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Directora QpomB

Introduction

DAr Cymru CyfyngedigWelsh Watefp is the company appointed by the Secretary of State for Wales as a water and
sewerage undertaker under the Water Industry Act 1991 @&ndequired to comply with the anditions set out inthe
Instrument of Appointment (e Wicenc&issued thereunder.

Theregulatory accountsare separate from the statutory financial statements of th@mpany which are prepared under
International Financial Reporting Standards (IFRS). There are differences between IFRS and the kmmsatbrp of
information provided in the regulatory accounts because the Regulatory Accounting Guidelines specify alternative treatment
or disclosure in certain respects. Where the Regulatory Accounting Guidelines do not specifically address an aissmenting
they requireadhesion toUnited Kingdom Generally Accepted Accounting Practii€ GAAPR Financial information other

than that prepared wholly on the basis of UK GAAP may not necessarily represent a true and fair view of the financial
performanceor financial position of a company as shown in financial statements prepared in accordance with the Companies
Act2006

Appointed business

Welsh Water carried out both appointed and neppointed business during the year ended 31 March@®O0The appoired
business, as defined in condition A of theence comprises those activities necessary in order for the Appointee to fulfil the
functions and duties of a water and sewerage undertaker in accordance with the Water Industry Act 198dn-appointed
business comprises those functions and activities which are not regulated undeictrece In respect of the year ended 31
March 2@.0, non-appointed business comprised the sale of rappointed services to third parties including rechargeable
works.

Fnancialresultd Yy R WOdza 2 YSNJ RAGARSYRQ

Historicalcost profit before tax for the financial year ended 31 Marci@®@as £124.2million (20®: £62.2 million). In 200-
10, customersbenefited froml WO dza (i 2 Y S N28 Riflich JoRERH& Qouseild erved (£11 for water and 1 for
wastewater services), by way of a reduction in lfithen the levelallowed by Ofwa® @rice control.

WRSNI hTgl GQa CAyYLFE 5S0SNNA yyeail reguifitoryTpred ehding &81KMarch: 2015 Nthe FigaNd ( K S
Determination) the average bill for water and sewerage customers will reduce over this period by £30 (before inflation).
Following this, the Board concluded that application of #W@tomerdividendpolicy would not be necessary, or appropriate,

in the first year of the new regulatory period.

Following publication of the Final Determination Welsh Water has finalised its investment plans and priorities for the
regulatory period 2010 to 2015. At £1kllion the level of capital expenditure is similar taattfor the period 2005 to 2010,

and the programme includes important investment to enhance the protection of drinking water quality, mitigate the worst
impacts of sewer flooding, substantially reduce the carbon footprint of its activities and improverarservice.

Dividends
During the year, the company has not paid an ordinary dividend.

Directors

The Directors are listed on page 1. With the exception Stephen Palmer who was appointed on 26 October 2@09
Directors served throughout the finaraiyear. NdDirectorhas, or has had, a materipérsonalinterest, directly or indirectly,
in any contract significant to theompanf2 @ o0 dzi Ay Saa o

On 8 March 2010 it was announced that Bob Ayling had been appointed Chairman Designate and that LordBdistanvd

R2gy ta [ KFEANXYIY 2F G4KS . 2FNR Ftd GKS wnmn ! yydzrf DSYSNIt a
June 2010 that Deirdre Hine would also stand down as a Director at the 2010 AGM.

'd GKAA @&SIFNRa ! Da It foFraStt SGAAY23y RizkyNSSND 2iNES /AZ Y LI y& Qa ! NI A
Palmer (who would seek felection under Article 44 at the first AGM since his appointment) and Nigel Annett and Chris Jones

(who would retire by rotation under Article 46). Indition, John Bryant, Geraint Talfan Davies and Tony Hobson, who have

served on the Board for more than nine years, would also stand down and sed#ction at the 2010 AGM in line with

corporate governance best practice for such non executive directossek reelection annually.
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SANBOG2NEQ NBLER2NI O2yidQR

Employees
At 31 March 2010 Welsh Water employ2@5 people (2009: 192). Other than the Directors of the Company, Glas Cymru has
no employees.

On 9 February 2010, Welsh Water announced a mastructuring of the business. On 1 April 2010 and 1 May 2010 1,093

and 476 employees transferred to Welsh Water under the Transfer of Undertakings (Protection of Employment) Regulations
Hnnc O Whesetedbyees having been previously employed bigedrUtilities Operating Services Limited and Kelda

2 SN { SNBAOSa 21 tSa [AYAGSRY NBaLSOGA@Stesd !'G GKS RFEGS 27
1,784. Over the next five years there will be a phased reduction of around 30@ imumber of employees, which it is

intended will be achieved by a combination of retirement, natural turnover and selective voluntary severance.

28t 34K 2FGSNI NBYFAya O2YYAGGSR G2 W22NJlAy3 ¢23SickbiNgE GKS ¥
representatives that has successfully operated since the early 1990s, and to continuing to invest at all levelggimythe
O2YYAUGGSR FYyR Y2U0A@lI SR 62N] TFT2NOS 6KAOK Aa ONHOALE G2 | OK
equality of opportunity and aim to treat all employees (including disabled persons) fairly in every aspect of employment,
including recruitment, training, career development and promotion. Those who seek employment with Welsh Water are
considered solely otheir skills and abilities.

IN2009mn % 2SftakK 2FGSNRa SyLki 2888 LI & FyR o0SySFAdGa LI O3S 02V
all staff shared in the success of the business via a staff incentive scheme, which pays an annual edniastliekrelative

financial and customer service performance of Welsh Water. These arrangements are being reviewed currently following the
reorganisation of Welsh Water.

PYRSNI W2 2Nl Ay 3 ¢ 23S K 3ehdye an $iflatioK linked deehhy watds 12 Apd $089 this led to an
increase of 3% and in April 2010 to a further 0.3%e Welsh Water defined benefits pension scheme was closed to new
entrants on 31 December 2005 afat year employee contribution rates were increased from 6%9t0 This coupled with

a cash injection by Welsh Water andiaorease in employer contributiorsver a number of yeardrbm an original12% to
20%]last year)- is projected to address theeficit in the pension fund within a reasonable period of timewNemployees are
invited to join a defined contribution pensi@theme to which staff contribute 6% and Welsh Wdtt.

Health and safety
The Board is committed to achieving high standards of occupational health and saf#ting is more important thn the
health and safety of the people who work for us, and those we affect through our work.

During 200mn > GKS O2YLIl yeQa LINROSaa 2F KSIHEGK yR al¥Sde YlIyl
contractors, retained certification to the OHSAS)01: 2007 the international standard for occupational health and safety
management. Our health and safety performance in 2009which disappointingly saw a rise in the number of reportable
accidents- F2NJ 0 KS TFANBRG GAYS dzy&hé olr piabsltaiimprogeYoNHE© Eevel Bpérd ik drd

described in our 2010 Health and Safety Report. A copy of this report is available on request or on our website.

Water quality and the environment

The Quality and Environment Committee of theaBb (QEC) meets each month to monitor the water quality, customer

service and environmental performance of Welsh Water. QEC tracks the development of key operational strategies, as we aim

to develop a more sustainable water and wastewater business basetbwgioping best practice and knowledge. QEC also
NEGASGsa GKS Ol dzaS 2F yR 2SftakK 2F0iSNRa NBalLkyasS G2 Ittt Yle
QEC Report is available on our website.

Ly WwW2S8ftakK 21 {SNY hahdde setimutiolraybitiontfos thebdsinelghrGhe dext 25 years. A copy of this
NBLR2NI Aa FGFAfLFEofS 2y (GKS O2YLIyeQa 6So0aAridsS 2N 2y NBIdzSaic

Research and development

Welsh Water monitors and selectively participates in water industry research ireatimost notably through membership of

UK Water Industry Research Limited, which manages and coordinates the research interests of UK water companies. Where
appropriate, we also sponsor university research departments and private companies to underedtigations into issues

that relate to our business objectives and priorities for our operational region. The findings from all research ingiaives
disseminated through Welsh Water and its contract partners under a reciprocal sharing arrangement.

Page 3



DNEOUiI2NBEQ NBLRZ2NI O2yidQR

Payment policy

Our policy is to agree payment terms at the start of a relationship with a supplier, which will only be changed by agreement.
Payment will be made in accordance with agreed terms, save where we advise supplieranwheoice is 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 bawerdered or received,

unless other terms are agreed in a contract.

In 200910, the average payment period for ttempanywas 47 days (2009: 51 dayRegulations require that in calculating
this we include within trade creditors monies retained undenttact in respect of Welsh Water capital investment projects.
The level of retentions varies from year to year and affects the average payment period for the year.

Corporate social responsibility

We have a clear and firm commitment to environmental i@sgibility 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 interests of
customers, that we use resources wisely, and that we make an appromaetigibution to community. This approach to
WNBaLRyarotsS odzaaysSaaq Aa Ly S&aaSydAalft LINI 2F 2dNFy2d F2 N
of this report.

During the year, charitable donations amounted to £45,485 (2009;288). There were four beneficiaries of awards of above
£500 in total ranging from £1,120 to £31,567.

It is Board policy not to make donations to political parties or to incur political expenditure and duringl@@@9donations
or payments have been rda which are required to be disclosed under section 366 of the Companies Act 2006.

Institutional investors

Glas Cymru welcomes the Institutional Shareholder Committees code of responsibility for investors and the call for more two

way dialogue. Since 20@las Cymru has facilitated this dialogue by holding an annual bondholder/investor in London, shortly
FFGSN) 6KS O2YLIl yeQa |yydadf 3ISySNIf YSSiAy3as yR o6& (GKS Aaa
We welcome written dialoguat any time and following the announcement of preliminary or interim financial results for any

period the Finance Director, often accompanied by an independentaxecutive director, will hold informal meetings with
bondholders. All issues discussed atatiregs with investors are reported to the Board.

Welsh languagecheme

We operate an approved Welsh languagbeme under the provisions of the Wales Language Act 1993. We welcome dealing
with customers and other stakeholders in Welsh or English and@pnavide an equally effective standard of service in both
languages.

Going concern
The Directors are satisfied that the business has adequate resources to continue in business for the foreseeable future.
Accordingly, the financial statements for the yeaded 31 March 2010 have been prepared on a going concern basis.

Auditors
PricewaterhouseCoopers LLP acted as auditorsio@ymru Cyfyngedig for the accouffts the year ended 31 March 20.

As part of the audit procesBirectors have confirmed that as far as eablirectoris aware (a) there is no relevant audit
information of which thecompana I dzRA G 2 N&  KHoNiRey Hayd takermNIBha stepsyhdy ought to take as a

director to make themselves aware of any relevant audit information and to establish thatdfmgan@2 a | dzZRA G 2 NA | NB
of that information.

A resolution b reappointPricewaterhouseCooperd Pwill be considered at the 2 annual general meeting of Glas Cymru
Cyfyngedig.

By order of the Board

RGCurtis LLB ACIS

Company Secretary
21Jwne 2010
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Operating and financial review

How we deliver services

FGSNJ FyR &s

Our job is to deliver high qualityaR NBf Al 6f S RNAY é
FyR G2 t221 7

1A
Odzai2YSNE G Fy FTFF2NRIofS LINAOS
customers and future generations.

Regulation of the water industry
The water indusly in England and Wales, and the important public service for which it is responsible, is highly regulated.

Ofwat is the economic regulator and is responsible for setting an upper limit on the price that each regulated water and
sewerage company can clugr its customers. It is also responsible foomoting the interests of custometsy incentivising
efficiency and higlstandards of service and penalisingfficiency and poor service. Every fis@ars Welsh Water, like all the
other watercompanies, pregres its plans for thgears ahead, setting out what needs to thene, what it will cost and what

it meansfor bills. Ofwat scrutinises and challendbsse plans and sets a maximum pribat companies can charge to deliver

an agreed amount of work as &fiently as possible. INovember2009, Ofwatpublished itsFinal Determination for Welsh

Water for the regulatory cycle fro2010 to 2015, known as AMP5 (see beldie 2009 Price Review).

For many years Ofwat had asses®®® Y LJ YA SaQ 2 @ Sawlicé focudiobérs @uSitd FOveralF Performance
Assessment (OPA), which served tpurposes. Firstly, it enabled comparisafghe quality of the overall serviceompanies
provide to customers, whiclis taken into account at each price revie®econdly,it informed customersg and other
interested parties about theoverall performance of their local wateompany. The OPA assessment refle@ditoad range
of services includingvater supply, wastewater servicesystomer service and environmentahpact However, on 1 April
2010 Ofwatreplaced OPA with a new frameworks#rviceability measures and a serviceentive mechanism (SIM)

The Drinking Water Inspectorate is thegulator for drinking water quality, whilhe Environment Agency regulat®gelsh

2 | §SNDa S ypériokd@ngey spetifidally with regard tbe way in which it abstracts water frorivers and reservoirs
and then dischargesvastewater after it has been cleane@he Countryside Council for Wales aim,England, Natural
England, oersees? St a K 2 1 SNR&a Yl yI i YoBnatiire ®AsenRifdrd dndl how teBripany meets its
obligation to conservand improve biodiversity.

The Consumer Council for Watetth® independent body established tepresent the interests of ctiesmers. Itinvestigates

complaints and championsustomer concerns, and audits Wekh i SN & LIS NF 2 NI | y OnSore efieraliydza G 2 Y S N
as well as influencingolicy. The Welsh Assembly Governmkas a key role in determining water aedvironmentalquality

standards as wells setting the framework for other publolicy matters.

Pt Fawsota 27T 2 Swaitévatér loperatidds dre subjectSemiensivé iRerformance monitoringgainst
standards and targets set iggulators and governmen€&ach yeamegulators publish reports that asseasd compare the
performance of theregulated water companies acrosswade range of measures, including watgnality, environmental
quality, customerservice, affordability and cost efficiendyach hapowers that can sanction Weldater in the event that
performance fallshort of required standards.

The 2009 Price Review

The regulatory contract that Welsh Watirrequired to deliver in the five yeaeriod ending on 31 March 2015 is theost

challerging the company has beeset since the industry was privatised incpy p® | YRSNI h¥ g i Qe CAYl €
F 9SNF 38 o6Aff T2 Nhdséveragk custdmérs wikyéduoser thieJpbkiod to 31 March 2015 by £8efore

inflation). To deliver tts level ofbill reduction Welsh Water would nee significantly reduce operating costsy around

20% of costs that can bmanaged or influenced by managementhilst at the same time improvingustomer service
performance to meeinew serviceability tagets set out in theFinal Determination which are also verghallenging- and

delivering a £1.2 billionapital investment programme.

Following careful consideratioWvelsh Water decided notto appeél2 (G KS / 2YLISGAGA2Y [/ 2YYAaaa
Determination. However, thesharp reduction revenues has meant thatk S LINR INBaa A @S WOdeasi 2 YSN
appropriate when customer billwere rising- and which between 2008nd 2010 returnedver £150 milliorto customes- is

not appropriate atthe start of this nextregulatory period. This also recognigbat Ofwat has adopted new standards of
WaSNIAOSIF oA A& QXoved 2 dehdbhasedsyvihichy ifithey Sd médzdbld lead to substantial financial
penalties being imposed #he time ofthe next price review.

2y
J R

Delivering services for customers

Since 2001 many of the regulatory and customer service activities of Welsh Waterbeen delivered by partners under

contracts secured through competitive tender. Control of thes#ivities remained with Welsh Water and the company

retained its access to the staff, information and knowledge requirethézt legal andegulatory obligations. Welsh Water

determined asset strategy and retained responsibility for decisions on key aasetsach contract specified performance
YSFadNBa GKIFd NBTE SOGSR GKS JjdzZ t Adé FyR &aSNWAOS-1msoing/ R NR&
yp: 2F 2S8faK 2FGSNRa 2LISNI GAY3 | yR Ay @S adhwéelatin DESLIS Yy RA i dzZNB ¢
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Operating and financial reviewd 2 y 1 QR

From this wide range of measures the Board identified eight key performance indicators for the regulatory perieiD2005
(KPIs) to measure the overall success of the business and the progies&eyf strategies. These strategies are designed to
deliver longterm financing efficiency and improve customer service, while always ensuring that everyone who works for us is
able to return home safely at the end of each day. These are ma'ed:

Furthe information regarding the definition, purpose and target for these KPIs can be found or2@adehis report. The
Board will select a new set of key performance indicators for the regulatory period 2010

How we measure our performance

Previous Actual Ator
Monitoring  performance  performance  better than
plan target™ 2008-09 2009-10  previous year

Water quality
Overall water quality compliance ‘at the tap’"’ n/a 99.9% 99.9% v
. Bacteriological compliance ‘at the tap’" see page*) n/a 99.8% 99.8% v
fron compliance ‘at the tap”" 99/1% 99.4% 993% f
Operational Performance Index n/a 99.9% 99.8% X
Operational Performance Index (TIM) “* n/a 99.8% 99.7%
Environment
Leakage (m*/km/day) 75 1.2 71 v
Number of ‘category 1and 2’ pollution incidents n/a 3 9 X
Number of category 3’ pollution incidents n/a 230 n
Wastewater treatment works assessed as
complying with ‘look up’ table n/a 100% 99.9% X
Sewage sludge recycled satisfactorily * 100% 100% 100% v
‘Mandatory’coastal bathing water compliance
at EU designated bathing beaches " 100% 99% 100% v
‘Guideline’coastal bathing water compliance
at EU designated bathing beaches ! ‘Stable’ T7% 91% v
Customer service
. Customer satisfaction (see page ") n/a 80% 83% v
Properties at risk” of receiving low pressure 242 197 194 v
Properties affected by unplanned water supply
interruptions lasting more than 6 hours 1,080 804 477 v
Properties ‘at risk"of sewer flooding 308 265 250 v
Properties flooded due to hydraulic overload 106 106 73 v
Properties flooded due to other causes 120 186 198 v
Billing enquiries answered within 5 days 100% 100% 100% v
Written complaints answered within 10 days 99.9% 99.3% 99.6% v
Number of written complaints received n/a 12,486 13313 X
Customer meters read within year 99.9% 99.9% 99.9% v
Telephone calls abandoned 1.3% 4.7% 2.1% v
Telephone calls receiving engaged tone 0% 0.04% 0.9% X
(all handling satisfaction (score out of 5) n/a 465 472 v
People
" Reportable acddents isee pagz * n/a 34 3 ®
Finance
. Bond credit rating' (sz¢ page * nfa (lass B bonds A/A3/A ®
. Customer dividend (see page * n/a 70 £22 ®
) Gearingseepage”) n/a 72% 72% ®
Interest cover see page*) n/a 34 34 ®
Overall performance
_ 406
. Ofwat’s OPA score see page* n/a 406 (estimatad) ®

(1) This measure is based on ‘Mean Zonal Compliance'

(2} Incorporates performance against turbidity, iron and manganese

(3) The Monitoring Plan sets out the targets agreed with regulators at the Regulatory Price Review in 2004 and
covers the five year period to 31 March 2010

4} Standard & Poor’s, Moody's and Fitch respectively

() Calendar year 2009, all other figures are for the year ended 31 March 2010.
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Operating and financial reviewd 2 y 1 QR

Drinking water supply

Our biggest obligation is to protect public health by providing a safe and reliable supply of drinking
water to our customers at all times.

