 2 (88 8)
Reserves/{deficit) 46 2 (88 8)

The financial statements on pages 58 to 90 were approved by the Board of directors on 8 June 2011 and were signed on its behalf by

/\@)A/pvw%[" e (=

N CAnnett
Managing Director

C A Jones
Finance Director
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Parent Company Balance Sheet as at 31 March 2011

2011 2010
Note £m £m
Assets
Non-current assets
Investment in subsicharies 106 - -
Trade and other recervables b 3.4 34
34 34
Current assets
Cash and cash equivalerts 12 01 o1
01 01
Liabilities
Current liabilities
Trade and other payables 13 (3 5) {35)
(3.5) {35)
Met assets - -
Reserves

Retained earnings

Total reserves
The financial statements on pages 58 to 90 were approved by the Board of directars on 8 June 2011 and were signed on 1ts behalf by

NUART & A P

N C Annett CA Jones
Managing Director Finance Director

Glas Cymru Cyfyngedlg Company Number- 3975719 Report and Accounts 2011 | 61




Notes to the Financial Statements

1 | Accounting policies, financing nisk
management and accounting estimates
Accounting polictes for the year ended 31
March 2011s

The principal accounting policies adopted in
the preparation of these financial statements
are set out below These policies have been
apphied cansistently to all the years presented,
except as noted below under "Change of
accounting policy”

Basis of Preparation

The financial statements are prepared in
accordance with International Financial
Reporting Standards (IFRS), International
Financial Reperting Interpretations Committee
{IFRIC) interpretations as adopted by the
European Union and those parts of the
Companies Act 2006 applicable to compantes
reporting under IFRS The financial statements
have been prepared under the historical cost
convention, as modified by the revaluation

of financial assets and financial habilities
(including denvative financial mstruments) at
fair value through profit or loss

In the year, Glas Cymru has applied the
following Interpretations which are or have
become effective

IFRS 1 Addittonal exernpttons {revision)

IFRS 1 First-time Adoption of International
Financial Reporting Standards
{amendment)

IFRS 2 Share-based Payments — Group
cash-settled share-based payment
transactions (amendment}

IFRS 3 Business Combinations {revision)

1AS 27 Consolidated and Separate Financal
Statements {revision)

1AS 31 interests i Joint Ventures
{(amendment)

1AS 32 Financial Instruments Presentation
on classification of nghts 1ssue
(amendment}

1AS 39 Financial Instruments Recognition
and Measurement of eligtble
hedged items (amendment)

IFRIC 17 Distnbutions of Non Cash Assets to
Owners

IFRIC 18  Transfer of assets from customers

Glas Cymru Cyfyngedig

Except as noted under ‘Change of accounting
policy’ below in respect of IFRIC 18, the
application of these Interpretations has

no matenal effect on the preparation or
presentation of the results or financial position
for the current or prior accounting penods,
and accordingly no prior period adjustment
has been required

At the date of approval of these financial

statemnents, the following Standards and

Interpretations, which have not been apphed

m these financial statemeants, were in1ssue but

not yet effective

IFRS 1 First-time Adopticn of Internaticnal
Financial Reporting Standards
(amendment)

IFRS 7  Fmancial Instruments Disclosuras
(amendment)

IFRS9  Financial Instruments Classification
and Measurement

IAS12  Income Taxes on deferred tax
{amendment)

IAS24  Related Party Disclosures (revision)

IAS 28 Investments in Associates {revision)

IFRIC 14 1AS 19, 'The Limit on a Defined
Benefit Asset, Mentrmum Funding
Requirements and their Interaction’

IFRIC 19 Extinguishing Financial Liakilties
with Equity Instruments

The presentational impact of these Standards
and Interpretations is being assessed, but

the directors anticipate that their adoption in
future periods will have no matenal impact en
the financial statements of the group

Change of accounting policy

Following its adoption by the European Union,
IFRIC 18, 'Transfers of assets from customers’,

1s mandatery for the first ime for the

financial year beginning 1 April 2010, with an
application date of 1 July 2009 IFRIC 1815 an
interpretation published by the JIASB to clanfy
the accounting treatment when a property
developer lays a pipe to connect a new
development to the network and transfers the
asset to the water company for no charge The
group’s accounts have not previously allocated
any value to these transactions as there was
no financial outlay Following adoption of

the IFRIC, the accounts contain infrastructure
asset additions with a value of £18 5m (2010 as

Company Number 3975719

restated £14 2m) The net book value of these
assets as at 31 March 201115 £31 7m, which
15 offset by deferred income of equal amount.
The fair values, calculated as the cost to the
business of constructing the assets, will be
depreciated over the assets’ estimated useful
lives and the deferred income will be released
over the same period (The comparative
figures for property, plant and equipment
and deferred income have been restated by
£13 9m, reflecting asset transfers since the
IFRIC's effective date of 1 July 2009)

Basis of consolidation

The consclidated finanaal statements include
the financial statements of the company and
all of its subsidiaries The results of companies
and businesses acquired during the year

are dealt with in the consclidated financtal
statements from the date of acquisitton [ntra-
group transactions and profits are eliminated
on consolidation

Revenue recognition

Revenue represents the income recevable in
the ardinary course of business for services
provided, 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 value is included in revenue
{see the 'Critical accounting estimates’ section
for further details)

Revenue recognised 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 I1s
referred to as a ‘customer dividend’ There was
no customer dividend 1n the year to 31 March
2011 (2010 £28 3m)

Segment reporting

Operating segments are reported in a
manner consistent with the internal reporting
provided to the chief operating decision-
maker The chtef operating deciston-maker,
who 15 responsible for allocating resources
and assessing performance of the operating
segment, has been identified as the steenng
committee that makes strategic decisions
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Notes to the Financial Statements

Property, plant and equipment

Property, plant and equipment are included

at cost less accumulated depreciation

Cost reflects purchase price together with

any expenditure directly attributable to
bringing the asset into use, Including directly
attributable internal costs and, in respect of
capital projects commenced after 1 April 2009,
barrowing costs in accordance with IAS 23

Property, plant and equipment comprise

a) Infrastructure assets {being mains and
sewers, impounding and pumped raw water
storage reservoirs, dams, sludge pipelines
and sea outfalls), and

b) Other assets (Induding propertes,
overground operational structures and
equtpment, and fixtures and fittings)

The carrying value of assets 1s reviewed for
imparment if circumstances dictate that the
carrying value may not be recoverable Asset
lives and residual values are reviewed annually

1) Infrastructure assets

Infrastructure assets comprise principally
impounding reservoirs and a network of
underground water and wastewater systems
For accounting purposes, the water system
Is segmented Into components representing
categones of asset classes with similar
charactenstics and asset lives The wastewater
system is segmented into components
representing geagraphical operating areas,
reflecting the way the group operates its
wastewater activities

Expenditure on infrastructure assets relating
toincreases in capacity, enhancements or
matenal replacements of network components
1s treated as additions, which are included

at cost Expenditure incurred in repairing

and maintaining the operating capability

of individual infrastructure components,
‘infrastructure renewals expenditure’, is
expensed in the year in which the expenditure
15 incurred

The depreciation charge for infrastructure
assets (s determined for each component
of the network and 15 based on each
component’s cost, estimated residual value
and the expected remaining average useful

life The useful average economic lives of the
infrastructure components range principally
from 60 to 150 years

2} Other assets

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

Freehold builldings 60 years
Leasehold properties over the

lease pernod
Infrastructure assets ___ __ 8Oyears
Operational structures 10 - BO years
Fixedplant __B-40years
Vehicles, mobile plant,
equipment and computer
hardware and software 3-16years