Supplying water is a complex operation and to do this we employ a large network of assetie6freatment works supply
around 850million litres of water a day to 1.2 million households and over 100,000 business customers through a network of
557 service reservoirs and over 27,000 km of water mains.

Drinking water quality

The quality of the wadr we supply is assessed against the results of some 280,000 tests which we take each year. These
measure our performance against a combination of hehlised and aesthetibased standards set by EU directives and
national legislation, and cover all stagen the process from the treatment works to the custom& tap. All results are
submitted to the Drinking Water Inspectorate (DWI) for assessment and provide a broad picture of the quality of the tap
water we supply to our customers.

The overall qualit of the drinking water we supplied in 2009 remained at a high level and, while the number of water quality

events investigated by the DWI reduced only slightly, there was a 50% reduction in events relating to the disinfectien proces

at water treatment waks. This helped us to:

e maintainbacteriological compliance at the tah 99.8%6 (2008: 98%)

¢ maintain mean zonal compliance at 99.95% of tests meeting the required regulatory standards

e AYLINBGZGS LISNF2NXYIyYyOS 3FAyad (S industryaeragian.askoy @ @a.98%)y 02y (i NB

LYy wnamn ¢S FAY (2 YIAYdFrAYy 2NJ AYLINRO@S 2dzNJ LISNF2NXYIF yOS | 3
performanceg last year we improved against two, were stable against two but declined slighflysag&o others.

We are confident our performance will improve as we deliver our £200 million programme to improve our water treatment
works over the next five years. Schemes at Cwellyn and Rhiwgoch water treatment works have already been completed under
early start funding made available under the Glas Cymru business model. Untihtie programme has been completed

the risk associated with a gradual deterioration in the quality of the raw water we abstnattte public water supply is being
mitigated at a number of water treatment works by additional ultra violet treatment installed as a precautionary measure
during 2008 and 2009 to protect against the threat to public health posed by cryptosporidium.

Managing water quality risk

We have a Drinking ¥fer Safety Plan for each of Wl K 2 | § SN & HH | NB lalBpotentfal riskdAoindite? R 2 O dzY
quality (from source to tap). These plans are continually reviewed and updated. Our proactive approach to managing water
quality risk includes the holdin of events on catchment management to consult and engage with landowners, local
businesses, public health and local authorities and others whose activities can have an effect on catchments that are used fo
abstraction of drinking water. The aim was teriease understanding of the potential risks to water supply and public health,

and how we can best work together to minimise those risks.

Water Health Partnership for Wales

Now in its fourth year, the Water Health Partnership for Wales organised thréeirtgaevents across Wales in 2009. 76

people attended with representation from most Local Authoriti#fie National Public Health Service for Wales and The
Environment AgencyThe events are designed to improve irtggency knowledge of drinking water qimgalissues and

included presentations and discussions on common causes of customer complaints, lead and cryptosporidium followed by a
visit to a local water treatment worksi KA & A& | 322R SEIFYLI S 2F (GKS Wg2NJAy3d (2
adopt.
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Safeguarding the environment today

LG A& 2dzNJ NBalLkRyaroAatade G2 O2ftS0OG FyR GNBFG z
health and the environmentin many places this is madeore difficult by the volume of highway and
surface water that drains into the public sewer network.

28 02ttS800 FyR GNBFG p» 2F (GKS !vyQa G201t édodci ®Gafihed NI Tt 25
Because of our topography, we @loy more assets per customer than most other water companies in England and Wales.

For our 19,000 km sewer network we have over 1,900 pumping stations and 3,200 combined sewer overflows. How we
manage these assets is monitored by the Environment Agenainsiga range of regulatory and other measures of
performance, which together ensure the quality and reliability of service received by our customers and our compliance with
environmental standards.

Wales can boast of some of the highest quality rivers emastal waters in the UK. We are proud of the part we have played

in securing this outcome. We have invested more than £2 billion over the last 15 years to protect this high quality
environment, which has contributed to the number of Blue Flags awar@ed 2 £ SAaQ 068+ OKS&a NRaiAy3d 7
maintaining this will continue to be a real challenge.

Wastewater treatment compliance

All of our wastewater treatment works have discharge consents which are regulated by the Environment Agency. Some 550 of
them also have more detailed consents where the treated water discharge is sampled over the course of the year and tested
against parameters, including biological oxygen demand, suspended solids and ammonia.

[ 2YLIX Al yOS sAGK gKIFG [|coBentd peiniitsSiét theldiseharge oftelaite wRténasOlRA%NIEDES,

but slipped to 99.7% in 2009 after 12 small wastewater treatment works failed to meet the required standard, most of them
for the first time in many years. Of these, nine serve a pagh of less than 500 and have biological treatment processes
that are vulnerable to surface water flows during severe wet weather and unauthorised connections. These treatment works
simply could not cope with the heavy rain and high storm water flowsavein 2009.

We have therefore looked again at this risk at all our small works, and during the coming five years, we will be invésting
improvement of wastewater treatment works.

Reliability of the sewer network

In 2009, the number of sewer fload incidents caused by blockages or sewer collapse fell by around 20%, and the number of
incidents caused by an overload of wastewater remained the same as the previousdespite periods of prolonged heavy
rainfall, and that fact that around a thirdf @ur sewer network is more than 100 years old. However, the number of sewer
collapses remains one of the highest rates of asset breakdown in the industry. Reducing the risk of flooding and pattution fr
asset breakdowiis one of our biggest challenges.

Over the last regulatory period 20910, we invested to reduce the risk of repeat flooding from overloaded seaverss a

result the number of properties at risk of repeat flooding following very heavy rainfall had by March 2010 redu2g@ to

(2009: 26). We recognise that this is the most serious service shortfall we can have and that it is especially hazardous to
Lldzof A0 KSFHtdKZ a2 ¢S INB LXSFHaSR GKFG 2StakK 21 0SSN OFYS G2l
responses to sewer flating. In the next five years we will bevestingto further reduce the risk of sewer flooding.

Disappointingly, the number of serious pollution incidents caused by asset breakdown and problems on our sewer network
rose from 3 in 2008 one of the best pdormances in the industrg to 9 last year, the same as in 2007. The total number of
pollution incidents also went up last year, however, this is largely explained by an increase in the proportion of thase that
selfreported by Welsh Water which rodeom 32% to 45%. We have plans in place to reduce the number of pollution
incidents caused by our operations in 201D.

Coastal and river water quality

Ly wnnd |t -ddsignated HedslReSpnssedthe Mandatory bathing water standard 92%of them, the highest
proportion for any region of the UK, passed the much higher guideline standard. This result has helped secure 50 Blue Flag
beach and marina awards for the 2009 season (2008: 43), which is again over one third of the total awatuet kKarwales

also secured 48 Green Coast awards for rural beaches. This is particularly important to the Welsh tourist industry, because
Welsh Assembly Government statistics tell us that the tourist industry employs 8% of the Welsh workforce and centribute
some £3 billion a year to Welsh economy.

The quality of rivers in Wales continuestie amongst the best in the UK. The latestilable survey of river water quality,

published by the Environment Agenagnfirmed that 95% of rivers in Wales weageodor excellent on the assessment for
chemical quality and 87% were goodexcellent on the assessment for biologigahlity.
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Operating and financial reviewd 2 y 1 QR

Water abstraction and leakage

Water is a valuable resource and wabstract from our riversio more thanwe need to for public water supplWe are
committed to keeping leakagein other words, wastage to a minimum. With27,000km of mains network, the averagge
of which is more than 60 years, thisgquires a continuous cycle of work. In 2900 we met oumandatory target for leakage
reduction,as we have in each year to date, and otrer last five years we have reduced leakadgeone third. This means that
leakage irour region, once one of the highest in thi, is now in line with the w@r industryaverage. As a result of this, and
fallingdemand for water from industry, we hawe the last 10 years been able to reduce trume of water abstracted from
our riversby a quarter.

Achieving the leakage target was a bitpllenge becausénere was asharp increase in leakages from bupges in the thaw
following a period oprolonged freezing weather in Decemband January. At one stage we were puttimgarly 20% more
water into supplythan usual and more thathe peak summer demand favater in thepast two years. To hit the leakage
targetrequired a major reallocation of resourcasd roundthe-clock7-day workingat an additional cost of some £2 million.

Safeguarding the environment for tomorrow

We aim to operate our business inwstinable way that safeguards the environment and, where an
impact is unavoidable, in a way that minimises any adverse environmental effect.

We place a strong emphasis on the careful management of the waseurces in our area, and we are working tdigate
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Managing water resources

Our job is to ensure that our customers have sufficient water to meet their needs today and in the future. $nofewater

resources, we are in a relatively strong position in Wales, but we have a number of zones where demand is exoeésling

forecast to exceed, available supply in drought conditions. This is complicated by the fact that Welsh Water hashadfarly
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limited. This can create local supply problems during droughts and other extreme weather conditions.

Our plans to increase splies of water and manage the balance between supply and demand are set out in our dyafr25
water resource strategy, but this is to be republished in 2010 following confirmation by the Environment Agency of slibstantia
reductions in water abstractiofrom some rivers in accordance with the Habitats Directive. In these plans we have had to
consider all the factors which could potentially impact upon either the availability of water supplies or the demands made on
our resources. This also includes forgtoghanges in population and the amount of water we all use thaeffects of climate
change.

Water efficiency
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help manage the effects of cliteachange and contain any increase in overall water consumption.

'a LINI 2F GKS w. S 2 GSNpAasSQ OFYLI A3y ¢S FiEilGSYyR @F NA 2dz
O0dza i2YSNE TNBS 41 GSNI &l @olyHa @G &L \GmaauRIGIoD¢bsite 20d publications Wk A LILI2
K2g (2 al @S 6+ GiSNI Ay GKS K2YS [yR (G(KS JIFNRSyod 28 |NB Ffaz
focuses on plumbing best practice in the installation and maintenance of water effegjeigment.

Climate change and carbon

The pattern of greater variability iweather conditions and more extrenweather events, which we have seeneach of the

past three years, was repeatéd 200910. Irrespective of whethesr not this can be attribued to climate change, iis having

a significant impact on Welsh 1 SNDa& o0dza Ay Saad f huinkier of SrlalNdasielvater tlebtrheidkéB & |
where problems have not beeseen before, and we are investigatingny variable weather conditions apprto be having

more of an impact in northWales than in other parts of our region.

Treating and pumping water angastewater across a large regionafriable terrain makes Welsh Watehah energy user

and one of the tocarbon emitters in Wales. Eaghar thereis an upward pressure on energy wsgsing from investment in
new asset&nd in treatment processes required moeet higher drinking water quality arehvironmental standards.
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Reducing our carbon fatprint

Welsh Water was one of 7 organisaticamsarded the Carbon Trust Standand2009 after demonstrating our commitment to

carbon reductionThe Carbon Trust commended the @ LJ- y @ Q&4 LINPINI YYS Ay Of dzRAYy3a GKS N
sustainable urban drainage schemes and surface water management, advanced sludge digestion, renewable energy
generation and a wide ranging energy efficiency programme.
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benefits. After a review of the efficiency of the aeration process at our largest wastewater treatment works in Cardiff, the
lessons learnt have been extended to 5 other works during 2009In the first full year of operatiorhis will save over 6

gigawatt hours of energy, or over £300,000.

In 200910, Welsh Water increased its renewable energy generatioarbynd a quarter This comes mainly from combined
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includes the first of our advanced digestion schemes which convert wastewater sludge to electritys a@h Eign in
Herefordshire andhas been generating power since October 2009.

Two further schemes Wibe completed by Spring 2011 at our Cardiff and Afan works which, with Eign, will deliver some

7Mwh of green energy, saving over 30,000 tCO2 of emissions. Also ¥1@009

e Feasibility studies for 2 hydrogeneration schemes were completed, for which veeseaaside some £6million over the
next five years to provide micro hydro capacity at up to a dozen sites.

« Small improvements in efficiency are important too, especially in such a large network of assets. Each small improvement
in efficiency makes a corilution to reducing our carbon footprint. At our wastewater works at Llanina in west Wales we
invested £6,500 to replace a blower, saving £9,000 in operating costs each year. We monitor closely the operational and
energy efficiency of all plarg replacingan inefficient pump, of which Welsh Water has many thousands, can save up to
20% in energy use.
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We wantall our customers to feel confident that their water supply and sewerage services are well
looked after.

Improvingcustomer service

During 2010, Welsh Water is opening a new customer contact and operations centre in Cardiff, which compliments -our three
year £100 million programme to update a number of key IT systems and working practices. Staff at the new certve will h
more realtime information available to them, enabling us to deal with customer queries and problems more efficiently. Our
aim is to get things right first time and give our customers a prompt and courteous response every time they contact us.

The maprity of our customers prefer to contact us by telephone, and last yleawvolume of calls wasp 3% on the previous
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of the cals we get are from customers wanting to pay their bill or who have a bill or payment plan query. We also received
written queries about bills and payment options, 99.9% of which we responded to within 5 working days.

More customers are continuing to contags as a result of the current difficult economic climate, and many calls are taking
longer to deal witlthan in the pastMainly because of a single incident at Treharris, the total number of calls during the year
that got an engaged tone because allfétaere busy on another call rose to around 1%, from the more typical 0.3%. We have
responded to this by investing in a new telephony system which will come online in October 2010. 1t020@Number of
abandoned calls, which rose to over 5% last yesiurned to a more typical level of less than 3%.

Helping customers pay their bill
In 200910, we introduced our Welsh Water Assist tariff, designed to help households on low incomes and customers with
particular needs. This new tariff capped the bill éigible customers at £250.

CQur other assistance tariff, Water Direct, reduces the bill by £25 when customers opt to pay their water bill by direct
deduction from benefits.Qustomers havealso benefited from our Customer Astsice Fund, a cheme run wih the
assistance of the Citizens Advice Bureau to help customers who haveifadiearrears with their billsAll our assistance
tariffs are designed to be self funding.

Additional Services

Many of our customers may have other needs for which we caer affange of additional services. These include large print
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who need a little more time to answer the door. At the end of thary8,600 customers were registered for one or more of

these additional services.
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Customer satisfaction

The industry regulator, Ofwat, carries out independent research into customer satisfaction with call handiisg the

sector, and last year we again scored one of the best results in the industry. We also carry out independent market research

to track customer views and satisfaction levels on a range of issues and services, including satisfaction with dtking wa
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utilities. The latest research shows that satisfaction with drinking water quality remains high.

Employerof choice

We want evergne who works for Welsh Water to recognise the importance of the job we do for the
three million people who rely on us.

In 200910 the staff employeddirectly by Welsh Water were responsible for financial management, strategic asset planning

and investmat, managing regulatory issues and ensuring that our outsourced working arrangements delivered an efficient
FYR KAIK ljdzZ t AGe &ASNBAOS G2 2StakK 21 GSNRa OdzAdG2YSNES® ¢KAA
today operations and maintemce services to customers, who were previously employed by United Utilities Operational
Services and Kelda Water Services Wales, transferred to Welsh Water under tHerTobbsdertaking RegulationMerging

three teams with different cultures is an ditional challenge for the company and ensuring that customer service and safety
standards are maintained during this period of change is a top priority for us.

The final quarter of 20090 was committed to planning the transition for this major restwgig of the business, and
included the appointment of a new leadership team reporting to the Directors. The new team covéeadtesshiproles, of

which five have been filled by high calibre leaders who were not employed by Welsh Water i{a@00% ew structure is
designed to ensure that we take full advantage of the operating systems and procedures introduced under our programme of
IT-enabled change and will support our continued drive to improve service standards and efficiency still furtherg mnld

our strong track record since 2001.