Assets in the course of construction are not
depreciated untl commissioned

Intangible assets

Intangible assets, which compnise principally
computer software and system developments,
are included at cost less accumulated
amortisation Cost reflects purchase price
together with any expenditure directly
attnbutable to bringing the asset into use,
including directly attnibutable internal

costs Research expenditure is recognised

as an expense as incurred Costs incurred

on development projects are recogrised

as intangible assets when the relevant
recegnition cnterna are met {as per 1AS 36)

Intangible assets are amartised on a straight
line basis over their estimated useful economic
lives, which range between 3 and 15 years
These asset lives are reviewed annually The
carrying values of intangible assets are reviewed
for impairment if aircumstances dictate the
carrying value may not be recovered

Leased assets

Where assets are financed by leasing
arrangements, which transfer substantally

all the risks and rewards of ownership of an
asset to the lessee (finance leases), the assets
are capitalised and mcluded in ‘property,
plant and equipment’ with the carresponding
hability to the lessor included wathin financial
habilities — borrowings’ Leasing payments are

treated as consisting of a capital elementand
a finance charge, the capital element reducing
the obligation to the lessor with the finance
charge being recognised over the period of
the lease based on its implicit rate 50 as to give
a constant rate of interest on the remaining
balance of the liability

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

Grants and customer contributions

Grants and customer contributions in respect of
expenditure on property, plant and equipment
have been offset against these assets

Grants In respect of revenue expenditure are
credited to the Income Statement over the same
pertod as the related expenditure 1s incurrad

Capital expenditure programme

Incentive payments

The group's agreements with its construction
partners involved in delivering capital
expenditure programmes incorporate
ncentive bonuses payable after completion of
the programmes The cost of property, plant
and equipment additions includes an accrual
for incentive bonuses earned to date, relating
to projects substantially completed at the
year-end, where the likelihood of making the
incentive payment is considered probable
Amounts recoverable from contract partners
relating to targets not being achieved are only
recognised on completed projects

Trade receivables

Trade receivables are recognised initially at
fair value and subsequently measured at
amortised cost less provision for impairment
They are first assessed indwidually for
impairment, or collectively where the
receivables are not indwidually significant
Where there 15 no objective evidence of
impatrment for an individual recevable, it

15 included in a group of receivables with
sirmilar credit risk charactenistics and these
are assessed collectively for impairment
based on their ageing Movements in the
provision for impatrment are recorded in the
Income statement
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Cash and cash equivalents

Cash and cash equivalents include highly
liquid investments that are readily convertible
into known amounts of cash and which are
subject to an insigmficant nsk of change in
value Such investments are normally those
with less than three months’ maturity from
the date of acquisition and typically include
cash in hand and deposits with banks or other
finanaial institutions, net of any overdrafts

Pension costs

1) Defined benefit scheme

A majanty of the group’s employees belongs
to the group’s defined benefit pension scheme,
which is funded by both employer’s and
employees’contnibutions Actuanal valuations
of the scheme are carned out at intervals of
not more than three years Contribution rates
are based on the advice of a professionally
qualified actuary

The net asset or hability recognised in the
balance sheet represents the present value
of the defined benefit obligations less the fair
value of the plan's assets

The group’s defined benefit scheme service
cost, being the increase in the present value of
the habdities expected to anse from employee
service in the penod, 1s included in operating
costs The expected return on scheme assets
and [nterest on scheme liabilittes are inciuded
in financing <osts in the income statement
Actuanal gains and losses on expernience
adjustments and changes in actuarnal
assumptions are recognised in full in the
period in which they occur in the Statement of
Comprehensive Income

2} Defined contribution scheme

The group also operates a defined contribution
scheme for those employees who are not
members of the defined benefit scheme
Obhgattons for contnbutions to the scheme
are recognised as an expense in the Income
Statement in the period in which they anse

Financlal liabilities

Debt s measured mitially at far value, baing
net proceeds after deduction of directly
attributable issue costs, with subsequent
measurement at amortised cost Debt 1ssue
costs are recognised in the inceme statement
over the expected term of such instruments at
a constant rate on the carrying amount

Trade payables are obligations to pay for
goods/services acquired (i the ordinary course
of business from suppliers Accounts payable
are classified as current habihtres if payment

1s due within one year, or in the normal
operating cycle of the business if longer If not,
they are presented as non-current liabilities

Denvative instruments utilised by the group
are interest rate and inflation swaps Derivative
mstruments are used for hedging purposes

to alter the nsk profile of existing underlying
exposures within the group Dervatives are
recognised initially and subsequently re-
measured at fair value {based on market price
data from relevant counterparties) During the
year to 31 March 2011, none of the group’s
derivatives quahfied for hedge accounting
under 1AS 39 (2010 none} These instruments
are carmed at fair value with changes in faw
value being recognised immediately in the
Income statement

Deferred taxation

Deferred mcome tax is provided in full, using
the liabihty method, on temporary differences
ansing between the tax bases of assets and
liabilities and their carrying amounts in the
consolidated financial statements However,
the deferred income tax is not accounted for if
1t arises from imitial recognution of an asset ar
lrability in 2 transaction other than a business
combination that at the time of the transaction
affects neither accounting nor taxable profit or
loss Deferred income tax 15 determined using
tax rates (and laws) that have been enacted

or substantively enacted by the balance sheet
date and are expected to apply when the
related deferred income tax asset is realised or
the deferred income tax habihity is settled

Deferred income tax assets are recognised
to the extent that it 1s probabte that future
taxable profit will be available against which
the temporary differences can be utised

Provisions

Provisions for restructuring costs, difapidations
and uninsured losses are recognised when

the group has a present legal or constructive
obligation as a result of past events, it 1s
probable that an outflow of resources will

be required to settle the obligation, and

the amount has been estimated reliably
Restructunng provisions comprise employee
severance and pension fund top-up costs
Where the group receives claims that are either
not covered by msurance or where there 15 an
element of the claim for which insurance cover
1s not available, a provision 15 made for the
expected future habilities Provisions are not
recognised for future operating losses

Where there are a number of similar
obhgations, the ltkelihood that an outflow
will be required 1n settlement is determined
by considenng the class of obligations as

a whole A prowvision 1s recogmised even if
the likefihood of an outflow with respect to
any one item included in the same class of
obligation may be small

Exceptional Items

Exceptional items are those significant
tems which are disclosed separately by
virtue of their size and/ar nature to enable
a full understanding of the group’s financral
performance (see note 4)

Financing nsk management

objectives and policies

Treasury activities are managed within a
formal set of treasury policies and objectives,
which are reviewed regularly and approved
by the Beard The policy specifically prohibits
any transactions of a speculative nature and

Centain detalled policies far managing interest
rate, currency and inflatron nsk and that for
managing iquidity nsk are approved by the
Board and may only be changed with the
consent of Dwr Cymru Cyfyngedig's secunty
trustee (the ‘Secunty Trustee’)

|
I
!
the use of complex financal instruments )
I
|
|
I
|
|

Glas Cymru Cyfyngedig
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Notes to the Financial Statements

The nsk 1s further mitigated by imiting
exposure to any one counterparty The group
uses financial instruments to raise finance and
manage operational nsk, these instruments
principally include listed bonds, finance leases,
bank loan facilities and denvatives

Credit nsk

The group has a prudent policy for investing
cash and short term bank deposits (‘cash
mvestments’) Counterparties for cash
investments must meet mimimum short term
and/or long term credit ratings as pubhished
by Standard & Poor’s ('S&P’), Moody's Investor
Service Limited (‘Moody's’) and Fitch Ratings
Limited (‘Fitch’) The minimum short term
rating, for cash depostts of up to one year, s
A1/P1/F1 and the minimum long term rating,
for cash deposits over one year, 1s AA-/Aa3/AA-
each for S&P, Moody'’s and Fitch respectively
The Board reviews counterparties annually for
<ash investments and the credit hmit assigned
to each

The group has continued to follow a cautious
policy for investing cash depasits as a response
to the situation in the banking market Cashis
invested for a maximum period of four months
The maximum cash investment with a single
counterparty was £142m (2010 £142m)

{nterest rate risk

The group hedges at least 85% of its total
outstanding financial habilitres, including
finance leases, into either index-finked or fixed
rate cbhgations For this purpose floating

rate interest liabilities are hedged through a
combination of derivative Instruments and
cash balances The regulatory framework under
which revenues and the regulatory asset value
are indexed also exposes the group to inflation
risk. Subject to market constraints and Board
approval, the group therefare may seek to raise
new debt through index-linked instruments or
to enter Inte appropriate hedging transacttons.

The group analyses Its interest rate expasure
on a dynamic basis Various scenarios

are simulated taking into consideration
refinancing, renewal of existing postions,
alternative financing and hedging Of total
borrowings of £2,761m as at 31 March 2011
(2010 £2,912m), none related to ficating rate
debt {2010 £30m)
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The group therefore considers overall interest
rate exposure at the balance sheet date to be
minimal

As at 31 March 2011, 100% (2010 99%) of the
group’s gross debt was at fixed or index-hnked
(‘RPY) rates of interest after taking Into accaunt
Interest rate and RP| swaps The ‘hedges’
established to manage interest rate risks are
economic In nature, but do not satisfy the
specfic requirements of IAS 39 in order to be
treated as hedges for accounting purpases
Accordingly, all movements in the fair value of
derivauve financial instruments are reflected
In the iIncome statement This has resulted in

a net hability of £160m in the balance sheet at
31 March 2011 (2010 £173m) but, assuming
that the swaps are held to matunity, this will
ultimately reduce to nil

Power prnice hedges

The company enters into contracts which

fix the price of a proportion of future power
purchases in order to reduce the impact

of power price variances The company

has forward-purchased around 60% of the
estimated power requirement of the business
aver the remainder of the regulatory period
to 31 March 2015 These contracts neither
qualify as financial instruments under IAS 39
nor as onerous contracts under IAS 37 and,
conseqguently, are not induded n the finranoal
statements until the contracts are effective

Refinancing nsk

Refinancing nsk 1s managed by maintaining

a balance between the continuity of funding
and flextbility through the use of barrowings
across a range of instruments, types and
maturittes Qur policy Is to ensure that the
matunty profile does not Impose an excessive
stramn on cur abihty to repay loans Under this
pelicy, no more than 20% of the prinapal of
group borrowings of £2,761m (2010 £2,912m)
can fall due in any 24 month period

Liquidity nsk

We maintain comritted banking facilitres in
order to provide flexibibity in the management
of the group’s liquidity

Under the Commeon Terms Agreement which
governs the group's obligations to its bond
hotders and other financial creditors, the
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group Is required 1o have cash available to
fund operations for a duration of 18 months
As at 31 March 2011, the group had committed
undrawn borrowing facilities of £200m

{2010 £420m) and cash and cash equivalents
{excluding debt service payments account) of
£88m (2010 £238m)

On 17 and 18 May 2011 the group entered into
new revolving credit facilities totalling £140m
with a group of six banks These facilities are
available until May 2016, although each bank
has an option (exercisable by the end of the first
year of the facilities) to extend for a further year
to May 2017 £100m of the existing borrowing
facilities at 31 March 2011 were also cancelled

As at 31 March 2011 there was also a special
hiquidity facility of £150m, this (s required

in order to meet certain interest and other
obligations that cannot be funded through
operating cashflow in the event of a standstll
being declared by the Secunty Trustee,
following an event of default under the group's
debt financing covenants On 13 Apnl 2011,
a new special hquidity facility of £135m was
entered into with a syndicate of four banks
The existing £100m facility was cancelled on
this date

Capital risk management

The group’s opjecive when managing capital
15 to safeguard 1ts abiity te continue as a going
concern Given the regulatory environment in
which the group operates, the group monitors
capital on the basis of the geanng ratic This

1s calculated as net debt (as defined in the
group’s borrowing covenants) as a proportton
of its Regulatory Capital Value (RCV) as linked
to movements in the Retail Pnices Index and
determined by Ofwat

The Board constders that it 1s i the best long-
term Interests of Welsh Water’s customers to
maintain the level of gearing at around 70%
As at 31 March 2011 gearing was 67%

In respect of the risks detailed above, further
quantitative disclosures are provided in note 16
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Critical accounting estimates

The preparatien of financial statements which
conform to IFRS requires the use of estimates
and assumptions that affect the reported
amounts of assets and liabilities at the date
of the finanaal statements 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 or actions, actual results
ultimately may differ from those estimates

Provision for impairment of trade receivables
Individual impairment losses on customer
debts are calculated based on an indwiduat
assessment of expected cash flows
Collective impairment tosses on receivables
with similar credit risk are calculated using
a statistical model The key assumption in
the medel 1s the probability of a failure to
recover amounts when they fall into arrears
The probability of failling to recover is
determined by past experience, adjusted for
changes in external factors The accuracy of
the impairment calculation would therefore
be affected by unexpected changes to

the economic situation, and to changes in
customer behaviour To the extent that the
failure to recaver debts 1n arrears alters by
5%, the provision for impairment would
increase or decrease by £3 6 million (2010
£3 4million)

Pension benefits

The present value of the pension abligations
13 dependent on the actuarial calculation,
which includes a number of assumptions
These assumptions Include the discount rate,
which s used to calculate the present value
of the estimated future cash outfiows that will
be required to meet the pension obligations
in determining the discount rate to use, the
Group considers market yields of high guality
corporate bonds, denominated in sterling,
that have times to maturity approximating
the terms of the pension hability Were this
discount rate to reduce or increase by 0 1%,
the carrying value of the pension obligations
as at 31 March 2011 would increase or reduce
by £4 7 mullion (2010 £1 1 million) The
year-on-year increase in the sensitivity of the
balance sheet obligation to changes in the
discount rate is the result of former UUQS and

KWS employees transfernng therr existing
penstons into the DCWW Pension Scheme (see
also note 21)

Measured income accrual

Revenue includes an accrual for unbilled
charges at the year-end The accrual is
estimated using a defined methodology
based upon the weighted average water
consumption by tanff, which is calculated
using histertcal billing information adjusted for
changes in external factors, such as weather

A 5% change in actual consumption from that
estimated would have the effect of increasing
or decreasing the accrual by £2 3 milhon
{2010 £2 3 million)

2 Segmental information

The directors consicder that there 1s only one
operating segment, being the operation of
water and sewerage business in the UK As the
group has anly domestic activities there is also
only one geographical segment, therefore, the
disclosures for this segment have also already
been given in these financial statements

Glas Cymmu Cyfyngedig
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3 | Profit before taxation
The following items have been included in arnving at the profit before taxation