There are some things that will not change under this new structure. Our focus stays firmly fixed on protecting public health
the environment and the occupational health and safety of those who work for usc@ure will remain one in which all

our people understand the vital purpose of Welsh Water and their role in achieving this purpose, where they feel they
accomplish something worthwhile at work and regard Welsh Water as a good employer. These key snessageinforced

by our Managing Director in a series of 20 roadshow events in March and April 2010, attended by 95% of all staff.

To meet the efficiency targets set for the next five years, we will need to reduce the total number of people employed by

Welsh Water by some 300. This will be achieved under our Working Together Agreement with the trade unions, the essential
LINAYOALX S& 2F 6KAOK KIF@S NBYFAYSR Ay LXIF0OS aayO0S iGdkSe 4SSN
reduction willbe achieved by a combination of retirement, natural movement and voluntary severance.

At the same time, we will maintain the progress of recent years through continued investment in operator training and
management development training. We will continuer@raduate recruitment programme through which we aim to attract
potential leaders for the future with appropriate skills in engineering and scientific disciplines. To achieve this, fuethare
strengthened our ties with a number of universities toabie us to attract strong candidates from the disciplines we most
need.

Asset Management Alliance

For the past 5 years, the Welsh Water Asset Management Alliance (AMA), which includes Welsh Water and its capital
investment and other service partners, hset a high standard in partnership workiggand we will not lose this under our

new structure. We will continue to take a collaborative approach with all parties working together to deliver a common set of
business objectives. The AMA supports these dhjes by promoting a safe and stimulating working environment for our
A0FFTFTX o0& F20dzaAy3d 2y O2yilAydz2dza AYLNROSYSyild (2 RStAGSNI (i
service, and by promoting Welsh Water as a credible and resgerigilsiness in terms of our impact on the environment.
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Health and safety

Although we have reduced the number of reportable accidents in the past 5 years and have one of the best safety records in

the secta, 2009M 1 61 & RA&LF LIIRAYGAY3I 0SOFdzasS LISNF2NXYIyOS &t ALILISR |y
which the number of reportable accidents did not fall. Last year, there were 39 reportable accidents. Returning to a
downward trend is our priaty for next year.
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could have caused injury to staff but which did not on this occasiem that lessons for continuous improvemeran be

taken on board. We keep the focus of staff across the business on occupational health and safety throudiasedisk
programme. In 2009mn (KA & Ay @2f OSSR RSt AGSNAyYy3 20t AYLNROSYSYy(d w3:
(National Exmination Board in Occupational Safety and Health) accredited health and safety qualification. This strategy and
approach has not changed under our new structure.

We have maintained our certification to the OHSAS (Occupational Health and Safety AdvistogsBSd8001:2007
international standard for occupational health and safety management with an extended scope of service, and introduced a
new system to make the health and safety performance of all main contractors and subcontractors immediatelyovisible
28fakK 2F0SNE AyOfdzZRAy3 (KS NBadzZ 6a 2F AYyRSLISYRSyd I dzRAGA
conference was attended by 300 staff from across the AMA, when three health and safety awards were issued and staff were
able to gairfrom the experience of three prominent independent speakers.
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is available on our website.

Responsible Business

We are committedo being a good neighbour and a trusted partner in the communities we serve.

Managing our community assets

We are the custodian of a national asset in Walesme 40,000 hectares of scenic land that is rich in both biodiversity and
heritage. This landdse also provides significant opportunity for public recreation, and each year almost a million people visit
one of the 17 major reservoir sites where we provide a variety of sporting, recreational and leisure resources. This makes a
valuable contributiorto tourism and the local economy, and encourages public health and well being.

We encourage conservation best practice across the business. A good example of this is at Talybont in Powys, where in 2009
we commissioned a £16.8m refurbishment of our treatthworks and where staff in our graduate development programme

are working with the Brecon Beacons National Park to provide a new wetland and wildflower conservation area. This followed
a review of the sitespecific habitat and species plan which we impdat at all our major reservoirs, and gave Welsh Water

the opportunity to support delivery of the biodiversity action plans of the National Park.

Minimising the impact of our activities

We cannot deliver essential water and sewerage services withouh@aei dig up roads to lay and refurbish pipes, have
materials delivered to our construction sites or have waste removed from our treatment works. It is pleasing therefore that a
number of our schemes have received an award under the nati@oasiderate Constructors Sheme where our
arrangements for public safety and community impact and liaison are assestgggbndently It is always the aim of Welsh
Water to minimise the disruptive impact of our activities.

Supporting education

Last year was another stessful year for our education service, with some 12,100 primary school children receiving lessons at

one of ourfour Wiving and Learning with Wa@d Sy i NBad® ¢ KSasS WKIFYyRaA 2yQ fSaazyasx LINE
delivered by qualified teachs, are aimed at pupils from-Z1 years old and cover different aspects of science, geography,

history = and  sustainable  development. Lessons are backed up by our education website
(www.livingandlearmgwithwater.con) where teachers can download materials and information to support them in the
classroom.

The range of free education resources was extended last year with the launch of a new education pack for GCSE and BTEC
students of applied science.eBigned in collaboration with science teachers from across Wales to fit closely with the
curriculum, the new resource provides students with an insight into how science is used in the workplace and where there are
opportunities for sciencéased employment
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Our peripatetic community programme delivers vital messages on water conservation and public safety to the wider
community and to schools and community groups unable to visit one of our centres. In the ldstécaear, this service

delivered 85 communitypased sessions, reaching over 7,000 additional young people and adult learners, including events
AdzLILR NI SR o0& GKS | SNBEF2NR 21 0SNB2NJ & adzaSdzy FyR GKS bl Az
partners.
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encourage water efficiency by:

e issuing water efficiency packs

¢ providing advice through an E&rhools handbook.

At schools were trials have been conducted, it has been demonstrated that involving schoolchildren in water efficiency
measures and the adoption of water efficient devices can reduce metered consumption by up to 40% in both primary and
secondary schools.

Over 100 techer placement students in their final year at UWIC (Cardiff) spent 2 days at Cog Moors Living and Learning with
Water Centre finding out about the delivery of environmental education and the resources that will be available when they
secure teaching pasbns in the future. In addition, environmental education awareness evergre held for teacherst
28fakK 21 GSNDRa F2dz2NJ OSyiNBaod

Supporting community projects

As befits our nofor-profit business model, we do not engage in corporspensorship. Insteade focus orsupporting staff
in community schemesA World of Workscheme providedusiness mentoring and interviesupport for young people
about to leaveschool and, under our managemesitvelopment programme, staff take pdrt a volunteer project tenhance
their skills and help the community.

Supported by Business in the2 Y'Y dzy A 1 @ Q& / | NBa&kled db KrivilodrEntahprojeét dtefdrdst Wholefood
Associationa social enterprise committed teducating and training people sustainabé horticulture, includinggroups of
excluded 1618 yearolds, unemployed and school childreithis involved staff in planning, financiagd helping to restore
and conserve aommunity allotment and local portshbitat.

WaterAid
We support WaterAid, the ternational charity, which brings sustainable wat@nd sanitation schemes and hygiene
SRdzOF GA2y G2 &2 YS communiies @ Afdca ahfl A8 LI2 2 NB & i

Financial Review

The Board considers that maintaining gearing at around 70% will providevhlest for money for
customers, balancing the cost of funding the business with continued investment in important projects
to improve customer service, drinking water quality and the environment.

While Welsh Waterhas not been immune to the impact of thecent economic recession, we have delivered a sound
FAYEFEYOALE LISNF2NXYIFYyOS RdNAYy3I GKS @SN G2 om al NOK vHamnd | 2
2015 is a big challenge and, as a result, we are making a major change to oasb®ogerations.

Appointed revenue has grown due to regulatory price increases which support our extensive capital investment and the
RSt AQPSNE 2F o0SGGSNI OdzAG2YSNI aSNBAOST I FAOASNI GF1Ay3 Ayidz
expenditure (before exceptional items) has fallen due to lower power costs, partly offset by an increase in the bad debt
charge.

O«
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amouwnted to £361 million during the year. This is 2% higher than last year, and represents a record level of investment spend
for Welsh Water

Revenue

2 8fakK 2 (S Nmrovetinthdddanytaidd Rarch 2010 was £68illion (2009: £68 million), an incease of 4% on
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total charges were some £28 million lower than if we had applied the full price increase determined by Ofv@atf2D0

million lower). Additional revenue from new customers has been offset by household customers switching to metered
charging. Our unique range of customer assistance tariffs has continued to help support customers who have difficulty paying

their bills. By 31 March 2010 some 27,000 customers were benefiting from one of these tariffs.
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Operating expenditure
2 §f 4K totaldoided businessperational costs (excluding@Rnd depreciation and before exceptial items) were
£259 million (2009: £26 million), lower power costs being offset by an increase in the provision for bad debts.

In the years to 31 March 2010, around two thirds of operational costs related to outsourced service contracts. The major
comli N} Oda ¢6SNB 6AGK ! yAGSR ! GAfAGASE hLISNIdAy3a {SNBAOSa ow!!
YySGg2N]l AY Db2NIK 21tS830 FYyR gA0GK YSERF 2F3GSNJ { SNBAOSa owy?
and Herefordshie). These contracts included a target cost mechanism aimed at enhancing operating efficiency to the end of

the AMP4 regulatory period in 2010.

All water and sewerage companies need to draw on significant energy resources, particularly for water treatment

pumping processes, and WelshWateg A 1 K Ada ySiGg2N] &aLINBIFR | @MRBaekcepidniTBisi Q dzy R
year we have experienced reductions in energy prices which have seen power costs fall by around 20% to £35 million (2009:

£43 millon).

Customer debt recovery remains a high priority for Welsh Water and our billing and income contract partner, Veolia Water. In
a challenging economic environment, in which water companies have no sanction to disconnect suppliesp&yingn
domesticcustomers, cash collection has continued to be challenging. The bad debt charge for the year of £22 million (2009:
£19 million) represents around 3% of annual turnover (2009: 3%), and reflects an increase in the provision based on a review
of historical ollections and having regard to the deterioration experienced, particularly during the first half of the year.

The current cost depreciation charge was £123 million (2009: £157 million). The fall is primarily the impact of revaluing the
asset base to itModern Equivalent Asset Value (see current cost accounting policies orf]jpage

The infrastructure renewals charge was £60 million (2009: £62 million). The charge has been reviewed to take into account

GKS LINP2SOGSR Tdzii dzNB S hal BetrRihaliaizeds refldStdthehrEdsuim doQcieymunmintgnanCeh
needs of the infrastructure network.

Exceptional operational expenditure

On 9 February 2010 it was announced that Welsh Water was to undertake the biggest restructuring of the compaity sinc
& 02dAKG o0& Dfl a -forLINEHE AMGyOR tadia&e itk Yiyhdst eMijeacii targets the company has
ever faced. The price limits for the next 5 years, set last November by Ofwat, will allow Welsh Water to invest £1i@ billion
water quality and other improvements. BWelsh Water must also reduce its dimyday operating costs by some 20% to
enable the average household bill to fayl £30 before inflation.

Since 2001, UUOS and then also Kiai& helped us to cut our operatirgsts by more than any other water asgwerage
company in the regulatedater industry in England and Wales. Bubrder to deliver the price reductiorrequired over the
next five years we mushake a further step change in our cedficiency.

Over thepast year we have had lengttdiscussions with UUOS and KWS throtlgh fiveyearly price and performance
review of the contracts we undertookith both companies. We recognised appreciate the considerable effontsade by
both companies to meet ourequirements. However, it did not provpossible to reach agreement with eitheompany in
relation to the terms for &ontinuation of those contracts forfarther five years.

In light of this, we reached agreemewith both UUOS and KWS that theaff woud transfer to Welsh WatetOn 1 April
2010 1,093 UUOS employeeansferred, followed by 476 K\Wnployees on 1 May 2010.

We have also announced, as part of tiéve to cut our operating costs by 20%phased reduction, over the next fiyears,

of around 300 in the number gbeople required to deliver water and I & G S & G SNJ a4 SNIFA QuStémerd. Ve 2 S a K
are working closely witktaff and our trade union colleaguasd intend to achieve this throughc@mbination of retirements,

natural staffturnover and voluntary severance.

Included in the 20040 results are exceptional items totalling £30 million. These provide for the costs of terminating the
United Utilities and Kelda Water Services contracts and for the estimated severance pay and pemsiprrequired to

achieve our planned headcount reduction. These are necessary enabling costs which will help us to create the efficiencies
NBIljdzA NBR G2 YSSi h¥sliQa OKIFftSy3aay3a (I NBSGO
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Financing costs

Net interest payable of £104 is £6iIm lower than last year. The impact of lower interest rates has been combined with an
indexation credit in respect of the inddixked bonds (calculated using July 2008 to July 2009 RPI). The average cost of debt
during theperiod was 3.7% (2009: 6.6%).

In response to the crisis in the banking markets, the company tightened its criteria for investing cash deposits such that
maximum deposits with any single counterparty were reduced and the maximum term limited to 3 mootiseq@ently, the

average interest receivable rate has fallen from 3.9% to 0.4% and remains below the average 3 month LIBOR over the same
period (which fell from 4.4% to 0.8%).

t NBFAG 0ST2NB GIEFGAZ2Y YR wOdza(2YSNI RAGARSYRQ

The appointed business currenvst profit before tax was £166 million (2009: loss of £2 millidhjs profit was made after
FdzyRAYy3 G(GKS WwWOdza(G2YSNI RAGARSYRQ 2F MHH F2NJ it Odad2YSNA
million (2009: £21 per customer, totallh MHT YAff A2y 0d {AyOS wnnoX WOdzaG2YSNI RADA

Taxation

The taxatiorchargefor the year of A million comprises deferred tax charge of £8&iillion, offset by acurrent tax credit of £2
million. Thecompanyhas tax traihg losses carried forward of approximately £288 million, whichelieves should be
sufficient to eliminate tax on trading profits in the five years ending 31 March 2015, subject to any changes in tax law.

Liquidity

Welsh Wateraims to offer a securep risk investment to longerm 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 retaining the scope to return moneg our customers and keep bills affordable.

The company had strong liquidity as at 31 March 20d@sh balances of £249 million, together with an undrdoan facility
of £75 million and undrawn revolving credit facilities of £345 million. The cashdeslanclude the proceeds of the £140
million indexlinked bond issue on 31 March 2010.

On 7 May 2010, in view of the very high level of available liquidity (E669 million), the level of undrawn revolving credit
facilities was reduced to £100 millieand on3 June 2010 agreement was reached to repurchase £113 milfi@iass C1
bonds following a tender offer to bond holders. The amount repurchased represents-apade90% and settlement will be
made in cash on 7 June 2010.

Gearing and financial reserves
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Credit ratings and bond spreads
The strong credit quality of the business is reflected in credit ratings which are now the highest in the water sectier adespi

- & 41 om al NJ
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There has been a significant downward reduction in the spread differential to Government gilts during therpsarthe
water sector, reflecting an easing of the difficult credit conditions over the last {iéebonds continue to trade at spread
differentials generally below those of equivalent water sector bonds of similar maturities.

Debt financing and interst rate management
Despite difficult conditions in the borrowing and capital markets, on 31 March 204Bh Waterissued £140m of 2048
indexlinked series B bonds. A further £35 million of funding, provided byB&ivK, was drawn on 15 December 2009.

Toprotect2 St & K highicrédituality, the Board has always adopted prudent financial policies, predominantly covering

the fixing of interest rates and the investment of cash balanée§ f & K  2pblidySNR &ninimise its exposure to
movements in meket rates, with a minimum of 85% of its liabilities being fixed rate, idifdeed to the UK Retail Price Index

OWwt LQ0 2NJ YFEGOKSR o6& OFakK olfly0Sade ¢KS . 2FNR O2y&aAiARSNA
2 §f 4K 2 vedudNahdERedulBtory Capital Value are also linked to RPI through the regulatory system operated by Ofwat.
Implementation of the policies is delegated to a small team of specialists which operates to ensure that Welsh Water meets
the requirements of itsitence, and therefore undertakes no speculative trading. As at 31 March 2010, approximately 60% of
gross debt was indelinked via bonds and derivatives (2009: 58%).

The expected maturity of the outstanding fixed rate and intieiked bonds ranges from 2Q to 2057, with not more than
20% falling due in any 2 year period, in accordance with our refinancing policy.
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Capital investment

2 §f 4K 2trodgSidabcal position has been built up over the last 8 years,paavides a stable base from which it can
respond positively to the challenges of the recent economic recession and drive forward its largest ever capital programme.
Over £1.5 billion has been invested since April 2005, bringing sustained improvemenistamer service, drinking water
quality and the environment.

Total capital expenditure by Welsh Water during the year (including IRE) was a record £361 million (2009: £355 million),
bringing the total expenditure over the 5 year AMP4 period to £1,52ilomilWelsh Water works with an alliance of capital
investment partners to deliver the investment programme at the best value for money for customers. Welsh Water is
planning to invest some £1.2 billion over the next AMP period which will run from 2@ &

Looking ahead

¢KS . 2FNRQa LRfAOe Aa (2 NBRdzOS 3ASENAY3A (G2 FNRdzyR TR | yF
minimise customer bills in the long term, and the Board judges that this level of gearing will enable thengam efficiently

fund the AMP5 investment programme which will run to 2015.