Group
Total Total
2013 2010
£m £m
Operating charges from outsourced activities
-Pawer 345 356
-Chemicals 85 77
- Materials and equipment 21 21
-Telephony 40 32
-Vehicles and plant 73 106
- Office expenses 23 30
- Property costs 76 61
- Insurance 53 613
- Sewerage contractors 34 43
-Water costs 48 48
- Customer services agreement 198 187
- Laboratones and analytical services 69 66
- Collection commissions 39 37
- IT contracts 178 170
- Other bought-in services 246 257
- Contract termination costs - 108
- Restructuring and rationalisation - 104
1528 1766
Employee costs {rote 20) 720 135
Staff costs capitahised 223) (59
Restructuring and rationalisation - 72
Subcontracted staff costs 14 388
511 5386
Research and development expenditure 05 s
Trade receivables impairment 223 223
Rates 227 26%
Environment Agency charges 150 151
Fees payable to auditars 02 02
Total operational expenditure 264 6 2952
Infrastructure renewals expenditure 400 773
Depreciation and amortisation
- Owned assets 89.1 912
- Under finance leases 479 406
- Amortisation of intangible assets 77 77
(Profit)/loss on disposal of property, plant and equipment o1 04
144 6 1399
449 2 5124
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Services provided by the group's auditor
Durning the year, the group obtained the following services from the group's auditor

Group

2011 20190

£'000 £'000
Audit fees
Statutory audit of parent company and consolidated financial statements n 1"
Statutory audit of subsidiary companies 77 77
Total statutory audit fees 88 88
Audit-related fees
Review of intenim financial statements 23 22
Regulatory audst services pursuant to legislation 39 . 39
Total audit and audit-related fees 150 149
Qther services
Tax advisory services - 5
Services relating to bond prospectus update and band 1ssue - 25
Other A 8 10
Total other services 8 40
Total cost of services provided by the group’s auditor 158 189

Regulatory audit services include audit work on the Regulatory Accounts, June Return and Prncipal Statement

In addition to the ahove services, PricewaterhouseCoopers LLP acted as auditars to the DCWW Pension Scheme The appointment
of auditors to the pensian 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 pension scheme during the
year were £12,000 (2010 £11,000)

The Board has adopted a formal policy with respect to services received from external auditors The external auditors will not
be used for nternal audit services and all non-audit work above a threshold of £25,000 will be subject to prior competitive
tendening and approval by the Audit Committee

4 | Exceptional items

Cn S February 2010 Glas Cymru announced 11s intention to restructure Welsh Water following the decision to bring back in house
the operational activities which had been outsourced (for further information, see Operating and Financial Review) in the year
to 31 March 2010, restructunng costs of £29 5m were considered exceptional by nature and are disclosed separately in note 3 to
the financral statements These include the costs of terminating the outsourced contracts along with the estimated restructuring
costs associated with a reduction in the headcount by some 300 Contract termination costs included agreed payments in heu

of the profit element for year 6 and early agreement of an adjustment reflecting year 5 performance No adjustment has been
made to the provision established at 31 March 2010, and 1t 1s not anticipated that any further significant expenditure will be
incurred, beyond the amounts provided, in relation to the restructuring of the business
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5 | Finanaing costs
a} Net interest before fair value gains/(losses) on denvative financial instruments

Group
20Mm 2010
£m £m
Interest payable on bonds {88 2) (84 9)
Indexation on index-linked bonds {48 2) 95
Interest payable on finance leases (including swaps to RPI) {281) (184)
Other loan nterest {120) (109)
Other interest payable and finance costs (31 (24)
Net interest credit/(charge) on pension scheme liabilities 07 {03)
Capitalisation of borrowing costs under IAS 23 {2011 6 3%, 2010 3 8%) 5.4 61 '
Interest payable {173 5) (101 3) '
Interest recevable 4. 34
Net interest payable before fair value adjustments (169 &) (97 9}

Between July 2009 and July 2010 the Retail Prices Index rose by 4 8% producing an indexation charge on the group’s index-
inked bonds (July 2008 to July 2009 fall of 1 5%, producing an iIndexation ‘credit’)

b) Fair value gains/{losses) on denvative financial instruments

Dervative financial instruments are held for economic hedging purposes although they do not qualify as accounting hedges
under IAS 39 Consequently, the group’s interest rate and index-linked swaps are fair valued at each balance sheet date with the
net loss or gain disclosed in the income statement Over the life of these swaps, if held to maturnity, these far value adjustments
will reverse and reduce tg zero (See note 15 in respect of derivative financial instruments held on the balance sheet)

Group
2011 2010
£m £m
Fair value gains on interest rate swaps 12 95 ‘
Fair value gains/(losses} on index-linked swaps 111 (24 5) |
Total far value gains/{tosses} on derwative financial nstruments 123 (150) 1
Deferred tax effect at 26% (2010 28%) of farr value gains/{losses) (3 2) 42
Net of tax impact of fair value gains/{(losses) 91 (108)
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Notes to the financial statements

6 | Taxation
Analysis of credit in the year

Group
2011 2010
£m im
Current tax
- Adjustment in respect of prior years 25 17
Deferred tax
- Origination and reversal of tming differences 449 02
- Effect of tax rate change 219 -
Total deferred tax (note 7) 668 02
Taxation credit 693 19
Analysed as
Credit to Income Statement 681 19
LCradit to Statement of Comprehensive Income 12 -
693 19

The effective rate of tax for the year s lower (2010 lower} than the standard rate of corporation tax in the UK (2011 28%, 2010
289%) The differences are explained below

Group
201 2010
£m £m
Profit before tax 704 £29
Profit before tax multiplied by the corporation tax rate in the UK of 28% (2010 28%) 197 176
Effects of
- Adjustments in respect of prior years {34 1) (177)
- Other permanent differences {330} 18
- Effect of tax rate change {21 9) -
- Movement on deferred tax asset relating to pension scheme - -
Total taxation credit {69 3) (19)

The £34m adjustment 1n respect of prior years includes a £37m credit ansing from a reassessment of the requirernent to provide
deferred tax on rolled over capital gains (the 2010 adjustment related to the agreement with HMRC for retrospective capital
allowances claims} Other permanent differences predominantly relate 1o the termination of finance leases

Tax trading losses carrled forward as at 31 March 2011 are circa £387m (2010 £292m)
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7 | Deferred tax
Deferred tax ts calculated in full on temporary differences under the hability method using a tax rate of 26% (2010 28%)

The movement in the deferred tax provision i1s as shown below

Group
2011 2010
£m £m
At 1 April 3526 3528
Credit tc Income Statement {65 6) 02)
Credit te Statement of Comprehensive Income {12) -
At 31 March 2858 3526
Group
2011 201¢
£Em fm

Effect of
Tax allowances in excess of depreciation 4358 4544
Caputal gains rolled over 41 416
Deferred tax lrability R a3ge 4960
Deferred tax on tax losses carned forward (101 0) (82 5)
Deferred tax on gains/losses on derivative financial instruments (42 1) (48 9)
Pensions {40) (22)
Other tax differences _ {70) (9 8)
Deferred taxasset 77 T hsany (434
Net provision for deferred tax 2858 3526

Deferred tax assets have been recognised in respect of all tax losses and other temporary differences giving rise to deferred tax
assets because 1t 1s probable that these assets will be recovered Under the current tax regime, trading tax losses carried forward
will be available to offset trading profits in future periods

In addition to the changes in rates of corporation tax disclosed above, a number of further changes to the UK carparation
tax system were announced in the March 2011 UK Budget Statement Legislation to reduce the main rate of corporation tax
from 26% to 25% from 1 April 2012 1s expected to be included in the Finance Act 2011 Further reductions to the main rate
are proposed to reduce the rate by 1% per annum to 23% by 1 April 2014 These further changes had not been substantively
enacted at the balance sheet date and, therefore, are not included in these financial statements

The effect of the changes expected to be enacted in the Finance Act 2011 would be to reduce the deferred tax hability provided
at the balance sheet date by £11m This would increase profit by £11 and s due to the reduction in the corporation tax rate from
26 per cent to 25 per cent with effect frem 1 Apnl 2012

The proposed reductions of the matn rate of corporation tax by 1% per year to 23% by 1 Apnl 2014 are expected to be enacted separately
each year The overall effect of the further changes from 25% to 23%, if these applied to the deferred tax balance at the balance sheet date,
would be to reduce the deferred tax Liability by £22m (being £11m recognised 1n 2073 and £11m recognised in 2014)

The company has no deferred tax balance
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8 | Praperty, plant and equipment

Plant

Freehold equipment,

land and Infrastructure  Operational computer

buildings assets structures hardware Total
Group £m £fm £m £m £m
Current year
Cost
At 1 Apnl 2010 (as restated) 3449 1,560.2 2,6056 2275 4,427 7
Additions net of grants and contrnibutions 05 26.6 1650 72 1993
At 31 March 2011 349 1,586.8 27706 2347 4,627 0
Accumulated depreciation
At 1 April 2010 (as restated) 173 165 3 9426 1847 1,3099
Charge for the year - 231 945 206 1382
At 31 March 2011 173 188 4 1,0371 2053 1,4481
Net book value
At 31 March 2011 176 1,398 4 1,7335 294 31789

The net book value of property, plant and equipment includes £119 1m in respect of assets in the course of construction
(2010 £155 5m}

The net book value of property, ptant and equipment includes £10 8m of borrowing costs capitalised in accordance with 1AS 23
(2010 £6 1m), of which £5 4m were additions in the year (2010 £6 1m)

Plant
Freehold equipment,
land and  Infrastructure Operational computer
buildings assets structures hardware Total
Group £m £m £m £m £m
Prior year
Cost
At 1 April 2009 344 1.5131 2,3834 2262 41571
Additions net of grants and contnbutions - 329 2222 13 2564
Restatement gn adoption of IFRIC 18 - 142 - - 142
- 471 2222 13 2706
At 31 March 2010 {(as rastated) 344 1,560 2 26056 2275 44277
Accumulated depreciation
At 1 April 2009 16.8 1312 859 4 1697 11771
Charge for the year 05 338 832 150 1325
Restatement on adoption of IFRIC 18 - 03 - - 013
05 341 832 150 1328
At 31 March 2010 (as restated) 173 1653 9426 1847 13099
Net book value
At 31 March 2010 (as restated) 171 13949 16630 428 3178
At 31 March 2009 176 1,3819 1,5240 565 29800

See note 1, 'Change of accounting policy’in respect of the restatement of the 2010 batances to reflect the application of IFRIC 18
from its effective date of 1 July 2009
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Assets held under finance leases
Included within the above are assets held under finance leases, analysed as below

Infrastructure Operational
assets structures Total
Group Em £m £m
Current year
At 31 March 2011
Cost 6118 4839 10957
Accumulated deprecration 670 2254 2924
Net book value 5448 2585 8033
Infrastructure Qperational
assets structures Total
Group £m £m £m
Prior year
At 31 March 2010
Cost 6118 6581 1,269 9
Accumulated depreciation 593 2534 3127
Net book value at 31 March 2010 5525 404 7 957 2
Net book value at 31 March 2009 5602 4376 5978
The parent company owns no property, plant or eguipment
9] Intangible assets
Intangible assets camprise computer software and related system developments
Cost  Amortisation  Net book value
Group £m £m £im
Current year
At 1 Apnl 2010 1166 (56 5) 601
Additiens/{charge for the year) 30 77N 53
At 31 March 2011 1296 (64 2) 654
Prior year
At 1 April 2009 1015 (553) 46 2
Additrons/{charge for the year) 216 (77 139
Disposals 65) 65 -
At 31 March 2010 1166 (56 5) 601

Intangible assets compnse computer software and related system developments

The net book value of intangible assets includes £3 6m in respect of assets in the course of construction (2010 £34 2m) The
net book value of Intangible assets includes £0 4m of borrowing costs capitalised in accordance with 1AS 23 (2010 nil), of which

£0 4m were additions in the year (2010 nil)

The parent company owns no intangible assets
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10| Investments

a) Group
20M 2010
Cost and net book value £m £m
At 1 Apnland 31 March - -
Equity of less than 10% is held in the following unhsted company
Principal activity Country of incorporation  Holding
Water Research Centre (1989) Plc Water research England and Wales ‘B Ordhinary Shares of £1

In addition, the group holds 5% Convertible Unsecured Loan Stock 2014 at a cost of £23,326 in Water Research Centre (1989) Plc

b) Parent Company

The company has 2 £1 investment in Glas Cymru (Securities) Cyfyngedig (100% holding) and has indirect investments in the

following subsidiary undertakings

Principal activity Country of incorporation Holding
Dvr Cymiru (Holdings) Limited Holding company England and Wales 100%
Dwr Cymru Cyfyngedig Water and sewerage England and Wales 100%
Dvir Cymiru (Financing) Limited Raising finance Cayman Islands 100%
Welsh Water Utiities Finance Plc Raising finance England and Wales 100%
11 | Trade and other receivables
Group Company
As restated
2011 2010 2011 2010
£m £m £m £m
{a} Current
Trade recevables 463 1 456 4 - -
Provision for impairment of recevables (481) (44 2) - -
Trade recevables - net 4150 4122 - -
Prepayments and accrued income 633 621 - -
Corporation tax 25 17 - -
Other recevables 85 84 - -
489 3 484 4 - -
{b)Non-current
Amounts receivable from group undentakings - - 34 34
- - 34 34
Total trade and other receivables 489 3 484 4 34 34

All non-current recevables are due within five years from the balance sheet date
As at 31 March 2011, based on a review of historical collection rates 1t was considered that £48 1m of trade recervables were
impaired and these have therefore been provided for (2010 £44 2m) The impaired recevables relate mainly to measured and

unmeasured water supply receivables
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The 2010 trade recesvables balance has been restated to recogrise February 2011 billings in advance for the yearto 33 March 2012
separately from the commesponding deferred income, which 1s now shown within trade payables (accruals and deferred income falling due
within one year) The impact is to increase trade receivables and trade payables by £370 4m, there 1s no impact on net cument assets or net

assets. Trade receivables aged greater than one month are past due, the net column shows amounts deemed not to be impatred

The ageing of receivables was as follows

Total Provided for Net
£m £m £m
Current year
Trade receivables
Billed in advance 3770 - 3770
Under one month 146 3.1 115
Batween one and six months 221 (10.5} 16
Between six months and one year 199 {91} 108
Between one and two years 181 (14.6} 35
Between two and three years 11 {10.5} 06
Qver three years 03 {0.3) -
45631 (48.1) 4150
Prior year
Trade receivables
Billed in advance {restated) 3704 - 3704
Under one month 184 (36) 148
Between one and six months 226 (103) 123
Between six months and one year 190 92) 98
Between one and two years 161 (120) 41
Between two and three years 98 (8 8) 08
Over three years 03 03) -
456 4 {44 2) 4122

The maxirmum exposure to credit risks at the reporting date 1s the carrying value of each class of receivable mentioned above

The group does not hold any collateral as security

Movements in the provision for impairment of trade recervables are as follows

2011 2010

£m £m

At1 April 44 2 706
Charge to Income Statement 215 216
Receivables wrnitten off during the year as uncollectable (17 6) (48 0)
At 31 March 48 1 442

The creation and release of provision for impaired receivables have been included in operational expenditure

The other classes within trade and other receivables do not contain impaired assets All trade and other receivables are

denominated in sterling

During the year the group has wnitten off £17 6m of debt which had been provided for in full (2010 £48 Om}
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12 | Cash and cash equivalents