Ofwat has set us an efficiency target of a reduction of some 20 per cent in our day to day running costs. In addition to the
headcount reduction, we will do this by exploitiogr recent large investment in new technology, by eliminating the profit

St SYSyiliz 20SNKSIFR FyR O2yGNIOG YIFylF3aSYSyid Oz2ada 2F GKS LINB
and processes to reduce power costs. This involves considegapenditure by the company and forms part of our planned

£1.2 billion investment programme to improve services over the next five years. In the face of these major changes, our
priority will remain the essential task of guaranteeing safe and reliablécss for all our customers, as well as safeguarding

the environment.

Disclaimer

This report contains certain forward looking statements with respect to the future business prospects and the strategies of
the Glas Cymru Group. These statements and fatsdavolve risk and uncertainty because they relate to events and depend

on circumstances that will occur in the future. There are a number of factors that could cause actual results or developments
to differ materially from those expressed or implied tyese forward looking statements. Past performance is no guide to
future performance and persons needing advice should consult an independent financial adviser.

Planning for the future

The investment decisions we make today will be felt for decadesrte.c

9OSNE FTAQOS &SINAB h¥sFd OFNNARSE 2dzi | LISNA2RAO LINAOS NBODA S
setting the price limits and investment programme which Welsh Water will be required to deliver in the next five years, from
April 2010 to March 2015.

Customer bills and investment

Much of what Welsh Water does to deliver a high quality and reliable customer service every day of the year involves
operating and maintaining a large network of often very Wifgy assets- reservois, treatment works, pumping stations,

mains and sewers. The performance of the network is key to the service we give our customers as well as our ability to
protect the environment from pollution. The key discussion, therefore, with our economic andyqreditlators during the
periodic price review was the tradef between investment in our network of assets and customer affordability.

'YRSNI hTgl 6Qa WFAYlLIE RSOSNVAYIGA2Y QX GKS | gSNI 23S Owih G2 YSNI «
have fallen by £30 (before inflation) by March 2015. Ofwat also confirmed the capital investment programme Welsh Water

will be required to deliver by March 2015, which at £1.2 billion is about the same size as the programme for the lastdive ye

This has struck a good balance between affordability on the one hand and quality and reliability of service on the other, one

we believe our customers will recognise as good value for money.

What we will deliver between 2010 and 2015

Nearly all of the @tical investment we set out in our Final Business Plan for 20®, which we regarded as necessary to
LINEGSOG LizotAO KSIfOGK yR GKS Sy @i NRYy YS yfinal detgrmitakich. TNSMEIA 2y 6 S
enable usto begin to nake progress towards thgoals set out in 'Our Sustainable Futumiplished in 2007, which set out

our longterm vision for the water industrin our region.

Protecting public health

Our higgest responsibility is to providesafe and reliable drinkingater supply to our customers at
all times.In the next five years we plan tmprove facilities at 23 water treatmesites to deal with
deteriorating sourcevater quality and other risks to thguality of drinking water identified iour
Drinking Water 8&fety Plans.We will also renew over 500kof water mains that cause repeat
interruption to supply.
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Safeguarding the environment

In the next 5 years we are targetiagsignificant reduction in floodirgnd pollutionincidents caused
by breakdowns on our sewer networdus additional treatment stages abme 14 wastewater sites
to protectriver and coastal water quality.

Responding to climate change

Work is already well advanced @uvanced sludge digestion schenas3 wastewater sites by

which, withimproved energy efficiency, we aseeking to achieve a 15% reductior2iizNJ WOl Nb 2 y
F220LINR Yy G Q ooéir GreenBpade Walk\sRatizgyRn et five years, we will also invest

in sustainable urban drainageclsemesto reduce the risk of flooding froraverloaded sewers,

providing addedgrotection in locations at most risk flooding.

aSSiAy3 2dNJ OdzAG2YSNEQ SELISOGFGAZYya

In autumn 2010, we will be openirmur new customer service araperational control centrén
Cardiff, where the latest technology deliveredider our £85m programme of-Bhabledchange will
make it possible tanticipate service failures and improeeistomer service by giving fifstne
resolution to daily problems. The neentre will also irprove our ability taespond to the need for
infrastructure to supply new housing and to support economic development.

Looking after our assets
Our priorities and longerm investment decisions are determined using our Strategic Investment
Planning SystenThe priorities of Welsh Water are reviewed and updated annually.

Financing the business
28 | NB GFENBSGAY3I 3SENAY3I G FNRdzyR Tm: FYyR Ly Wi 3Nt
level of customer bills, which we will achieve by comtigwiith ourfinancing strategy

Employer of choice

In the final quarter of 20090, we announced we would bring the people who deliver water and
sewerage services into the direct employment of Welsh Watehich was successfully completed

on 1 May 2010. Our prioyitfor the next 5 years is to invest in the training and development of this
highly skilled team of people, who are committed to high quality customer care and looking after our
industry for future generations.

Affordability and value for money

Affordabilii 8 At € fsre&a oS | (2L LINK2NRGE F2NJ 2SfakK 2FGSN
the second highest in the industry, but now it is close to the UK average bill. By March 2015 it will be

mon f2SN) GKFY al NOK wHnanmnZX of2Mefwl gohtiide tohadidéebsii Qa FAY L £ F
affordability through one of the widest range of tariffs and schemes available in the industry

designed to help our least walff customers.

To be recognised by our
customers as the best
water company in the uk. £
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Managing risk

Glas Cymru cannot divafy into noncore activities, but otherwise we face the same risks as any other
company in the UK utility sector.

Itis a key principle of our business model that Glas Cymru cannot diversify into activities unrelated to the water aagesewer
business irthe region served by Welsh Water. This ensures we cannot be distracted from the single purpose for which Glas
Cymru was established and also serves to contain the range of risks that we face. Many of the risk factors affecting the
Company are businessk#swhich can be mitigated by ensuring that appropriate controls are in place. However, the Company
is affected by many risks outside our control which could have a material effect on odwelomgerformance. No company

is insulated from the impact of enomic recession, climate change or of a changing regulatory environment. The most
important risks facing Welsh Water are described below.

Business Operations Changes

Following the decision to end arrangements for the outsourcing of thetdlaay operation and maintenance of our network

of water and sewerage assets, the proportion of annual operating and capital expenditure that will be undertaken by service
partners working for Welsh Water under contract through competitive tender has been significadtlged. However,
significant outsourced contracts remain in place for the design and construction of major capital investment schemes, for ICT
and for customer contact and billing.

O

¢tKS 6208 OKIy3aS sl & GKS . 21 NRQ a B doudh prizsSrevidve The Bidv/é tb thése (1 K S
new arrangements involved a period of additional uncertainty and risks and arrangements were put in place to ensure that
public health, staff safety, customer service and environmental performance standdrdstdiall. This included detailed and

audited transition project plans and governance, and the successful closure of the previously outsourced contracts which
enabled the TUPE transfer of staff to be completed for United Utilities Operational Servidtesl land Kelda Water Services

Wales Limited on 1 April 2010 and 1 May 20i®spectively. There was limited additionakk associated with the
management obusiness systems and data as operatidg NIi Yy SNB Kl R | f & | coré syst=siS &hd posssed. K 2 | G SN

Regulatory risk

wS3dzE F i 2NE NR Al QiceyeontroNdetdr@inafioN® fom thallB f dzQRB Y Sy i (2 ©Odehshid & A 0K
data requirements andnore generally from changes in tlegulatory environment. The changimgture of reglatory risk

was illustratedn the 2009 regulatory price review which Welsh Water was subject toshortfall adjustment of £12 million

for failing, by only a small margin, one thie asset serviceability standards setrospectively by Ofwat for 200%0. In the

period 201015 Ofwat will assedbie water industry against 20 standardfserviceability.

hT¥gl GQa CAyLl t 5 3niits Nohe ydridd R@LE5 iLohe obtiblfndstShallenging Welsh Water hagen set

since privatisatiorr and wehave the toughest efficiency targetsinK S 4 SOl 2 NX» C dzNJiakstdioasNa@ the h T 6 | (i O
sector are based ohenign economic conditions in which, fexample, power prices and bad debts @@ higher than they

were in 200809.

Welsh Water aims tachieve this cost

reduction by:

« exploiting recent large investment irew technology

« eliminating duplication imanagement

e investing in green energy processesaduce power costs

e a phased reduction over the next fiyears of around 300 in the numberf staff required to deliver water and
wastewater services, to be achieveddgombination of retirement, naturataff turnover and voluntary severance.

The net effect of the price review is théitK S / 2 YLJ y & Q& ¥ A stibjeft@oi grefite ubhdertaiyftya ands skitieft 0 S
company has decided to pursuepaudent approach to issues such as O dza G2 YSNJ RABARSYR dzy G A f
resolved.

One significant regulatory risk waesmoved in December 2009 when tBeiropean Court of Justice detemed that stretches

of the north east Irish Sea2 dz2f R y 2 0S5 RSaAlFYI NEER dzaR SIND SlykaSedimdtiBlirettive. | 4 G S o |
This means thaWelsh Water will not have to extermbastal wastewater treatment worksyoiding the need for subshtial

investment.

A number of other regulatory riskemain. The expected transfer of privasewers to Welsh Water will increaserr sewer
network by more than 70%and we judge that the condition dhese private sewers is poemelow the standard ofassets
that the industry iggenerally required to operate. The Weldlssembly Government has indicated tllis transfer will take
place sometimafter April 2011.

The Environment Agency has indicatdtit Welsh Water should plan for majoeductions inthe volumes of water we
abstract from a number of rivers, mostly South Wales, in order to comply withe EU Habitats Directive.
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These potential changes to our obligations, which together could require a vegyitamgase in investment expenditure, are
not included in our investment programme for 200p +F Y RXZ AF O2yFANNXSR:I Yl& Tl (2
RSGSNNAYIFGA2YQ 2F LINAOS tAYAGA 2N Wt 233SR dzLlJQ (2 o068 GF1Sy 7

Welsh Water has to provide extensive data to regulators each year in respect of all aspects of our business. Failude to provi
reliable, accurate and complete data would trigger regulatory sanctions and fines, and all regulatory data is subject to
signficant independent scrutiny and due diligence. In 2008, our process of data collation and verification was accredited to
ISO 9001:2000, and this accreditation has been retained with an extended scope of service.

Ofwat has a duty to promote competition wieeit judges it to be in the best interests of customers, and in 2009 judicial
Of FNATFTAOIGAZ2Y 6+ a 3IAGSY 2y Fy AYLRNIFyYy(d LA ine aointmdhk y OA LI S
of a new company to supply water and sewerage ses/to a specific areao a hew entrant in the water industry.

h¥sl 6Q&8 LINRLRA&LFE (KIG GKS AyRdzZAGNE | O02dzyia T2N S OK St SYy$§
separation of distinct activities, would require changes to ¢berent legal framework. The Welsh Assembly government has
AYRAOFGSR Al Attt O2yad# G 2y GKS O2yQfdaAarizya 2F GKS /I @8
conclusions would, if adopted, lead to a change in the structure of the indusid have serious implications for the

Company. The competitive market in Wales is currently limited to business customers using more than 250 megalitres of
water per annum (50 megalitres in Englardf which Welsh Water has some 120 customers who aetéor around 4% of

total turnover.

Operational risk

We have reassessed operational risk following the experience of the last few years where we have experienced more extreme
patterns of weather, particularly storms and periods of prolonged freezingitiond. Wales is currently one of the least
constrained parts of the UK in terms of water resources (subject to the regulatory risk to abstraction licence review referre

to above), but customers in our region are not immune from the effects of periodsafht.

More generally, operational risk is varied and may include:

« the impact of major operational incidents on public health, environmental quality or customer service, whether arising
from equipment failure, from natural eventsa dzOK I & WbrQriore exfrefne \DeatRef events as a possible
consequence of climate change

¢ changes in environmental, consumer protection and public health and safety law and regulation, which typically require
ever higher standards of performance

« the health and safetyisk associated with the operation of a large and complicated network of water and sewerage assets

« the risk of losing and failing to recruit key people in Welsh Water to ensure we have the competencies and experience
needed to meet our longerm obligatiors.

« the changes associated with our programme ogiifibled change which is upgrading old IT systems and introducing
simplified and more robust business processes. The Board has approved policies and operational strategies to mitigate
each of the risks tohe reputation, operating results and financial position of Welsh Water. Business risk is also mitigated
by the availability and terms of insurancecovering property, business interruption, public liability, environmental
LRffdziA2y FyRy.SYLX 288NDa tAFOoAf Al

Financial risk

Welsh Water is exposed to a number of financial risks, many of which are heightened at a time of economic recession. These

include:

e revenue risk, such as a reduction in metered demand and the loss of large business customers

» the colletion of customer charges and naacovery of customer debt

e external cost pressures, such as changes in the price of chemicals or power. pricing

« deflation and the impact on both revenues and regulatory asset value from a negative Retail Prices Index

e acces to capital markets while the business needs to finance a continuing large capital investment programmes and to
refinance some existing debts.

The overall financial risk is that Glas Cymru may not be able to finance the operating and capital invebtigatibres of

Welsh Water, which continue to be financed from cash flow from operatipAsy 2 G KSNJ ¢ 2 NR & and alzd (i 2 Y S NJ
raising of finance from the capital markets. Under our funding arrangement we are required to ensure that the business has
sufficient committed facilities available to meet at least 12 months anticipated net cash requirement.

Financial risk is mitigated in three ways:

e (KS INRdzZLIQE TFAYIYOALf LRa&AGAZ2Y G om al NOK HnawmiliteaK2ga |
available, which gives the business a high degree of liquidity

+ following the successful £140 million bond issue in March 2010, Welsh Water has funding for its investment programme
for substantially the whole of the next fiweear regulatory period

« the impact of deflation is mitigated by the high proportion of indieked debt issued by the Company.
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Definition, purpose and target for each KPI

Measure

Overall bacteriological
water quality
Strategy: Customer service

Customer satisfaction
Strategy: Customer service

Health and safety

(Acddent Incident Rate — AIR)
Strategy: Occupational health
and safety

Bond credit rating
Strategy: Finandng

Customer Dividend
Strategy: Customer value

Gearing
Strategy: Finandng

Interest cover
Strategy: Finandng

Overall Performance
Assessment (OPA)
Strategy: Customer service

Purpose

An important measure of the quality of water
supplied to customers is compliance with
bacteriological standards. There is also a ¢

between failures in bacteriological quality and
unsatisfactory water supplied to customers.

This measure is not 2 component of Ofwat’s OPA index.

Since 2001 the Board has monitored cusstomer
satisfaction with the services provided by Welsh
Water via a six monthly customer opinion survey
undertaken by Beaufort Research. Although
customer opinion can be influenced (often adversely)
by media coverage of events elsewhere in the UK
water industry, this is an important indicator of the
COMPany’s Progress.

AIR is a statistical index used by the Health and
Safety Executive (HSE) to benchmark company
and sector relative performance. it is the number
of reportable incidents occurring in a reported
period per 100,000 employees.

Adirect way of further reduding Weish Waters
financing cost is to improve the credit rating of the
group’s corporate bonds. Executive directors are
incentivised to maintain bond ratings.

As well as improving aedit quality, finandng
efficiency is used to build up reserves to insulate
Welsh Water and its customers from unexpected
osts and to have scope to retum money to
customers through sustained ‘customer dividends”
Through the ‘customer dividend’, therefore, the
customers of Weish Water share in the success of
the business.

The Glas Cymru business model aims to reduce
Welsh Water's asset financing cost, the industry’s
single biggest cost. Improved credit quality is key
to keeping Welsh Water’s cost of finance as low
as possible. Gearing is the ratio of Net Debt to
Regulatory Capital Value of Welsh Water.

Meeting interest cover covenants is key to
maintaining mvestor confidence and to keeping
Welsh Waters cost of finance as low as possible.
Interast cover & the ratio of operating cashflow
(before maintenance) to net interest (excluding
indexation).

OPA is the measure published by Ofwat of each
company’s overall defivery of service to customers.
It reflects a broad range of services provided to
customers across key areas of water supply, sewerage
service, security of supply, customer service and
environmental impact.

Source
Drinking Water Inspectorate

Beaufort Research

June Retum

Rating agencies apply their own definition and
methodology in assessing bond credit rating.
Bond ratings are independently determinad
by three rating agendies: Standard & Poor’s,
Moody's and Fitch Lovell.

Glas Cymru Audited Accounts

Glas Cymu investor Report

Glas Cymru Investor Report

Target
100% of all assets compliant.
We achieved 99.77% compliance in 2008-09.

To maintain consistent high level of customer
satisfaction.
This has been maintained in 2008-09.

To have one of the best AIR of the UK's water and
sewerage companies and to compare favourably
with appropriate HSE benchmark for AIR.

This target was achieved in 2008-09.

Corporate credit rating of ‘A’ grade.
This was maintained in 2008-09

Progressive ‘customer dividend’ policy.
This has been maintained — the ‘customer dividend”
was increased to £21in 2008-09 (2007-08: £20).

It was further increased to £22 for the finandial year
that commenced on 1 April 2009.

To reduce gearing to around 70%.
At31 Masch 2009 gearing was 72% (2008: 72%).

To maintain interest cover consistent with
target aedit rating.
This has been maintained in 2008-09.

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

We believe this has been achieved in 2008-09 in which
we scored 406 (PA points.

The measures of performance reported on page 5 derive from Weish Waters annual requiatory report to Ofviat (the “June Return”} and are measures defined and monitored by Ofwat,
the Drinking Water inspectorate or the Enviranment Agency. An Overview of the latest june Retum is available on request or from our website Wiww.dwitymriL cm.

to Target
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Welsh Water is the only trading company of the Glas Cymru GroupDifbetors of Welsh Water are alddirectors of Glas
Cymru.Directod Q A SNIWAOS O2y N} Olaz LIe& IyR AyOSyiliA@dS | NNIy3aSYSyi:
role of the Remneration Committee is to approve, implement and keep under review thmureeration policy and practice.