Group Company
20Mm 2010 20m 2010
£m £m £m £m
Cash at bank and in hand {214) 37 01 01
Short-term deposits 1197 2450 - -
9383 2487 01 01

The effective interest rate on short-term deposits as at 31 March 2011 was 0 6% (2010 0 6%) and these deposits have an average
matunty of 3 days (2010 9 days) All cash and cash equivalents were held in sterling

Cash at bank and i hand as at 31 March 2031 includes the effect of uncleared cheque and BACS payments

13 | Trade and other payables

Group Company
As restated
2011 2010 201 2010
£m £m £m £m
Current
Trade payables 344 215 - -
Capital payables 313 565 - -
Amounts due to group undertakings - - 3s 35
Taxation and social security 24 oS - -
Accruals and deferred Income 438 6 4227 - -
T T T T T T T T T T 7 T T2 T as " T3s
Non-current
Deferred income 331 159 - -

See note 1,’Change of accounting palicy’in respect of the restatement of the 2010 balances to reflect the application of IFRIC 18
from its effective date of 1 July 2009, and note 11 in respect of the reclassification of a £370 4m advance billing payables

2010

£m

Accruals and deferred income as oniginally reported 543
Restatement on adoption of IFRIC 18 139
Reclassification of advance bilhng payables 3704
4386
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14 | Financial habihties - borrowings

Group
2011 2010
£m £m
Current
Interest accruals 56 59
Bonds - 1250
Unamortised bond premium 06 06
Unamortised bond issue costs {0 3} (04)
European Investment Bank loans 13.5 89
Locat authority loans 03 03
Finance lease obligations 72 99
269 1502
Non-current
Interest accruals 400 380
Bonds 1,7181 1,6700
Unamortised bond premium 10.6 2
Unamortised bond issue costs (5 5} {59)
Kfw Bank loan 350 350
European Investment Bank loans 199 5 1380
Local authonty loans 16 19
Finance lease obligations 734 6 8736
2,733 9 27618

The parent company has no borrowings

A secunty package was granted by Dwr Cymru Cyfyngedig (DCC), as part of the group’s bond programme for the benefit of
holders of sensor bonds, finance lessors and other sentor financial creditors

The obhigations of DCC are guaranteed by the company, Glas Cymru (Secunties) Cyfyngedig and Dwr Cymru (Holdings) Limited

The main elements of the security package are

1} a first fixed and floating secunity over all of DCC's assets and undertaking, to the extent permitted by the Water Industry Act,
other apphcable law and its icence, and

2) afixed and floating security given by the guarantors referred to above which are accrued on each of these companies’ assets
inctuding, 1n the case of Dwr Cymiru (Holdings) Lmated, a first fixed charge over its shares in DCC

The group’s Class A Bonds of £922 1m {2010 £895 9m) benefit from a guarantee from MBIA UK Insurance Limited {(*"MBIA7)
MBIA's credit rating has been reduced to B3 and BEB+ by Moody’s and S&P respectively, and i1s no longer rated by Fitch The
credit rating of the Class A bonds has therefore defaulted to the higher underlying rating of these bonds, of A3/A/A from
Moody's, S&P and Fitch respectively The underlying rating reflects the standalone credit quahty of these bonds without the
benefit of the MBIA guarantee, and is the same as the credit ratings of the group’s Class B bonds of £796 Om (2010 £774 0m)
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15 | Denvative finanaal instruments

Denvative financial mstruments are held for economic hedging purposes However, they do not qualify as accounting hedges
under tAS 39 and movements in their fair value are taken to the Income Statement {see nate 5b) The fair values of all derivative
financial instruments held by the group are the result of mark-to-market pricing by the 1ssuing counterparties and as such fall
within level 2 of the fair value hierarchy set out in IFRS 7

Fair Values
Assets Liabilities

Group - 2011 £m £m
Current
Index-linked swaps 4.4 (357
Interest rate swaps - (8 9)

44 (44 6)
Non-current
Index-linked swaps 26 (87 2)
Interest rate swaps - (356)

26 (122 8)
Total 70 (167 4)

Fair Values
Assets Liabilities
Group - 2010 £m im
Current
Index-linked swaps 44 (24 4)
_Interest rate swaps - {11 6)

44 (36 0)
Non-current
Index-ltnked swaps - {105 5)
Interest rate swaps 08 (36 4)

08 (141 9)
Total 52 779

In accordance with IAS 39, ‘Financial instruments Recognition and Measurement, the group has reviewed all contracts for
embedded derivatives that are required to be accounted for separately if they do not meet certain requirements set out in the
standard The group has no such embedded denvatives as per 1AS 39

The parent company has no derivative financial instruments or embedded dernvatives
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Interest rate swaps

At 31 March 2011 an interest rate swap fixes the interest rate on £192m (2010 £192m} of floating ltabilities held by the group
The matunty date of the swap 15 31 March 2031 and the quarterly LIBOR fixed interest rate 1s 5 67% In addition, £52m (2010
£56m) of finance lease habilities have been swapped from a floating to a fixed LIBOR rate of 3 57% until March 2017 The notional

amount of the swap 1s £54m {2010 £54m)

£428m (2010 £534m) of finance lease habilities are converted from 3 month to 12 month floating for a period of one year, the
swaps expire on 31 March 2012 These swaps are matched against the same habtlities as £428m (2010 £534m) of the finance

lease index-linked swaps noted below

Index-linked swaps
Finance lease swaps

The index-linked swaps have the effect of iIndex-linking the interest rate on £553m (2010 £692m) of finance lease habilities by

reference to the Retail Prices Index {"RPI"}

The notional amount of index-linked swaps allocated to finance leases as at 31 March 2011 15 £530m (2010 £636m), representing
the average balance on the finance leases subject to floating interest rates for the year to 31 March 2011 The notional amount

amortises over the life of the swaps to match the average floating rate balances of the leases

The principal terms are as follows

Notional amount £530m amortising {2010 £636m amortising}
Average swap maturity 25 years (2010 23 years}
Average interest rate 1 59% fixed plus RP1{20310" 1 58% fixed plus RPI)

On 31 March 2011, the group repaid two leases which were index-linked through inflation swaps with a nominal value of £99m

These inflation swaps have been reallocated to index-link an equivalent amount of European Investrment Bank debt

Bond swap

The index-inked swaps have the effect of index-linking the interest rate on £100m of fixed rate bonds by reference to the RPI

The principal terms are as follows

Indexed notional amount £114 7m (2010 £109 4m)
Swap matunty 46 years {2010 47 years)
Interest rate 1 35% indexed by RP1 (2010 1 35% indexed by RPI)

16 | Finanaial nsk management

The policies of the group in respect of financial risk management are included in the accounting policies note on pages 65 and 66

The numencal financial instrument disclosures as required by IFRS 7 are set out below

a) Interest rate risk
The effective nterest rates at the balance sheet dates were as follows