Remuneration Policy

The Committee considers the principles and provisions of The Combined Code on Corporate GoveMdnéeS Hnny 6 Wi f
Combined @ RSQU0 6KSy aSidaya GKS LiRtAOe yR G(SN¥a F2N aSyAaz2N) SE
Committee also considers the remuneration structures (strategy, policy and approach) across the Group as a whole and to any
broader social, evironmental and governance issues.

The aim of the remuneration policy, which is broadly consistent for employees, is to support recruitment, retention and
motivation and reward high performanagthereby ensuring that the business is managed by highreatikecutives who are

incentivised to produce sectdeading performance. The policy is designed to align as closely as practicable the interests of

the individual with the longeterm interests of the business and, especially, the interests of the cuswofeNelsh Water. A

KAIK LINBPLRNIAZY 2F 9ESOdziA@GS 5ANBOG2NEQ NBYdzySNI A2y A& oI
protecting public health, protecting the environment and customer service.

The executive remuneration package qmses four elements: base salary and benefits; two elements of variable gy
annual incentive and a longer term performance related incentive; and a pension.

The general remuneration policy applies to Executive Directors and to the senior leadeeshignd has been founded on
the following principles:

« when setting levels of pay the Remuneration Committee exercises judgement such that, having regard to an
AYRAGARdZ f Q&8 SELISNASYOS |yR NBALRYA&EAO Awhdnicampared s ihe NB Y dz
relevant market and the organisation generally;

¢ salary is the only element of total remuneration that is pensionable and is reviewed annually;

« Ofwat and other stakeholders judge the success of the business against water and enwi@ngoality, customer
service standards and financial performancand these are the hard auditable and comparable performance
criteria and determinants that underpin the remuneration policy;

o the remuneration policy shall reflect the intention of the &8d that Welsh Water should be one of the best
performing companies in the sectedr aAAYAFAOI yi LINRPLERNIAZ2ZY 2F (GKS 5ANBO0
variable and dependent on the achievement of stretching performance targets that ensure thatténests of
YEYyEFE3aSySyid FINB FfA3dySR sAGK GKS t2y3aSNI GSNY 2062S8S00A0S84

« annual variable pay will have a strong focus on operating efficiency and service standards measured against absolute
(not relative) targets sdby the Committee; and

» there will be a claw back of variable rewards (including long term variable pay) where rewards are made on the basis
of performance that subsequently prosto be misstated.

When setting remuneration, the Remuneration Committeadvised by HNBS in respect of remuneration policy in the UK
water companies (both quoted and unquoted) taking into account, amongst others, turnover and business complexity (e.g.
regulatory versus non regulatory business and international exposure) afotmparator companies. In addition, reference is
made to remuneration practice in the FTSE 250. The Committee may also have regard to a®ftexition and job size and

to individual and company performance.

As explained at last year's Annual Gendfakting, the Committee has reviewed the remuneration policy and has made some
material changes to the chosen performance metrics that will apply during the new AMP. Accordingly the next two sections of
this report describe the variable pay arrangementstthpplied during 2009.0 and then a description is given of the revised
remuneration policy that is in place for 201Q.

Annual variable pay in 20620

IN2009Mns GKS YIFEAYdZY FyydzZ £ GFENAFoOfS LI & LI &Lvith @dymeérdtafthennn LIS N.
maximum available amount divided across three components: customer service performance (40 PBBS), financial
performance (40 PPBS) and performance against four specific operational measures (20 PPBS, 5 PPBS per measure).

The custome&t SNIIA OS O02YLRyYySyid A& RSISN¥AYSR gA0GK NBFSNBYyOS (2 GK!
Ofwat. 40 PPBS would be earned for achieving 1st position in the OPA ranking of the ten water and sewerage companies of

9y 3AflyR IyR 2deSt S8 o&WShX0!lr [ISMRA y tt.{ oéwum: 2F (GKS YFEAYdzy F21
median performance, being the average score of the 5th and 6th ranked companies, with ranking above this (but not below)
rewarded on a linear scale.
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The OPA includes ndimancial performance measures for:

« water supply: including drinking water quality compliance, interruptions to supply and restrictions on supply;

e sewerage measures: including sewage flogdincidents and a quality of effluent discharges to the environment that
meets legal and regulatory standards; and

e customer service performance: including speed of response to telephone and written billing enquiries and handling of
written complaints.

At the discretion of the Committee, this element of variable pay may be adjusted up or down by up to 10 PPBS to reflect
identifiable and significant aspects of customer service performance not captured by OPA. In November 2009 the Committee
reduced the amant payable in respect of the financial year 2a@8by 5 PPBS to reflect the higher number of water quality
incidents experienced by Welsh Water in 2008.

The financial component of the annual performance related variable pay was based on net casheflore Capital

expenditure but after net interest payable) and can earn up to 40 PPBS. Performance is rewarded on a linear scale from zero

for meeting the annual cash flows in the regulatory settlement for2005 | yy 2dzy OSR 6& h¥él RinalAy 530S
5SGSNYVAYLFGA2Y Q0SS wp tt.{ O6cH®p: 2F YIFEAYdzY F2NJ GKA& StSYSy
levels approved by the Committee. To achieve target level payment requires that Welsh Water outperform the Final
Determination.

The specific operational measures are determined by the Committee on an annual basis and are structured as absolute
measures and as such dependent on improved performance by Welsh Water, and not simply good relative performance. The
Committee set challengg targets to be met to earn this element of variable pay with no amount being payable for
performance at or below performance in 2608 and (except for measure (a) below) to earn maximum payment would have
required performance equal to the best perforn@min the sector.

The measures and targets selected by the Committee for A00&ere:

(a) Avoidable customer complaints, being complaints that relate to a service failure by Welsh Water, which shall not include
complaints as regards matters of Boamlipy or activity relating to the collection of customer charges.

000 {S6SNI FTf22RAY I }ib othektbadaius t hydraulicWeio&dSNbe Saweracivdr)

(c) C{:\tggory 3 pollution incidents. Any environmental damage is a coandrall of these less significant pollution events are
AYOSEAGATF KSR O F2INJ WY SUANDYAFAOLIYG S@Syid (2 SyadaNB GKFG fSaaz
0RO ¢KS hLISNIGAZYLEf tSNF2NYIyOS LYRSE 6Wht LQOYurdtdasiessS 5 NIy
overall drinking water quality.

Annual performancerelated bonus payments

The200avn ! OO2dzyiia AyOfdzRS Iy | OONMz2t 2F mMuutInnn 0Sljdza gkt Syl
2F 2S8fakK 2| GSNRa NXBeykail énded 31INAMI221NNT heyfiGtSlerffedt M8 afinial variable pay will be

paid in June 2010 and the Committee will make its assessment of amounts payable in respect of service performance for
200910 in the Autumn 2010, following publication by Ofwatitsfannual Levels of Service Repdithe estimated amounts

payable to each Executive Director are:

Nigel Annett 9,440
Chris Jones 7®520
Peter Perry 67,080

Rolling Long Term Incentive Scheme in 2D

200910 was the final ya& in which awards could be made under the lontegm incentive scheme introduced on 1 April
HAnp O0UKS Ww[¢L{QU® CAGS Fyydzdt ol NRaE KIGS 6SSy VYI-RS dz¥RS
10 is 60 PPBS, with 30 PPBS (50% of thevha@f 0 6 SAy 3 LI &l o6f S F2NJ NBFOKAy3a Wil N '
between customer service and financial performance components.

fd
u»
ety

Payments will normally be made within 9 months of the end of the final year to which they relate, but paymeiiemay

deferred at the discretion of the Committee in the event that there is a significant deterioration in performance. Defgyral m

be for up to 2 years, or until the shortfall has been remedied, whichever is the earlier. In addition, payment of ugPB®0 P

gAff 08 RSFSNNBR Ay (GKS S@Syild GKIFIG GKS dzyRSNIe@Ay3a NIdGAy3a 2°
2T GKS wlidAay3 1'38SyOrAsSas SAGKSNI dzyGAat GF1Sy 2FF WONBRAG 410
shall be forfeited.
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compiled by aggregating OPA scores for each of the lastr8 ypato and including the relevant year of assessment. This will

be payable on a sliding scale of 100% (30 PPBS) for achieving 1st position, 75% for 2nd, 50% for 3rd, 25% for 4thrand zero fo
being ranked 5th or below of the 10 comparator companies.

TheFAYFYOALFf LISNF2NXIFYyOS O02YLRySyid Aad olaSR 2y WCAYlFYyOAlf wé
2010, as defined for the purposes of the quarterly Investor Report routinely publlshed by the Company For the per-lod 2005

2010, growK A Y CA)/IyOAIf WSaSNJZSa gl a O2yaARSNBR (KS o0Sai AYlLY
FNRBY CAYylLYyOAlt wSasSNwsSa (Kl G6KS wOdzA(2YSNI RAGARSYRQ |-yR I
funded.

Under RLTIShe target range for 20020 was set 3 years ago, subject to consideration by the Committee of circumstances
that might, at the discretion of the Committee, require the target range to be revised. These include: (a) where there are
differences between auoal inflation and the assumptions originally made; (b) where the Board modified relevant policy after
the original forecast was made; and (c) where there is any other material influence on Financial Reserves not originally
foreseen and which the Committetetermines to be outside the control of Executive Directors. Amounts payable forZZD09

will be measured by reference to a lower limit, the Final Determination for the period-2008, at which no payment will be
earned, a target level at which 50% ofximum will be earned and an upper limit, set by the Committee, at which maximum
payment will be earned. To achieve target level payment therefore requires that Welsh Water outperform the Final
Determination.

The Committee may also, at its discretionjustl any payment calculation up or down to reflect events or factors that are not
captured by the formulae described above, providing that justification for any such adjustment is disclosed in the ndxt annua
remuneration report.

Rolling longterm incentive £heme payments

The200wn CAYLFYOAlLf {1 GSYSylGa AyOftdzRS |y I OONHz-f 2F MmMpHINcA
SaGAYFGS 2F 2S8fakK 2 GSNRa -yeaBperodiehdd$31 MAMPEMNIhe ConBittcEr@akd itd K S K NJ
final assessment of amounts payable under the RLTIS forED@® the Autumn 2010 following publication by Ofwat of its

Levels of Service Report for the year.

Nigel Annett £60,060
Chris Jones £47,355
Peter Perry £45,045

Remuneration policyfor 201011

The Committee has agreed that a new framework for variable pay is needed to reflect the regulatory contract that Welsh

Water is required to deliver in the five year regulatory period ending on 31 March 2015, which is the most challenging the
YLl yeé KlILa 68Sy aSi aAyO0S GKS AyRdZAGNE 61 a LINAGFGAASR AY ™
2 GSNRE 6+ GSNI YR aSsSNI IS OdzAili2YSNE gAff NBRdIzOS 20SN) (KS
deliver thislevel of bill reduction Welsh Water would need to significantly reduce those operating costs that can be managed

2N AYTFEdzSyOSR o6& YIylFaSySyid owOz2yiGNRiftlofS O02aiaQu o0& | NRd
performance; (i) meahg new serviceability targets set out in the Final Determination which are also very challenging; and (iii)
RSEAGSNAYI I+ mMmdH O0AffA2Yy OFLMAGEFE Ay@SadayYSyd LINBINIYYSI K
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The following table summarises the new remuneration policy for the executive directors:

Element of Purpose Policy How it works
remuneration
Base salary
Help recruit and retain ~ Recognise individual Paid monthly (cash)
key employees experience/responsibility Reviewed annually
Reflect individual Set at level so total pay is fair Nominal benefits in kind
role/experience relative to market and Any increases to be reflective of
organisation generally staff pay
Persion
Reward sustained Provide competitive post Competitive defined benefits
contribution retirement benefits pension scheme
No compensation for public ~ Benefits accrue relative to length c
policy/tax changes service at retirement

Remuneration Qmmittee
reviewing alternatives for directors
in response to tax changes

Annual variable pay

(for 20102011) Incentivise delivery of 3 elements (40% new Paid annually (cash)
specific predetermined  dashboard; see below; 40% Measured vs. annddargets set by
goals operating cost efficiency Remuneration Committee
Reward ongoing good  20% strategic and personal  Subject to clawback if found to be
stewardship of business measures flawed

Promote team culture ~ Maximum of 100% base salai
Remuneration Committee has
discretion to adjust (range
10% to +10%) to give a fair

result
Long term variable pay
scheme (for 201€2015) Incentivise long term Half subject to elative Paid in phased annual instadmts
performance/ business customer service (cash)
outcomes aligned to performance; annual awards Customer service measured
interest of Welsh of up to 30% of salary to be  annually on a relative basis across
gl G§SND& Odza made years
Half subject to creation of Customer equity measured over

customer equity in excess of the 5 year regulatory period (2010
business plan; a one off awar 2015)

of up to 150% of salary

phased across five years

The total variable pay opportunity for the new regulatory period has not been increased, Bhbas above changes have
been made to some of the metrics upon which it will be assessed. The most radical change has been to the annual plan where
NBflFiABS ht! KF& 0SSy NBLIFOSR 6AGK I ySg O2NLIRNFGS WRI aKo:

1. Our own wellbeing

2. Safe drinking water

3. Safe sanitation

4. Protecting our environment
5. Brilliant customer service
6. Delivering cost efficiency

This dashboard of measures will apply across the organisation, from executive director ttoopmrel. This should promote
a team culture, create organisational alignment as well as demonstrate our performance assessment in a clear and concise
manner.

The Committee has agreed and has put in place a new long term variable pay scheme, whectapdtile of revision at any |
GAYSE Aa AYyOGSYyRSR (2 2LISNIGS F2NJ I FAGBS @SIFNILSNA2ZR 02YYSy(
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Remuneration: Chairman and NelExecutive Directors

Responsibility for deteriming the fees of the Chairman of the Board and of the {Eaacutive Directors sits with the
Committee and with the Board respectively. These fees are reviewed annually. There was no change in the fees of the
Chairman and the NeExecutive Directors in 20010 as the Remuneration Committee wished to set a clear example in the
economic conditions that prevailed at that time.

Following a 2 year benchmark review undertaken in February 2010, the fees payable for the financial yddr 2@t0

0 Chairman £19®00 (2009: £190,000)

o Non-Executive Directors £ 54,000 (2009: £52,500)

No additional amount is payable to the Chairman or any-Hrecutive Director for the chairmanship of, or membership of,
Board Committees or for the undertaking of any special oespbilities. The Chairman and the NBrecutive Directors are
FLILRAYGSR dzyRSNJ f SGGSNAE 2F FLILRAYGYSYy iz GSN¥YAYylLofS o0& SAGKS

Remuneration: Executive Directors

Consistent with the decision of the Committee in respectidck S / KF ANXI y Q& FSSax GKS alflFNASaA
200910 were unchanged from the previous year.

Following a 2 year benchmark review undertaken in February 2010, the base salaries payable for the financial yiar 2010

are:

Nigel Annett  £268,000 (2009: £260,000)
Chris Jones  £211,000 (2009: £205,000)
Peter Perry  £201,000 (2009: £195,000)

There are 9 executives, for who the remuneration policy is broadly consistent with that followed for executive directors,
whose basic salary exceed<091000.
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Licence condition F6A certificate

9EGNI OG 2F YAydziSa 2F¥ + YSSGAy3I 2F 5AN 62N KSfR G (G(4KS 5
on 4 June 2010.

Approval of the Regulatory Accounts fohne year ended 31 March 2010

The Regulatory Accounts of the Company for the year ended 31 March 2010 were tabled and discussed. IT WAS RESOLVED
that they be and are hereby approved.

The Secretary was asked to send to the Water Services Regulation Authaertificate in accordance with Condition F
Paragraph 6A.2A of the Instrument of Appointment (as amended) as follows:

S5ANBOG2NEQ OSNIATAOLFIGS 2y GKS LINRBGSOGAZ2Y 2F (GKS LILRAYGSR ¢

THAT in the opinion of the Directors, the Company will havdadlaito it sufficient financial resources and facilities to enable
it to carry out, for at least the next twelve months, the Regulated Activities (including the investment programme netessary
Fdzf FAE GKS /2YLI yeQa 206f Adhtmé)2y a dzy RSNJ 4 KS Ly &adNdzySyid 2F 11

THAT in the opinion of the Directors, the Company will, for at least the next twelve months, have available to it management
resources which are sufficient to enable it to carry out the Regulated Activities (including the investment programme
nSO0S&4al NB (2 FdzZ FAE GKS /2YLIl yeQa 20fA3lFdA2ya dzyRSNJ 1KS Lya

THAT in the opinion of the Directors, the Company will, for at least the next twelve months, have available to it systems of
planning and internal control which are suféint to enable it to carry out its Regulated Activities (including the investment
LINEANI YYS ySO0SaalNE (2 Fdf FAEf GKS /2YLIyeQa 20fA3LGA2YaE dzyf

THAT in the opinion of the Directors, all contracts entered into with any aedctompany include all the necessary
provisions and requirements concerning the standards of services to be supplied by the company, to ensure that it is able to
meet all its obligations as a water and sewerage undertaker; and

THAT in the opinion of th®irectors, the Company has sufficient rights and assets to comply with the requirements of
paragraph 3.1 of Condition K of the Licence.

The following factors have been taken into account by Directors in giving this declaration:

a) The financial strength othe Company and the management and other resources available to the Company as
recorded in the Regulated Accounts for the year ended 31 March 2010;

b)¢ KS 062y R LINRPANIYYS 2F FAYIYOAYy3I AYLX SYSYGSR o@algAN / & YN
to provide future financing for the Company (including the investment programme necessary to fulfill the
[ 2YLI yeQa 26fA3LGA2ya dzyRSNJ GKS Ly&aidNHzySyid 2F ! LILRAY G YS

c) The termination of the outsourced contracts for operational services andthe Can@ain  LJ | ya T2 NJ GKS Ay
these services into a single business;

d) The outcome of the 2009 regulatory price review for the five year period to 31 march 2015 and its impact on the
I 2YLI yeQa odzaiySaa LXIFyaAT

e) The results from the ongoing monitoring afidncial, operational and compliance controls and the risk management
process reported to the board via four formal committees; the Audit Committee, the Remuneration Committee, the
b2YAylLiA2ya [/ 2YYAGGSS FyR (KS vdz f ksinkernd 308t fudgficdd has2 vy Y Sy (i
carried out a programme of work, which incorporates a review of the control environment;

f) The Board has reviewed the effectiveness of internal controls in compliance with the requirements of the Combined
Code; and

gTheUnderta Ay3 GKIF({G DflFa /&@YNHz /e@Fey3aISRAI oaDfla /@YNHzE0O KI 2
which Glas Cymru confirms that it (and each of its subsidiaries other than the Company) will:

. Provide the Company with all such information as may beessary to enable the Company to comply with
the requirements of the conditions of Appointments, or such additional information as the Director may
reasonably require about their activities and the financing of them;

. Refrain from any action which would oray cause the Company to breach any of its obligations under the Act
or conditions of Appointments;
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Ensure that at all times the Board of the Company contains a majority eéxecutive directors;

Comply with thePrinciples of Good Governance and Code of Best Practice (or any successor document having
a similar purpose or intent) as may from time to time be appended to or approved for the purposes of the
Listing Rules of the UK Listing Authority; and

. Not make anyhanges to their respective Memorandum and Articles of Association without the consent of the
Director.

THAT in the opinion of Directors, the company has sufficient rights and assets to comply with the requirements of paragraph
3.1 of Condition K of theidence.

Disclosure of transactions with associates
There were no transactions with any associated companies except for:

e ¢KS RANBOGZ2NB 2F 5ANI / & YNHz

/@Fey3aSRA3T I N Ffaz2 RANBOI
| 26 S@PSNE G(KS SyzfdzrSyida 2F (GKS RANBOG2NBR FNB LI AR AY
predominantly related to the regulated watéry R &S 6 SN} 38 o6dzaAySaad 5dzNAy3d (KS &
amounted to 1,416,344(200809: £1335,369.

e 5S002NR AyOftdzRS | ft2FLy G2 GKS /2YLIyeQa AYYSRAFGS LI N

million (2009: £370.5m). The interesite on this loan is 12%. Loan interest of £44.6 million (2009: £44.6m) has
been waived by the company during the year. The interest waiver is a practical alternative to funding the interest
otherwise receivable by the company by means of an ordinaryetidd

e ¢KS LINPOSSRa 2F (KS INRAZINEYyO62¢R BIARNANE YNBz KE®PEyaSRBRy3a2
loan agreement. Under the terms of this agreement, the interest rates payable by the company are based on the

interest rates payable to the bondholdg after taking into account interest rate and currency swaps, plus a margin
of 0.01%

Certified a true copy

RGCurtis LLB ACIS
Company Secretary

21June 2010
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Report on procurement activities

Under paragraph 9 of ConditioF1 of the Welsh Water Licence, the Company is required to submit to Ofwat each year a
written report on its procurement activities.

Welsh Water has undertaken a limited amount of procurement in the period April 2009 to March 2010. The majority of our
requirements are covered under contracts established during 2005 and 2006. These include contracts for operational services
gAGK ' YAGSR ! GAtAGASE hLISNIGAZ2YylE {SNBAOSaE IyR YSEtRI 2 GSN
Costain, MrganEst, Morrison, Imtech and Black and Veatch; billing and income services with Veolia; IT services with Tata
Services, Capgemini UK plc, Logica, laboratory and analysis services with Severn Trent Laboratories Ltd and network
development consultancy sdoes with Hyder Consulting UK Ltd. These contracts cover the provision of the vast majority of

the external services required by DCWW.

During the past year Welsh Water undertook an extensive process of review arejodiation of the operations contrast

and this has resulted in the conclusion of the contracts with United Utilities Operational Services and Kelda Water Services
and the activities have been-ntegrated within Dwr Cymru. In line with the provisions of the asset investment contracts we

alo undertook a detailed review and #eegotiation with our existing contractors. The framework arrangements were
SEGSYRSR dzyiAt wnmp SAGK a2NHIFIy9aliz /2adlAys az2ZNNRazyazr [ |
has extended the leakg services contract with RPS until 2015.

Other Procurement activities
In addition to managing the main outsourced arrangements Welsh Water has also carried out procurement activity relating to
the following areas:

e Marketresearch

¢ Insurance of theapital programme
¢ Officestationery

« Office furniture and fit out

e Security

« Small tools

¢ H&S vendor assessment

¢ IT benchmarking

« Efficiency modelling
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SANBOG2NEQ NBalLRyaAaAoAftAlGAS

TheDirectors are required by the terms of thedmument of Appointment to prepare regulatory accounts for each financial
year in accordance with Condition F of the Instrument of Appointment and the Regulatory Accounting Guidelines. In
preparing the regulatory accounts, thigirectors ensure that appragate accounting policies have been adopted and applied
consistently, that applicable accounting standards have been followed and that reasonable and prudent judgements and
estimates have been made.

It is theDirectors' responsibility to maintain adequatecounting records and to institute and maintain systems and controls

designed to safeguard the assets of tmmpanyand hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities.

By order of the Board

RGCurtis LLB ACIS
Company Secretary

21Jwne 2010
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Directors of DAr Cymru Cyfyngedig

We have audited theegulatoryaccountsof DAr Cymdz / & T & thé&cBrRpAnip oropdges3 to 78 which comprise:

« the regulatoryhistorical cost accounting statements comprising the regulatbistorical cost profitandloss accountthe
regulatoryhistorical cost balance sheethe regulatory historicatost statement of total recognised gains and losses, the
historical cost cash flow statement and the related notes to the historical cost financial statements including the
statement of accounting policiemnd the historical cost reconciliation between tstiry and regulatory accountsand

« the regulatory current cost accounting statements for the appointed business comprising the current cost profit and loss
account, the current cost balance shetite current cost statement of total recognised gains #éskesthe current cost
cash flow statement and the related notas the current cost financial statemeniscluding the statement of accounting
policies.

This report is made, on terms that have been agreed, solely tadh®anyand the Water ServicesBulath 2 y ! dzii K2 NR& ( &
2 { w)linkbrder to meet the requirements of Condition F of the Instrument of Appointment granted by the Secretary of State

for the Environment to th&ompanyas a water and sesvage undertaker unddJ G KS 2 | (1 SNJ L th&Reglata® ! O
[ A OS$.y00r &Mt work has been undertaken so that we might state tocthmpanyand the WSRA those matters that we

have agreed to state to them in our report, in order (a) to assistdimpanyto meet its obligation under th€© 2 YLJ y & Q&
Instrument of Appointmentto procure such a report and (b) to facilitate the carrying out by the WSRA of its regulatory
functions, and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other tlan thecompanyand the WSRA for our audit work, for this report or for the opinions we have formed.

Basis of preparation

The regulatory accountshave been prepared in accordance with Condition F of the Appointment and the Regulatory
Accounting Guidelingsthe accounting policies set out in the statement of accounting policies and, in the case of the
regulatoryhistorical cost accounting statements, under théstorical cost convention.

Theregulatoryaccountsare separate from the statutory financialeséments of thecompany There are differences between

United Kingdom Generally Accepted Accounting Princiftds GAAR and the basis of preparation of information provided in

the regulatoryaccountsbecausethe Regulatory Accounting Guidelines speaitgrnative treatment or disclosure in certain
respects. Where the Regulatory Accounting Guidelines do not specifically address an accounting issue, then they require UK
GAAP to be followed. Financial information other than that prepared wholly on the b&3iK GAAP may not necessarily
represent a true and fair view of the financial performance or financial position of a company as shown in financial $satemen
prepared in accordance with the Companies 2@06

Respective responsibilities of the WSRAe directors andauditors
The nature, form and content akgulatory accountsare determined by the WSRA. It is not appropriate for us to assess

GKSGKSNI GKS yIGdzNBE 2F GKS AyTF2NXIGA2Yy 6SAy3 NB ANInG\R dzLl2y

we make no assessment.

Thedirectora Q NB a LJ2 y &4 A 0 A f ArégdleBoiyacoRnisin AddbRiadteNdthyRegulététySAccounting Guidelimes a
set out in the statement oflirectors' responsibilities foregulatory information on pageo.
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the Directors of DANJ / @ YNMz / @ FéyISRA 3
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Our responsibility is to audit theegulatoryaccountsin accordance with International Standards on Audifiog and Ireland)
issued by the Auditing Practices Board, except as stated in\Blasis of audit opinidRbelow, and having regard to the
guidance contained in Audit 05/0%Reporting to Regulators of Regulated Entifles

We report to you our opinion as to whether the regtadey historical cost accounting statements present fairly, under the
historical cost convention, the revenues and costs, assets and liabilities of the appointee and its appointed business in
accordance with thecompand Ly & G NHzYSy (i 2 T adtohllAgcauftingr@uideline 12.93RGuiddir dife
classification of expenditure), Regulatory Accounting Guideline 3.06 (Guideline for the contents of regulatory accounts) and
Regulatory Accounting Guideline 4.03 (Guideline for the analysis of operasStgyarm assets); and whether the regulatory
current cost accounting statements on padg€sto 78 have been properly prepared in accordance with Regulatory Accounting
Guideline 1.04 (Guideline for accounting for current costs and regulatory capital vé&egsiiatory Accounting Guideline 3.06

and Regulatory Accounting Guideline 4.03. We also report to you if, in our opiniorgothpanyhas not kept proper
accounting records as required by paragraph 3 of Condition F and whether the information is in agreeithethe
FLILIRAYGSSQa | O02dzyiAy3d NBO2NRA FyR KIFa o06SSy LINBPLISNI @& LINBLI
appropriate, Regulatory Accounting Guideline 1.04, Regulatory Accounting Guideline 2.03, Regulatory Accounting Guideline
3.06 and Regulatory Accounting Guideline 4.03.

We read the other information contained in thregulatoryaccounts including any supplementary schedules on which we do
not express an audit opinion, and consider the implications for our report if we becormeaf any apparent misstatements
or material inconsistencies with thegulatoryaccounts The other information comprises thwperating and financiakeview,

the notes on regulatory information and the additional information required bydbmpany a gulatBry Licence.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Boardexcept as noted below. An audit includes examination, on a test basis, eheeidelevant to the amounts

and disclosures in theegulatoryaccounts It also includes an assessment of the significant estimates and judgements made

by thedirectors in the preparation of theegulatoryaccounts and of whether the accounting policiase appropriate to the

compan2a OANDdzvaidl yoOSasz O2yaradSyidte | LIWIXASR YR RSldad GSte R

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient edience to give reasonable assurance that tegulatoryaccountsare free from material
misstatement, whether caused by fraud or other irregularity or error. However, as the nature, form and contegtiatory
accountsare determined by the WSRA, we didt evaluate the overall adequacy of the presentation of the information,
which would have been required if we were to express an audit opinion under International Standards on Auditing (UK and
Ireland).

Our opinion on theegulatoryaccountsis separatefrom our opinion on the statutory financial statements of tbempanyon

which we report, which are prepared for a different purpose. Our audit report in relation to the statutory accounts of the
company(our $tatutoryCaudit) was made solely to theompanyyQa YSYO SNE S | a | osBcRodss4950406 | O 02 NR
and 497 of the Companies Act 2008ur statutory audit work was undertaken so that we might state to tbempany &

members those matters we are required to state to them istatutory auditorsCreport and for no other purpose. In these
circumstances, to the fullest extent permitted by law, we do not accept or assume any responsibility to anyone other than the
companyand thecompan?d Y SY 0 SNE | & statutory adidk dvorkf ®Murstadalddy audit report, or for the

opinions we have formed in respect of thetatutory audit.

The regulatoryhistorical cost accounting statements gmages33 to 65 have been drawn up in accordance with Regulatory
Accounting Guideline 3.06 in that infrastruct renewals accounting as applied in previous years should continue to be
applied and accordingly that the relevant sections of Financial Reporting Standards 12 and 15 be disapplied. The &fect of th
departure from Generally Accepted Accounting Primsphlnd a reconciliation of the balance sheet drawn up onttagsto

that drawnup in the statutory accountsunder International Financial Reporting Standards andGbenpanies Act 2006s

given on pageé4 to 65.

Page 31



LYRSLISYRSY U ttdzRe\ViaeNFerGices\Beguathah Authority and
the Directors of DANJ / @ YNXz / @ F@yISRA3I 02y i QR

Opinion

In our opinion theregulatoryaccountsof the companyfor the year ended 31 March 20 fairly present in accordance with

Condition F of the Instrument of Appointment granted by the Secretary of State for the Enenbrianthe companyas a

water and sewerage undertaker under the Watedustry Act 1991, the Regulatory Accounting Guidelines issued by the

WSRA and the accounting policies set out on pd8éde 48 and 70, the state of thecompan®® & | F FI A NE10bnlan om a | NX
historicalcost and current cost basis, timéstoricalcost and currentost profit for the year and thaistorical andcurrent cost

cash flow for the year and have been properly prepared in accordance with those conditions, guidelines andiragcount

policies.

In respect of this information we report thah our opinion:
e proper accounting records have been kept by the appointee as required by paragraph 3 of Condition IRstfithent;

e GKS AYTFT2NNIGAZ2ZY A& Ay | IdaEh§ vSnddiandshasibien rép&rly praphrtl inaccddaeza | 00
with the requirements of Condition F and, as appropriate, Regulatory Accounting Guideline 1.04, Regulatory Accounting
Guideline 2.03, Regulatory Accounting Guideline 3.06 and Regulatory AccdButifedine 4.03 issued by the WSRA,;

¢ the regulatoryhistoricalcost accounting statements qrages33 to 65 present fairly, under théistoricalcost convention,
the revenues and costs, assets and liabilifes cash flowsf the appointee and its appoiatl business in accordance
with the compan2d Ly adNHzySyd 2F ! LIWRAYyGYSyd FyR wS3dAld2NE | O0;
Guideline 3.06 and Regulatory Accounting Guideline 4.03 issued by the WHRA;

e the regulatory current cost accountingatements onpages66 to 78 have been properly prepared in accordance with
Regulatory Accounting Guideline 1.04, Regulatory Accounting Guideline 3.06 and Regulatory Accounting Guideline 4.03
issued by the WSRA.

PricewaterhouseCoopers LLP
Chartered Acountants and Registered Auditors

21June2010

1. The maintenance and integrity of tr@dompanywebsite is the responsibility of theompanyand the maintenance and
AYUSaINaRGe 2F GKS wS3dz I G2NRa sitRedowvork dariesl ok By thé guitordldasliddty & A 0 A f
involve consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may
have occurred to theegulatoryaccountssince they werénitially presented on the wedites.

2. Legislation in the United Kingdom governing the preparation and dissemination of financial statememtgaladory
accountsmay differ from legislation in other jurisdictions.
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Historicalcost financial statements and accpanying notes
for the year ended 31 March 20
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Historicalcost profit and loss account for the year ended 31 MarchlR0

2010 2009

Note £m £m £m £m

Turnover 3a 688.2 657.2

Operating costs:

Before exceptional items 4 (430.1) (428.2)
Exceptional items 4 (29.5) -

(459.6) (428.2)

Operating profit 228.6 229.0

Loss on disposal of fixed assets 6 (0.4) (0.8)

Profit on ordinary activities before interest 228.2 228.2
Interest payable 7a (107.2) (174.8)
Interest receivable 7a 34 8.6
Other finance (expense)/income 7b (0.3) 0.2

(104.0) (166.0)

Profit on ordinary activities before taxation 3b 124.2 62.2

Current taxation 8 17 -

Deferred taxation 8 (2.5) 14.6

(0.8) 14.6

Profit on ordinary activities after taxation 123.4 76.8

Dividends on ordinary shares - -

Retained profit for the year 123.4 76.8

All operations are continuing.

Historical cost statement of total recognised gains and losses for the year
ended 31 March 200

2010 2009

Note £m £m

Profit for the year 123.4 76.8

Actuarial loss recognised in the pension scheme 27 (1.5) (10.4)
Movement on deferred tax asset relating to pension

scheme 8 (0.2) 2.9

Net loss recognised directly in equity (2.6) (7.5)

Total recognised gains for the year 121.8 69.3
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Historicalcost profit and loss account fothe year ended 31 March 2002 vy (1 QR

Analysis ofhistorical cost financial information between appointed and neappointed business for the year ended 31
March 2QL0.