2011 2010
Assets
Cash and cash equivalents 06% 06%
Liabilities
Bonds 5 2% 53%
European Investment Bank loans 12% 10%
KfW loan 2.6% 24%
Local authority loans 51% 49%
Finance lease cbligations 13% 16%
Trade and other receivables and payables are non interest-bearing
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The effective interest rates igriore the effect of the interest rate and index-Hinked swaps set cutmn note 15 They also exclude the
indexation charge applicable to the index-linked bonds

b} Liquidity risk
Within 1yr 1-2years 2-5years »5years Total
Group - 2011 £m £m £m £m £m
Assets
Cash and cash equivalents 983 - - - 98.3
Trade and other receivables 489 3 - - - 489 3
5876 - - - 5876
Liabilities
Bands 06 06 19 1,726 2 1,7293
KfW Bank loan - - 233 17 35.0
European Investment Bank foans 135 135 410 1450 2130
Local authority loans 03 03 07 06 19
Finance lease abligations 7.2 15 772 6459 7418
Trade and other payables 5067 12 32 287 5398
5283 271 1473 2,5581 3,260 8
Within 1yr 1-2years 2-5years > 5years Total
Group - 2010 £&m £m £m £m £m
Assets
Cash and cash equivalents 2487 - - - 2487
Trade and other recewvables 484 4 - - - 484 4
7331 - - - 7331
Liabilities
Bonds 1256 06 1.8 16788 18068
KfW Bank loan - - 17 233 350
European lnvestment Bank loans 89 135 429 816 1469
Local authonty loans 03 03 10 +] ] 22
Finance lease obligations 99 119 918 7699 8835
Trade and other payables 5012 08 24 127 5171
6459 2 1516 25669 33915

On 8 June 2010 the company agreed to repurchase £113m of Class C1 bonds following a tender offer to bond holders
The amount repurchased represents a take-up rate of 909% and settlement was made in cash on 7 June 2010 The remaining
Class C1 bonds were redeemed on 31 March 2011

The mintmum lease payments under finance leases fall due as follows

2011 2010
fm £m
Gross finance lease habilities

Within one year 195 222
Between two and five years 1912 2323
After five years 947 3 1,1645
1,158 0 1,4190
Future interest (416 2) {535 5)
Net finance fease habilities 7418 8835
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Net finance lease lrabilities are repayable as follows

Within one year (note 14) 72 99
Between two and five years 887 1037
After five years 645 9 7699
Total over one year {note 14} 7346 8736

¢) Fair values
The fair values of the group’s derivative financial instruments are set out in note 15 The following table summarnises the fair value
and book vatue of the group’s bonds

2011 2010
Book value Fair vaiue Book value Fair value
£m £m £m £m
Bonds (note 14) 1,729 3 1,959. 1,8068 20369

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

d) Borrowing facilities
As at 31 March 2011, the group had available undrawn committed borrowing facilities of £200m expiring as set out below, in
respect of which all conditions precedent had been met (2010 £420m)

20011 2010
£m £fm
Expiring 1n less than 1 year
- revolving credit facilities 100 -
- term loan facility - 75
100 75
Expiring in more than 1 year
- revolving credit facilities - 345
- term loan facility - 00 -
100 345
200 420

Dwr Cymru Cyfyngedig also has a £10m overdraft facility renewable on an annual basis

On 17 May and 18 May 2011 the group cancelled its existing £100m of revolving credit faciliies that were otherwise due to
expire on 30 September 2011 (£60m) and 30 June 2012 (E40m), and entered into new bilateral revolving credit facilities totalling
£140m with a group of 6 banks These new faclities expire on 17 May 2016 {£110m) and 18 May 2016 (£30m), although each
bank has an option to extend its facility for a further year

At 31 March 2011, Dver Cymru (Financing) Limited (“Financing®) also had a special hquidity facility of £150m which it s required
te mamtain in order to meet certain group interest and other obligations that cannot be funded through operating cash flow

of the group, in the event of a standstill being declared by the Security Trustee A standstill would occur in the event that Dwr
Cymru Cyfyngedig defaults on its debt financing covenants No such covenant default has anisen dunng the year The facility 1s
renewable on an annual basis. On 13 April 2011, Financing cancelled its special hquidity facility of £150m and entered into a new
£135m facility with a syndicate of four banks The new facility is also renewable on an annual basis.

All of the above faciities are at floating rates of interest
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e) Capital risk management
Gearing ratios

20Mm 2010

£m £m

Total borrowings {2,76Q) (2.912)
Less cash and cash equivalents 98 249
Net debt T 12,662) (2,663)
Regulatory capital value (RCV} 3,980 3,737
Total capital 1,318 1,074
Less unamortised bond costs {6) {6)
Total capital per bond covenants 1,312 1,068
Gearing ratio 67% 71%

As set out on page 66, the group monitors its capital structure based on a regulatory geanng ratio which compares its net debt
to the Ofwat-determined RCV

17 | Provisions

Restructuring Dilapidations Uninsured loss

provision provision provision Total
£im £Em £Em £m
At 1 April 2010 284 22 68 374
Charged to income statement - - 19 19
Utiised in year (137 (02) 20) {(159)
At 31 March 2011 147 20 67 234
Spiit as
Arnounts to be utilised within one year 147 a1 20 168
Amounts to be utihised after more than one year - 19 47 66
At 31 March 2011 147 20 67 234
Armounts to be utilised within one year 129 02 17 148
Amounts to be utilised after more than one year 155 20 51 226
At 31 March 2010 284 22 68 374

The parent company has no provisions at 31 March 2011 (2010 £ml)

Restructuring provision
This provides for the costs of terminating the outsourced contracts along with the esumated restructunng costs associated
with a reduction in the headcount by some 300 (see note 4)

Dilapidations provision
This provision relates to estimated dilapidation costs, which will be incurred over the next five years

Uninsured loss provision

Thus provision 1s in respect of uninsured losses and instances where insurance does not cover a deductible amount
The unlisation penod of these habilities 1s uncertain due to the nature of claims, but 1s estimated to be within five years
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18 | Net cash inflow from operating activities
a) Cash generated from operations
Reconcihation of operating profit to cash generated from operations

Group
201 2010
£m £m
Operating profit 2275 1758
Adjustments for
- Depreciation and amortisatton 1447 1395
- (Profit)/loss on disposal of property, plant and equipment o1 04
- Changes in working capital
Increase in trade and other receivables (4 9) o1
Increase/(decrease) in trade and other payables 301 @zn
Pension contnbutions 1n excess of operating costs {6 5) {11)
(Decrease)/increase in provisions {2 6) 282
161 149
Cash generated from operations 3882 3306
b} Interest paid
Group
2011 2010
£m £m
Interest payable per income statement 1013 1743
Less non-cash items
- Indexation on index-linked bonds 48 2} 95
- Amortisation of bond i1ssue costs {0 4} 06
- Interest charge on pension scheme liabilittes 0.7 {03)
- Amaortisation of bond 1ssue prernium 06 06
- Effect of capitalisation under 1AS 23 5.4 a1l
- Accounting profit on lease termination 135 -
- Increase in accruals {14) 7
(29 8} 148
Interest paid 1437 1161
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19 | Analysis and reconaliation of net debt
a) Net debt at the balance sheet date may be analysed as.