Non-

Appointed  appointed
busines: busines: Total
2010 2010 2010
£m £m £m
Turnover 681.8 6.4 688.2
Operating costs (289.2) (6.0) (295.2)
Historical cost depreciation (164.4) - (164.4)
Other expense (0.4) - (0.4)
Operating profit 227.8 0.4 228.2
Interest payable (107.1) - (107.1)
Interest receivable 3.2 0.2 3.4
Other finance expense (0.3) - (0.3)
(104.2) 0.2 (104.0)
Profit on ordinary activities before taxation 123.6 0.6 124.2
Current taxation 1.7 - 1.7
Deferred taxation (2.5) - (2.5)
(0.8) - (0.8)
Retained profit for the year 122.8 0.6 123.4

Historical cost statement of total recognised gains and lossis the year
ended 31 March 20102 y & QR

Analysis ofhistorical cost financial information between appointed and neappointed businesdor the year ended 31
March 2QL0.

Non-

Appointed appointed
busines: busines: Total
2010 2010 2010
£m £m £m
Profit for the year 122.8 0.6 123.4
Actuarial loss recognised in the pension scheme (1.5) - (1.5)
Movement on deferred tax asset relating to pension scheme (0.1) - (0.1)
Net loss recognised directly in equity (2.6) - (2.6)
Total recognised gains for the year 121.2 0.6 121.8
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Historical cost profit and loss account for the year ended 31 MarcHle@® 2 y 1 QR

Analysis ofhistorical cost financial information betweenappointed and norappointed businesdor the year ended 31
March 20®.

Non-

Appointed  appointed
busines: busines: Total
2009 2009 2009
£m £m £m
Turnover 650.4 6.8 657.2
Operating costs (260.3) (6.5) (266.8)
Historical cost depreciation (161.4) - (161.4)
Other income (0.8) - (0.8)
Operating profit 227.9 0.3 228.2
Interest payable (174.8) - (174.8)
Interest receivable 7.3 1.3 8.6
Other finance income 0.2 - 0.2
(167.3) 13 (166.0)
Profit on ordinary activities before taxation 60.6 1.6 62.2
Current taxation - - -
Deferred taxation 14.6 - 14.6
14.6 - 14.6
Retained profit for the year 75.2 1.6 76.8

Historical cost statement of total recognised gains and lossiEs the year
ended 31 March 20102 y & QR

Analysis ofhistorical cost financial information between appointed and neappointed businesdor the year ended 31
March 20@®.

Non-

Appointed appointed
busines: busines: Total
2009 2009 2009
£m £m £m
Profit for the year 75.2 1.6 76.8
Actuarial loss recognised in the pension scheme (10.4) - (10.4)
Movement on deferred tax asset relating to pension scheme 2.9 - 2.9
Net loss recognised directly in equity (7.5) - (7.5)
Total recognised gains for the year 67.7 1.6 69.3
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Historicalcost balance sheet at 31 March 20

2010 2009
Note £m £m
Fixed assets
Tangible assets 10 3,411.8 3,235.4
Investment - loan to group company 1la 370.5 370.5
Investment - other 11b 0.1 0.1
3,782.4 3,606.0
Current assets
Debtors: amounts falling due within one year 12 139.0 120.0
Cash at bank and in hand 3.6 2.9
Short term investments 13 244.0 135.5
386.6 258.4
Current liabilities
Creditors: amounts falling due within one year 14 (282.9) (151.6)
Net current assets 103.7 106.8
Total assets less current liabilities 3,886.1 3,712.8
Creditors: amounts falling due after one year 14 (2,761.8) (2,739.8)
Retirement benefit obligations 27 (5.8) (5.4)
Provisions for liabilities and charges 18 (270.1) (239.5)
Deferred income 19 (26.3) (27.8)
(3,064.0) (3,012.5)
Net assets 822.1 700.3
Capital and reserves
Called up share capital 20 309.9 309.9
Capital redemption reserve 21 166.2 166.2
Profit and loss account 21 346.0 224.2
Total capital and reserves 822.1 700.3

The regulatory accounts on pagé2to 63 were approvel by the Board oDirectors on21 June 2010 and were signed on its
behalf by:

N C Annett
ManagingDirector

CA Jones
FinanceDirector
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Historicalcost balance sheet as atl3March 2A002 y (1 QR

Analysis ofhistorical cost financial information between appointed and neappointed businesdor the year ended 31
March 2QL0.

Non-
Appointed  appointed
busines: busines: Total
2010 2010 2010
£m £m £m
Fixed assets
Tangible assets 3,411.8 - 3,411.8
Investment - loan to group company 370.5 - 370.5
Investment - other 0.1 - 0.1
3,782.4 - 3,782.4
Current assets
Infrastructure renewals prepayment 26.3 - 26.3
Debtors 112.7 - 112.7
Cash at bank and in hand 3.6 - 3.6
Short term investments 210.2 33.8 244.0
352.8 33.8 386.6
Current liabilities
Creditors: amounts falling due within one year:
- borrowings (144.3) - (144.3)
- other creditors (138.6) - (138.6)
(282.9) - (282.9)
Net current assets 69.9 33.8 103.7
Total assets less current liabilities 3,852.3 338 3,886.1
Creditors: amounts falling due after one year:
- borrowings (2,723.8) - (2,723.8)
- other creditors (38.0) - (38.0)
(2,761.8) - (2,761.8)
Retirement benefit obligations (5.8) - (5.8)
Provisions for liabilities and charges:
- provision for deferred taxation (230.6) - (230.6)
- other provisions for liabilities and charges (39.5) - (39.5)
(270.1) - (270.1)
Deferred income (26.3) - (26.3)
Net assets 788.3 33.8 822.1
Capital and reserves
Called up share capital 309.9 - 309.9
Capital redemption reserve 166.2 - 166.2
Profit and loss account 312.2 33.8 346.0
Total capital and reserves 788.3 33.8 822.1
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Historicalcost balance sheet as at 31 March 2002 y (1 QR

Analysis ofhistorical cost financial ifiormation between appointed and norappointed business for the year ended 31
March 20®.

Non-
Appointed  appointed
busines: busines: Total
2009 2009 2009
£m £m £m
Fixed assets
Tangible assets 3,235.4 - 3,235.4
Investment - loan to group company 370.5 - 370.5
Investment - other 0.1 - 0.1
3,606.0 - 3,606.0
Current assets
Infrastructure renewals prepayment 19.2 - 19.2
Debtors 100.8 - 100.8
Cash at bank and in hand 2.9 - 29
Short term investments 102.3 33.2 135.5
225.2 33.2 258.4
Current liabilities
Creditors: amounts falling due within one year:
- borrowings (13.1) - (13.1)
- other creditors (138.5) - (138.5)
(151.6) - (151.6)
Net current assets 73.6 33.2 106.8
Total assets less current liabilities 3,679.6 33.2 3,712.8
Creditors: amounts falling due after one year:
- borrowings (2,704.8) - (2,704.8)
- other creditors (35.0) - (35.0)
(2,739.8) - (2,739.8)
Retirement benefit obligations (5.4) - (5.4)
Provisions for liabilities and charges:
- provision for deferred taxation (228.0) - (228.0)
- other provisions for liabilities and charges (11.5) - (11.5)
(239.5) - (239.5)
Deferred income (27.8) - (27.8)
Net assets 667.1 33.2 700.3
Capital and reserves
Called up share capital 309.9 - 309.9
Capital redemption reserve 166.2 - 166.2
Profit and loss account 191.0 33.2 224.2
Total capital and reserves 667.1 33.2 700.3
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Historicalcost castflow statement for the year ended 31 March 20

2010 2009
Note £m £m
Net cash inflow from operating activities 23a 408.8 422.1
Returns on investment and servicing of finance
Interest received 34 9.8
Interest paid (100.4) (98.3)
Interest element of finance lease rental payments (15.8) (31.3)
Net cash flow from returns on investments and
servicing of finance 23b (112.8) (119.8)
Capital expenditure and financial investment
Purchase of tangible fixed assets (292.2) (296.5)
Costs of disposal of tangible fixed assets (0.4) (0.8)
Infrastructure renewals expenditure (67.4) (73.8)
Grants and contributions received 12.3 13.6
Net cash flow from investing activities (347.7) (357.5)
Net cash outflow before use of liquid resources and
financing (51.7) (55.2)
Management of liquid resources
Net movement in deposits (108.5) (14.8)
Net cash flow before financing (160.2) (70.0)
Financing
Finance leases received - 60.0
Net loan received from group undertaking 134.9 20.6
New term loan 35.0 -
Other loan repayments (0.4) (0.3)
Capital element of finance lease repayments (8.6) (10.4)
Net cash flow from financing 160.9 69.9
Increase/(decrease) in cash in the year 25 0.7 (0.2)
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Historicalcost cash flow statement for the year ended 31 March1®0 2 vy i QR

Analysis ofhistorical cost financial information between appointed and norappointed business for the year ende31
March 2QL0.

Non-
Appointed appointed
busines: busines: Total
2010 2010 2010
£m £m £m
Net cash inflow from operating activities 408.4 0.4 408.8
Returns on investment and servicing of finance
Interest received 3.2 0.2 3.4
Interest paid (100.4) - (100.4)
Interest element of finance lease rental payments (15.8) - (15.8)
Net cash flow from returns on investments and
servicing of finance (113.0) 0.2 (112.8)
Capital expenditure and financial investment
Purchase of tangible fixed assets (292.2) - (292.2)
Costs of disposal of tangible fixed assets (0.4) - (0.4)
Infrastructure renewals expenditure (67.4) - (67.4)
Grants and contributions received 12.3 - 12.3
Net cash flow from investing activities (347.7) - (347.7)
Net cash outflow before use of liquid resources and
financing (52.3) 0.6 (51.7)
Management of liquid resources
Net movement in deposits (107.9) (0.6) (108.5)
Net cash flow before financing (160.2) - (160.2)
Financing
Finance leases received - - -
Net loan received from group undertaking 134.9 - 134.9
New term loan 35.0 - 35.0
Other loan repayments (0.4) - (0.4)
Capital element of finance lease repayments (8.6) - (8.6)
Net cash flow from financing 160.9 - 160.9
Increase in cash in the year 0.7 - 0.7
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Analysis ofhistorical cost financial information between appointed and neappointed business for the year ended 31
March 200®.

Non-
Appointed appointed
busines: busines: Total
2009 2009 2009
£m £m £m
Net cash inflow from operating activities 421.8 0.3 422.1
Returns on investment and servicing of finance
Interest received 8.5 1.3 9.8
Interest paid (98.3) - (98.3)
Interest element of finance lease rental payments (31.3) - (31.3)
Net cash flow from returns on investments and
servicing of finance (121.2) 1.3 (119.8)
Capital expenditure and financial investment
Purchase of tangible fixed assets (296.5) - (296.5)
Costs of disposal of tangible fixed assets (0.8) - (0.8)
Infrastructure renewals expenditure (73.8) - (73.8)
Grants and contributions received 13.6 - 13.6
Net cash flow from investing activities (357.5) - (357.5)
Net cash outflow before use of liquid resources and
financing (56.8) 1.6 (55.2)
Management of liquid resources
Net movement in deposits (13.2) (1.6) (14.8)
Net cash flow before financing (70.0) - (70.0)
Financing
Finance leases received 60.0 - 60.0
Net loan received from group undertaking 20.6 - 20.6
Other loan repayments (0.3) - (0.3)
Capital element of finance lease repayments (10.4) - (10.4)
Net cash flow from financing 69.9 - 69.9
Decrease in cash in the year (0.1) - (0.2)
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Notes tothe historical cost financial statements for the year ended
31 March 200

1 Accounting policies

Basis of preparation

The financial statements are prepared in accordance with historical cost convention and with applicable accounting

standards inthe UK except for the digpplication of certain sections of FRS 12 and FRS 15 in relation to infrastructure
renewals accounting as described below, and with the Companie2@Q8 except for the treatment of certain capital
contributions. An explanatioaf this departure from the requirements of the Companies2@®6A & 3IA FSy Ay (G KS aD
Odza i 2 YSNJ O2y (i NX o dziiihrbyg 30¢c). a SOG A2y o0St26 | yR

Turnover

Turnover represents the income receivable in the ordinary course of business for servideggawd excludes value added
tax. Where services have been provided but for which no invoice has been raised at thenglean estimate of thealueis
included in turnover.

i) Billing of unoccupied properties
An unoccupied property is a connected propedr premises that is unoccupied and unfurnished and does not have
use of any water or sewerage service. This definition is applied in the following ways:

a) Unmeasured supplies
If an unmeasured property is furnished normal charges will apply (subjectldwaamces, e.g. if the sole
occupier is in a nursing home, hospital, prison or is overseastéong.
Unfurnished and unoccupied properties do not incur charges unless they are in use, e.g. under renovation or
redecoration, in which case the customerviaé offered the option of being compulsorily metered, continuing
on unmeasured charges or being disconnected.
PyYSEadzZNBR LINPLISNIASaE Attt 0SS oAftSR I WadNFIOS 41
disconnected.

b) Metered supplies
Metered standing charges are applied to each metered property unless there is zero water consumption, the
property owner cannot be ihtified and it is unfurnished.

ii) DAfEAY3 WEKS 200dzLIA SN
+SNE TS84 LINBYA&aSE IINB oAaff SR I aelydnithisSmamné Codiy IWhSNtBeTe isy 2 6 A f
evidence suggesting an actual occupier (e.g. a visit, finance check or Land Registry check).

i) wS@SydzS FTNRY WOKINHSa 2y Ay02YSQ
No revenue is generated in this manner.

iv) New properties
All new properties are metered.he developer, being the consumer, is billed for water and sewerage charges between
the date of connection and first occupancy. Income from the developer for metered charges is recognised as turnover.

V) There are no differences between the recognition afaver in the regulatory and accounts and the recognition of
revenue in the statutory financial statements. Bills raised for customers having a record qfaypment are
recognised as turnove®nly in the following circumstances are bills not recognisetlienover:

a) Voids adjustment for local authority agreements. Welsh Water bills local authorities for all of their tenanted
premises, whether occupied or not and the collection commission we pay local authorities includes a
proportion to cover the voids. i adjustment is therefore made between commission costs (included in
operating costs) and turnover in respeaftthe amount relating to voids; and

b) Where bills are subject to formal legal pricing disputes, we do not recognise as turnover the disputed porti
of bills raised.
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Notes to the historical cost financial statements for the year ended
31 March 20102 y (1 QR

Tangible fixed assets and depreciation
Tangible fixed assets comprise:

@ infrastructure assets (being mains and sewers, impoundimg) pumped raw water storage reservoirs, dams, sludge
pipelines and sea outfalls); and
(i) other assets (including properties, abogeund operational structures and equipment and fixtures and fittings).

Tangible fixed assets are stated at cost of cargiton or purchase price and directly attributable costs. The carrying value of
tangible fixed assets is reviewed for impairment if circumstances dictatatthrty not be recoverable.

Infrastructure assets

Infrastructure assets comprise a network gtems. Expenditure on infrastructure assets relating to increases in capacity,
enhancements or replacements of the network is treated as additions, which are included at cost after deducting grants and
contributions.

The infrastructure renewals chargeRC) is based on the estimated level of annual expenditure required to maintain the
operating capability of the network over the mediumto lelegm. ¢ KS O2 Y LI yeQa Ll2f A0es sKAOK NBY
years, is to calculate a 15 year forwdodkingaverage using latest forecasts. The charge for the year to 31 March 2010 has

been calculated using updated information received from Ofwat within the 2009 Final Determination.

The regulatoryhistoricalcost balance sheet has been prepared in accordante RID15/99, with the relevant sections of FRS
12 and FRS 15 being -digplied in relation to infrastructure renewals accounting. As a result, any cumulative difference
between IRC and actual infrastructure renewals expenditure in the year is held asaymeg or accrual in the balance
sheet.

Other assets
Other assets are included at cost less accumulated depreciation. Freehold land is not depreciated. Other assets are
depreciated over their estimated useful economic lives, which are principally ag$oll

Freehold buildings up to 60 years
Leasehold properties over the lease period
Operational structures 40-80 years

Fixed plant 8-40 years

Vehicles, mobile plant, equipment and computer hardware & software 3-16 years

Assets in the aarse of construction are not depreciated until commissioned.

Leased assets

Where assets are financed by leasing arrangements, which transfer substantially all the risks and rewards of ownership of an
asset to the lessed.€. finance leases), the asseatse treated as if they had been purchased and the corresponding capital
cost is shown as an obligation to the lessor. Leasing payments are treated as consisting of a capital element and fiance cos
the capital element reducing the obligation to the lessind the finance charges being written off to the profit and loss
account over the period of the lease in reducing amounts in relation to the written down amount. The assets are depreciated
over the shorter of their estimated useful life and the leasei@pd. All other leases are regarded as operating leases. Rental
costs arising under operating leases are charged to the profit and loss account in the year to which they relate.

Grants and customer contributions

Grants and customer contributions relag to infrastructure assets have been offset against fixed assets (see note 10(c)).
Grants and customer contributions in respect of expenditure on other fixed assets are treated as deferred income and
recognised in the profit and loss account over theamtpd useful economic lives of the related assets.

Capital expenditure programme incentive payments

Thec2 YLI y&e Q& |3INBSYSyild sA0GK AGa O2yaiNvzOGA2y LI NIYySNE Ay@?2
incorporates incentive bonuses payableesftompletion of the programmes. The cost of fixed asset additions include an

accrual for the proportion of incentive bonuses earned to date, relating to projects substantially completed at the year end,

where the likelihood of making the incentive paymés considered probable. Amounts recoverable from contract partners,

relating to targets not being achieved are recognisaty on completed projects.

Page 44



Notes to the historical cost financial statements for the year ended
31 March 20002 y G QR

Target coscontracts

The company maintains target cost contracts with its main operating partrer. S O2 YL yé@ Qa L2t A 0& Ay NI
share receivables/payables arising from these contracts is to recognise gain payables over the period to which the charge
relates, and pain receivables as income only when final agreement with the relevant service partner has been reached.

Pension costs
The ompany operateswo pension schemes, a defined contributisthemeand a defined benefit scheme.

In respect of thedefined contribution scheme, the amount charged to the profit and loss account represents contributions
payable to the independent investment managers, who operate the schemes, in funds separate from thoseoffihay.

The defined benefit scheme iarfded by both employer and employee contributions. The assets are held by the Trustees
semarately from the assets of theompany. The fund is valued every three years by a professionally qualified independent
actuary. In the intervening years the actuasviews the continuing appropriateness of the rates. The assets of the defined
benefit scheme are measured using closing market rates. Pension scheme liabilities are measured \attaindeage
method and discounted at the current rate of return on higuality corporate bonds of equivalent terms. The increase in the
present value of the scheme expected to arise from emplo@eewvice during the period is charged to operating profit. The
expected return on scheme assets and the increase during thiecar the present value of the scheme liabilities, arising
from the passage of time, are included as an interest expenseardatgains and losses are recognised in the statement of
total recognised gains and losses.

Debt and debt issue costs
Debt isinitially stated at the amount of the net proceeds after deduction of issue costs. Debt issue costs are recognised in the
profit and loss account over the term of such instruments at a constant rate on the carrying amount.

Investments
Long term investmats are held as fixed assetad stated at cost less amounts written off or provided to reflect permanent
diminution in valueShort term investments arkeld as current assetsd stated at the lower of cost and net realisable value.

Financial instrumeis

Derivative instruments utilised by theompany areinterest rate and inflation swapsand certain power price hedging
contracts Derivatives are used for hedging purposes to alter the risk profile of existing underlying exposures within the
company.

Interest differentials, under swap arrangements used to manage interest rate exposure on borrowings and current asset
investments, are recognised by adjusting interest payable or receivable as appropriate.

Research and development
Research and developmentgenditure is charged to the profit and loss account in the year in which it is incurred.

Taxation

The charge for current taxation is based on the profit for the period as adjusted for disallowable ataable items. In
accordance with FR8c & 2EStF BANIF dzf f LINPGJA&AZ2ZY A& YIRS F2NJ Iff RSTSNNBI
between the recognition of gains and losses in the financial statements and their recognition in tax computations. Deferred

tax assets are only recognised twetextent that they are considered recoverable. Recoverability is defined as when it can be
regarded as more likely than not that there will be sufficient taxable profits from which future reversal of the timing
differences can be deducted. Deferred tards discounted.

Provision for insurance liabilities
Provision is made for all known and estimated liabilities arising from uninsured claims agaiosti@ny where there is a
present obligation and it is probable that a transfer of economic benefltdw required.
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Notes to thehistorical cost financial statementdor the year ended
31 March 20002 y G QR

2 Consolidated financial statements
The company has taken advantagef section 400 of the Companies AcR006 not to produce consolidated rfancial
statements as it is a wholywned subsidiary of Glas Cymru Cyfyngedig.

3 Segmental analysis by class of business

@ Turnover

2010 2009
£m £m
Regulated water and sewerage activities 681.9 650.4
Non-regulated activities 6.3 6.8
688.2 657.2
(b) Profit on ordinary activities before taxation
2010 2009
£m £m
Regulated water and sewerage activities
Operating profit 227.8 227.9
Net interest payable (103.9) (167.5)
Other finance (expense)/income - pension scheme (note 27) (0.3) 0.2
123.6 60.6
Non-regulated activities
Operating profit 0.4 0.3
Interest receivable 0.2 1.3
0.6 1.6
(c) Net assets
2010 2009
£m £m
Regulated water and sewerage activities 788.9 667.1
Non-regulated activities 33.2 33.2
822.1 700.3

All turnover and profit before taxation, by origin and destination, was attributable to the UK.
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Notes to thehistorical cost financialstatements for the year ended
31 March201002 y G QR

4 Net operating costs
Before
exceptional Exceptiona
items items Total Total
2010 2010 2010 2009
£m £m £m £m
Operating charges from outsourced activities
- Operating services agreements 131.2 (5.0) 126.2 138.3
- Customer services agreement 18.7 - 18.7 19.5
- Laboratories and analytical services 6.6 - 6.6 6.7
- Other contracts 14.1 - 14.1 14.2
- Contract termination costs - 10.8 10.8 -
- Restructuring and rationalisation - 15.4 15.4 -
170.6 21.2 191.8 178.7
Staff costs
- Wages and salaries 10.7 - 10.7 10.7
- Social security 11 - 1.1 1.0
- Pension costs (excluding actuarial loss) 1.7 - 1.7 1.0
- Restructuring and rationalisation - 7.2 7.2 -
135 7.2 20.7 12.7
Research and development expenditure 0.5 - 0.5 0.5
Charge for bad and doubtful debts 22.3 - 22.3 18.8
Rates 26.9 - 26.9 255
Environment Agency charges 15.1 - 15.1 14.9
Fees paid to auditors 0.2 - 0.2 0.2
Staff costs capitalised (5.9) - (5.9) (5.7)
Other operating charges 22.5 1.1 23.6 21.2
Total operational expenditure 265.7 295 295.2 266.8
Infrastructure renewals charge 60.2 - 60.2 61.9
Depreciation and amortisation
- Owned assets 69.0 - 69.0 67.8
- Under finance leases 36.7 - 36.7 331
- Amortisation of grants and contributions (1.5) - (1.5) (1.4)
104.2 - 104.2 99.5
430.1 29.5 459.6 428.2

Exceptional items

On 9 February 2010 Glas Cymru announced its intention to restructure Welsh Water following the decision to bring back in
house the operational activities which had been outsourced fiother information, see Operating and Financial Review).
Restructuring costs of £29.5m are considered exceptional by nature and are disclosed separately in the table above. These
include the costs of terminating the outsourced contracts along with thémeged restructuring costs associated with a
reduction in the headcount by some 30Dontract termination costs include agreed payments in lieu of the profit element for

year 6 and early agreement of an adjustment reflecting year 5 performance. It imtiopated that any further significant
expenditure will be incurred in relation to the restructuring of the business.
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Notes to the historical cost financial statements for the year ended
31 March 20002 y G QR

4 Net operating costO 2 ¥y i QR

AdZRAGZ2NEQ NBYdzySNI (Azy
Auditors during the period were PricewaterhouseCoopers LLP. They were used primarily for audit services, including
regulatory audit services carried out to meet Ofwat reporting requirements.

2010 2009
£'000 £'000
Non-discretionary audit fees
Statutory audit of parent company and consolidated financial statements 11 11
Statutory audit of subsidiary companies 77 75
Total statutory audit fees 88 86
Review of interim financial statements 22 21
Regulatory audit services pursuant to legislation 39 33
Review of draft business plan (required by Ofwat) - 81
Total audit fees 149 221
Other services
Tax advisory services 5 10
Services relating to bond prospectus update and bond issue 25
Other 10 2
Total other services 40 12
Total cost of services provided by the group's auditor 189 233

Regulatory audit services include work on the regulatory acayuhine Return and Principal Statement. In addition to the
above services, PricewaterhouseCoopers LLP acted as auditorDCiv\Pension Scheme. The appointment of auditors to

the pension scheme and the fees paid in respect of the audit are agredut ltisustees 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
£11,000(2009: £13,000).

The Board has adopted a formal policy with respect to sesvieeeived from external auditors. The external auditor will not

be used for internal audit services and all rardit work above a threshold of £25,000 will be subject to prior competitive
tendering and approval by the Audit Committee.

5 Directors ard employees
(@) Directora Q SY2f dzYSyia
The combined emoluments of tHeirectold 2 ¥ 5 A Myngedigriotdieir/ services &irectors of the ompany are set

out below:
As restatec

2010 2009
£'000 £'000
Salary (including benefits in kind) 888 830
Fees 528 505
1,416 1,335
Long term incentive plan 152 211

Retirement benefits are accruing to thr@rectors (20® ¢ three) undera defined benefit scheme.

The financial statements for the year ended 31 Marchl@0nclude a provision of 227,040(200: £169,62Q for bonus
potentially payable tdExecutiveDirectors for performance in the financial year 2B00. The final amount to be paid to each
Director will be determined when Ofwat publishes its Overall Performance Assessment (OPA) results $r0200the
autumn of 2010 and could be higher or lower. An amount df52,460(200: £211,200Q has also been provided under the
terms of theExecutiveDirectod Q [Teznylacentive Plan.

The comparatives have been restated to reflect the final performance bonus f&@0rhe actual performance bonus in
respect of 208-09 was paid irfNovember200F 2 f f 2 6 Ay 3 (G KS Lldzot A OF (i A @08, asdEmant€ds | G Q& h
to £169,620compared to tle amount accrued at 31 March 2009£333,960 The aggregate emoluments of the highest paid
Directorreduced by 66,820to £327,374and totalDirectoda €molumentsreducedby £164,340to £1,335,369
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31 March 20002 y G QR

5 5ANBOG2NRE FyR SyLf28S8S8a 0O2yidQR

2010 2009
£'000 £'000
Highest paid director: N C Annett (2009: N C Annett)
Aggregate emoluments 350 327
Accrued pension under defined benefit scheme 108 102
Long term incentive plan 60 83
(b) Staff costs
2010 2009
£m £m
Wages and salaries 10.7 10.7
Social security costs 1.1 1.0
Pension costs 1.7 1.0
135 12.7
Of the above, B.9m (20®: £5.7m) has been charged to capital.
(c) Average monthly number of employees during the year (includigcutive Directors)
2010 2009
Number Number
Regulated water and sewerage activities 200 187
6 Losson disposal of fixed assets
2010 2009
£m £m
Loss on disposal of fixed assets (0.4) (0.8)
7 a) Net interest pgable
2010 2009
£m £m
Interest payable on loans (86.4) (135.3)
Interest payable on finance leases (18.4) (36.9)
Other interest payable and finance costs (2.3) (2.6)
Interest payable (107.1) (174.8)
Interest receivable 3.4 8.6
Net interest payable (103.7) (166.2)
Includedwithin interest payablere amounts payable to group undertakingsg7.1Im (200®: £134.9m).
b) Other finance(expense)income
2010 2009
£m £m
Other finance (expense)/income - pension scheme (note 27) (0.3) 0.2
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8 Taxation

Analysis of(charge)tredit in period

Current tax
- Prior year

Deferred tax
- Origin and reversal of timing differences - current year

- Origin and reversal of timing differences - prior years

Movement on deferred tax asset relating to pension scheme

Total taxation charge/(credit)

Factors afécting current tax charge for period

Profit on ordinary activities before tax

Profit before tax multiplied by the corporation tax rate in the UK of 28% (2009: 28%)

Effects of:

Expenses not deductible for tax purposes
Other timing differences

Tax losses utilised

Capital allowances in excess of depreciation

Adjustments in respect of prior years

Total current tax charge

9 Dividends

Dividends on ordinary shares
£1 ordinary shares

2010 2009
£m £m
(1.7 -
23.0 (15.6)
(20.5) 1.0
2.5 (14.6)
0.1 (2.9)
2.6 (17.5)
0.9 (17.5)
2010 2009
£m £m
124.2 62.2
34.8 17.4
2.0 3.0
5.1 11.2
(2.3) (2.5)
(39.6) (30.1)
2.7) -
2.7) -
2010 2009
£m £m
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10 Tangible fixed assets

€) Analysis by type
Vehicles, plant

equipment,
computer
Freehold land & Infrastructure Operational hardware anc
Current year buildings assets structures software Total
£m £m £m £m £m
Cost
At 1 April 2009 34.4 2,339.0 2,383.6 366.2 5,123.2
Additions net of grants and
contributions - 110.4 194.7 44.2 349.3
Disposals - - - (6.4) (6.4)
At 31 March 2010 34.4 2,449.4 2,578.3 404.0 5,466.1
Accumulated depreciation
At 1 April 2009 16.8 746.0 899.4 225.6 1,887.8
Charge for the year 0.5 67.4 90.1 14.9 172.9
Released on disposal - - - (6.4) (6.4)
At 31 March 2010 17.3 813.4 989.5 234.1 2,054.3
Net book value
At 31 March 2010 17.1 1,636.0 1,588.8 169.9 3,411.8
At 31 March 2009 17.6 1,593.0 1,484.2 140.6 3,235.4

Analysis of net book value

at 31 March 2010
Owned 17.1 1,024.2 1,188.0 169.9 2,399.2
Held under finance leases - 611.8 400.8 - 1,012.6
17.1 1,636.0 1,588.8 169.9 3,411.8

Tangible fixed assets at 31 March1®dnclude £189.7m (20®: £179.0m) of assets in the course of construction, whare
not depreciated until commissioned.

In accordance with RD 15/99, the infrastructure renewals charge reported in the profit and loss accodiiOweas (200:

£61.9m). The difference between the profit and loss account charge and the depreciatiogectmarespect of infrastructure
assets shown above is included within prepayments and accrued income.

Page 51



Notes to thehistorical cost financial statements for the year ended
31 March 20002 y G QR

10 ¢+ky3IrofsS FTAESR lFLaasSida Oz2yidaQRrR
(b) Analysis by service
Water Sewerage
Current year services services General Total
£m £m £m £m
Cost
At 1 April 2009 2,109.3 2,689.7 324.2 5,123.2
Additions 149.1 156.1 44.1 349.3
Disposals - - (6.4) (6.4)
At 31 March 2010 2,258.4 2,845.8 361.9 5,466.1
Accumulated depreciation
At 1 April 2009 817.2 857.7 212.9 1,887.8
Charge for the year 75.0 80.8 17.1 172.9
Released on disposal - - (6.4) (6.4)
At 31 March 2010 892.2 938.5 223.6 2,054.3
Net book value
At 31 March 2010 1,366.2 1,907.3 138.3 3,411.8
At 31 March 2009 1,292.1 1,832.0 111.3 3,235.4
Analysis of net book value
at 31 March 2010

Owned 1,123.0 1,137.9 138.3 2,399.2
Held under finance leases 243.2 769.4 - 1,012.6

1,366.2 1,907.3 138.3 3,411.8

All tangible fixed agts held by the company are of an appointed nature.

(c) The accounting treatment for grants and customer contributions in respect of infrastructure assets is described in the
principal accounting policies in note 1. This treatment is not in accordartteGeimpanies AcR006 provisions
requiringfixed assets to be shown at the purchase price or production cost and hence grants and contributions would
be presented under the Act as deferred income. The treatment explained in note 1 has been adopteddaraero
with section403(5) of the Companies A@006in order to show a true and fair view as, in the opinion of Beectors,
it is not appropriate tareat grants and contributions on infrastructure assets as deferred income. The fixed assets to
whichthey relate do not have determinable finite lives and therefore no basis exists for releasing any deferred income
to the profit and loss account. As a consequence, the net book valfizeof assets andeferred income is Z61m
(2009: £249m) lower thanit would have been the case had grants and contributions been treated as deferred income
indefinitely.
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11 (a) Investmentg loan to group company

2010 2009
£m £m

Cost and net book value
At 1 April and 31 March 370.5 370.5

Interest of £14.6m for the year (209: £44.6m) has been waived by thermapany on the amoundwed by group undertakings.

(b) Investment - other

2010 2009
£m £m
Cost and net book value
At 1 April and 31 March 0.1 0.1
Equity of less than 10% heldin the following unlisted company:
Principal activity Country of incorporation Holding
Water Research Centre (1989¢ Water research England and Wales d. ¢ hNRAYI NE

In addition, thecompanyholds 5% Convertible Unsecured Loan Stock 2014 at a cost of £28,82&er Research Centre
(1989) jic.

100% interest in the following subsidiary:

Principal activity Couwntry of incorporation Holding
Welsh Water Utilities Finang#c ~ Raising finance England and Wales Ordinary shares of £1
12 Debtors
2010 2009
£m £m
Amounts falling due within one year:
Trade debtors 40.4 37.4
Other debtors 10.1 1.4
Infrastructure renewals prepayment 26.3 19.2
Prepayments and accrued income 62.2 62.0

139.0 120.0
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13 Short terminvestments

2010 2009

£m £m

Investments in fixed term and call deposits due within one year 244.0 135.5
244.0 1355

Short term investments includeighly liquid investments that are readily convertible into known amounts of cash and which
FNE &dzoeSOiG (2 ty AYyaA3dyAFAOLYy:d NRAEA]l 2F OKly3aSa Ay Ot dsSo
maturity from the date of acquisition artgtpically comprise deposits with banks or other financial institutions.

Treasury activities are managed under policies, procedures and authorities approvedByatftkofDirectors.

14 Creditors

As part of the GlaGrougQ @ 0 2 Y R | a\sBcHriNdpackage was gradtdy thecompanyfor the benefit of holders of
senior bonds, finance lessors and other senior financialitmed The obligations of theompany are guaranteed by Glas
Cymru Cyfyngedig, Glas Cymru (Securities) Limited An€mru (Holdings) Limited.

The main elements of the security package are:

« afirst fixed and floating security over allof th2 YLJ- y 8 Q& | aa4SG& FyR dzyRSNIF1Ay3az (2
Industry Act, other applicable law and its licenapd

« afixed and floating securiggiven by the guarantors referred to above which are secured on each cbthpanDda | 448G ax
including, in the case ofAy Cymru (Holdings) Limited, a first fixeldarge over its shares in therapany.
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