Group Company
2011 2010 201 2010
£m £m £m £im
Cash and cash equivalents 98 3 2487 01 01
Debt due after one year {1,959 3) (1,850 2) - -
Debt due within one year 141) (134 4) - -
Finance leases (741 8) (883 5) - -
Accrued nterest (45 6) (439) - -
{2,760 8) (2,9120) - -
Net (debt)/cash {2,662 5) (2,663 3) 0.1 01
b) The movement in net debt during the year may be summarised as
Group Company
2011 2010 2011 2010
£m £m £m £m
Net (debt)/cash at start of year (2,663 3) (2,620 4} 01 01
Movement in net cash (150 4) 1094 - -
Movement in debt ~ L 1874 (1609} o e
Movement in net debt arising from cash flows 370 (515} - -
Movement in accrued interest nn 20} - -
Indexation of index-linked debt {48 1) 95 - -
Accounting profit on lease termination 135 -
Other non-cash movements a1 I - -
Movement in net debt dunng the year 08 (42 9) - -
Net {debt)/cash at end of year (2,662 5) {2,663 3} 01 01
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20 | Employees and directors
a} Staff costs for the group duning the year

201 2010
£m £m
Wages and salaries 575 07
Social secunity costs 45 11
Cther pension costs 100 17
720 135
Of the above, £22 3m (2010 £5 9m) has been capnalised
2011 2010
Number Number
Average monthly number of people (including
executive directors) employed by the group
Regulated water and sewerage activities 1,727 200

Durning the year, some 1,600 employees who worked on the previously outsourced operational contracts have transferred to

Welsh Water via TUPE arrangements

21 | Pension commitments

The group operates a funded defined benefit pension scheme for current employees (based on final pensionable salary and
pensionable service), the DCWW Pension Scheme The assets of the scheme are held in a separate trustee-administered fund

The DCWW Pension Scheme was closed to new members from 31 December 2005 and a new defined contribution scheme, the

Dwr Cymru Defined Contribution Scheme, was introduced from 1 January 2006

On 20 October 2010, a bulk transfer of assets with a value of £26m was made into the DCWW Pension Scheme from the KWS
Pension Scheme, being the accrued benefits of 192 ex-KWS employees who elected to transfer their past service benefits On

8 December 2010, £129m of assets were transferred into the DCWW scheme from the United Utilities pension schemes (UUPS
and ESPS schemes - £123m and 6m respectively), being the accrued benefits of 652 ex-UUOS employees who elected to transfer

their past service benefits

Total pension costs In the year were as follows

20m 2010

fm £m

Defined contnibution scheme 04 03
Defined benefit scheme - excluding actuarial loss 78 13
82 16

Net actuarial loss recognised in year 47 15
129 31
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Defined benefit scheme

A full actuarral valuatron of the scherme was undertaken as at 31 March 2010 by Robert Davies of Quantum Adwisory, an
independent, professionally qualified actuary, using the projected unit method This valuation has been updated as at
31 March 2011 and the principal assumptions made by the actuaries were

2011 2010
Discount rate 5 5% 56%
Inflation assumption 33% 35%
Rate of increase in pensionable salaries 4 3% 45%
Rate of increase in penstons in payment 3 1% 33%
Post retirement mortality (life expectancy)
- Current pensioners aged 65 - males B7 O years 87 O years
- Current pensioners aged 65 - fernales 89 9years 89 9 years
- Future pensioners aged 65 (currently aged 45) - males 88 1 years 88 1 years
- Future pensioners aged 65 {currently aged 45} - females 90 9 years 90 9 years

Post retirement mortality assumptions are based on those in pubhished actuanal tables "PA92", relevant to members’year of birth
with medium cohort adjustments

The major categones of plan assets, as a percentage of total assets and the expected long-term rates of return thereon,
were as follows

2011 2010
Expected Percentage of Expected Percentage of
return total assets return total assets
Equities 75% 55 2% 7 5% 60 5%
Bonds 50% 12 6% 5 0% 39 2%
Other 30% 32 2% 30% 03%
The amounts recogrused 1n the Income Statement are as follows
20N 2010
£m £m
Current service cost (excluding member contnbutions) 8.6 08
Past service cost 49 02
135 10
Utihsation of restructuring provision {4 9} -
Total included within staff costs 86 10
Interest cost 79 25
Expected return on plan assets 87 (22)
Tota! included within interest payable and simvlar charges {08) 03
Total recognised in the Income Statement 78 13

Note that the defined contnbution scheme charge of £0 4m {2010 £0 3m) has also been included within staff costs
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The amounts recognised In the Statement of Comprehensive Income are as follows

2011 2010
£m £m
Actuanal (loss)/gain on plan assets (82) 100
Actuarial gamn/{loss) on defined benefit obligation 35 (115)
Total recognised in the Statement of Comprehensive Income 47 15
The total recognised in the Balance Sheet 1s made up as follows
2011 2010
£000 £'000
Present value of funded obligations (2386) (552)
Plus unracognised prior service costs 02 04
Fair value of plan assets 2229 468
Net hability recognised in the Balance Sheet {15 5) (80)
Changes in the present vaiue of the defined benefit obligation are as follows
2011 2010
£m £Em
At 1 Apnl 552 406
Current service cost B6 08
Employee contributions 03 04
Past service cost {vested benefits) 47 -
Interest cost 79 25
Benefits paid (net of transfers in) 22) (06)
Bulk transfer of liabilities 1677 -
Actuarral {loss)/gain {36) 115
At 31 March 2386 552
Changes in the fair value of plan assets are as follows
20Mm 2010
£m £m
At 1 Apnl 468 323
Expected return on plan assets 87 22
Employer contributions 109 26
Employee contributions 02 03
Benefits paid (net of transfers in) {22) (08)
Bulk transfer of assets 166.7 -
Actuanal (loss)/gain on plan assets 82) 100
At 31 March 2229 468

The actual return on plan assets was £1m {2010 £12m)
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Analysis of the movement ih the amount recogrised on the balance sheet

201 2010
£m £m
At 1 Apnl 80 78
Total charge to Income Statement (including utilisation of restructuring provisian) 127 13
Total charge to Statement of Comprehensive Income 47 15
Bulk transfer {net hability) 10 -
Centributions paid (excluding member contnbutions) {10 9) {26)
At 31 March 155 80
2011 2010 2009 2008 2007
Experience adjustments arising on scheme assets
Amount (£Em) {8 2) 100 (9 3) 47) 02)
Percentage of schemeassets (a%) 21% (29%) 2% (%)
Experience adjustments arising on scheme liabilities
Amount [Em} 36 115 nn 80 07
Percentage of the present value of scheme liabilities 2% 21% (3%} 22% (2%)
Prasent value of scherne habilities (£m) 2384 548 401 368 410
Fair value of scheme assets (£m} 2229 468 323 388 355
{Deficit)/surplus (Em} (15 5) (8 0) (78) 20 (55)

The contnbutions pard in the year to 31 March 2011 include a special contnbution of £2 6m {2010 £1 1m) The contribution expected
to be paid in line with the extant schedule of contributions dunng the financial year ended 31 March 2012 amounts to £2 6m

22 | Capital and other financial commitments

The group’s business plan at 31 March 2011 shows net capital expenditure and Infrastructure renewals expenditure of £273m
(2010 £252m) during the next financial year While only a poruon of this amount has been formally contracted for, the group 1s
effectively commutted to the total as part of its overall capital expenditure programme approved by its regulator

23 | Related party transactions

In accordance with the exemption afforded by IAS 24 there 1s no disclosure in the consoldated financial statements of
transactions with entiuies that are part of the Glas Cymru Cyfyngedig group The parent company has not entered into
transactions with any other group company during the year (2010 none)

24 | Status of the company
The company 1s lmited by guarantee and does not have any share capital In the event of the company being wound up, the
hability of the members is hmited to £1 each
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25| Elan Valley Trust Fund
In 1984 Welsh Water Authority entered into a conditional sale and purchase agreement with Severn Trent Water Authority for the
sale of the aqueduct and associated works by which the bulk supply to Severn Trent reservors is conveyed

The sum of £31 7m, representing the consideration for the conditional sale, was invested in a trust fund The principal function of
the fund was to 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 1n Dwr Cymru Cyfyngedig under the provistons of the Water Act 1989

The assets of the fund are not included in these finanaial statements

Interest receivable includes £2 2m (2010 £2 6ém) in respect of distnbutions from the Elan Valley Trust Fund

26 | Subsequent events

There were nc contingent l1akilities other than those ansing from in crdinary course of the group’s business and on these no
matenal losses are antiapated
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