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DirectorǎΩ ǊŜport 

 
 
 

Introduction 
DȂr Cymru Cyfyngedig (ΨWelsh WaterΩ) is the company appointed by the Secretary of State for Wales as a water and 
sewerage undertaker under the Water Industry Act 1991 and is required to comply with the conditions set out in the 
Instrument of Appointment (the ΨLicenceΩ) issued thereunder. 
 
The regulatory accounts are separate from the statutory financial statements of the company, which are prepared under 
International Financial Reporting Standards (IFRS). There are differences between IFRS and the basis of preparation 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 accounting issue, 
they require adhesion to United Kingdom Generally Accepted Accounting Practice (UK GAAP). 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 
performance or financial position of a company as shown in financial statements prepared in accordance with the Companies 
Act 2006. 
 
 

Appointed business 
Welsh Water carried out both appointed and non-appointed business during the year ended 31 March 2010.  The appointed 
business, as defined in condition A of the Licence, 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 1991. The non-appointed 
business comprises those functions and activities which are not regulated under the Licence.  In respect of the year ended 31 
March 2010, non-appointed business comprised the sale of non-appointed services to third parties including rechargeable 
works. 
 
 

Financial results ŀƴŘ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ 

Historical cost profit before tax for the financial year ended 31 March 2010 was £124.2 million (2009: £62.2 million). In 2009-

10, customers benefited from ŀ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ƻŦ ϻ28 million, or £22 per household served (£11 for water and £11 for 

wastewater services), by way of a reduction in bills from the level allowed by OfwatΩǎ price control.  

 

UƴŘŜǊ hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ ŦƻǊ ²ŜƭǎƘ ²ŀǘŜǊ ŦƻǊ ǘƘŜ ŦƛǾŜ-year regulatory period ending 31 March 2015 (the Final 

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 the ΨŎustomer dividendΩ policy 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 £1.2 billion the level of capital expenditure is similar to that for 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 improve customer service.  
 

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

Directors 
The Directors are listed on page 1. With the exception of Stephen Palmer who was appointed on 26 October 2009, all 
Directors served throughout the financial year. No Director has, or has had, a material personal interest, directly or indirectly, 
in any contract significant to the companyΩǎ ōǳǎƛƴŜǎǎΦ 
 

On 8 March 2010 it was announced that Bob Ayling had been appointed Chairman Designate and that Lord Burns would stand 

Řƻǿƴ ŀǎ /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ .ƻŀǊŘ ŀǘ ǘƘŜ нлмл !ƴƴǳŀƭ DŜƴŜǊŀƭ aŜŜǘƛƴƎ όΨнлмл !DaΩύΦ  {ǳōǎŜǉǳŜƴǘƭȅΣ ƛǘ ǿŀǎ ŀƴƴƻǳƴŎŜŘ ƻƴ мл 

June 2010 that Deirdre Hine would also stand down as a Director at the 2010 AGM. 

 
!ǘ ǘƘƛǎ ȅŜŀǊΩǎ !Da ǘƘŜ ŦƻƭƭƻǿƛƴƎ ŘƛǊŜŎǘƻǊǎ ǿƛƭl stand for re-ŜƭŜŎǘƛƻƴ ǳƴŘŜǊ ǘƘŜ /ƻƳǇŀƴȅΩǎ !ǊǘƛŎƭŜǎ ƻŦ !ǎǎƻŎƛŀǘƛƻƴΥ {ǘŜǇƘŜƴ 
Palmer (who would seek re-election under Article 44 at the first AGM since his appointment) and Nigel Annett and Chris Jones 
(who would retire by rotation under Article 46). In addition, John Bryant, Geraint Talfan Davies and Tony Hobson, who have 
served on the Board for more than nine years, would also stand down and seek re-election at the 2010 AGM in line with 
corporate governance best practice for such non executive directors to seek re-election annually. 
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5ƛǊŜŎǘƻǊǎΩ ǊŜǇƻǊǘ ŎƻƴǘΩŘ 

 
 

Employees 

At 31 March 2010 Welsh Water employed 205 people (2009: 192). Other than the Directors of the Company, Glas Cymru has 

no employees.  

 

On 9 February 2010, Welsh Water announced a major restructuring 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 

нллс όΨ¢¦t9Ωύ - these employees having been previously employed by United Utilities Operating Services Limited and Kelda 

²ŀǘŜǊ {ŜǊǾƛŎŜǎ ²ŀƭŜǎ [ƛƳƛǘŜŘΣ ǊŜǎǇŜŎǘƛǾŜƭȅΦ !ǘ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘƛǎ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘΣ ǘƘŜ ƴǳƳōŜǊ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊ ŜƳǇƭƻȅŜŜǎ ƛǎ 

1,784.  Over the next five years there will be a phased reduction of around 300 in the number of employees, which it is 

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

 

²ŜƭǎƘ ²ŀǘŜǊ ǊŜƳŀƛƴǎ ŎƻƳƳƛǘǘŜŘ ǘƻ Ψ²ƻǊƪƛƴƎ ¢ƻƎŜǘƘŜǊΩΣ ǘƘŜ ŦǊŀƳŜǿƻǊƪ ŀƎǊŜŜƳŜƴǘ ŜǎǘŀōƭƛǎƘŜŘ ǿƛǘƘ ǘǊŀŘŜ ǳƴƛƻns and staff 

representatives that has successfully operated since the early 1990s, and to continuing to invest at all levels in the highly 

ŎƻƳƳƛǘǘŜŘ ŀƴŘ ƳƻǘƛǾŀǘŜŘ ǿƻǊƪ ŦƻǊŎŜ ǿƘƛŎƘ ƛǎ ŎǊǳŎƛŀƭ ǘƻ ŀŎƘƛŜǾƛƴƎ Dƭŀǎ /ȅƳǊǳΩǎ ǎƻƭŜ ǇǳǊǇƻǎŜΦ ²Ŝ ŀǊŜ ŀƭǎƻ ŎƻƳƳƛǘǘŜŘ ǘƻ 

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 on their skills and abilities. 

 

In 2009-млΣ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŜƳǇƭƻȅŜŜ Ǉŀȅ ŀƴŘ ōŜƴŜŦƛǘǎ ǇŀŎƪŀƎŜ ŎƻƳǇŀǊŜŘ ŦŀǾƻǳǊŀōƭȅ ǿƛǘƘ ǘƘŜ ƭƻŎŀƭ ŜƳǇƭƻȅƳŜƴǘ ƳŀǊƪŜǘ ŀƴŘ 

all staff shared in the success of the business via a staff incentive scheme, which pays an annual bonus linked to the relative 

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

reorganisation of Welsh Water.  

  
¦ƴŘŜǊ Ψ²ƻǊƪƛƴƎ ¢ƻƎŜǘƘŜǊΩ ²ŜƭǎƘ ²ŀǘŜǊ ŜƳǇƭƻȅŜŜǎ receive an inflation linked general pay award. In April 2009 this led to an 
increase of 3% and in April 2010 to a further 0.3%. The Welsh Water defined benefits pension scheme was closed to new 
entrants on 31 December 2005 and last year employee contribution rates were increased from 6% to 9%. This - coupled with 
a cash injection by Welsh Water and an increase in employer contributions over a number of years (from an original 12% to 
20% last year) - is projected to address the deficit in the pension fund within a reasonable period of time. New employees are 
invited to join a defined contribution pension scheme to which staff contribute 6% and Welsh Water 11%. 
 
 

Health and safety 

The Board is committed to achieving high standards of occupational health and safety - nothing is more important than the 

health and safety of the people who work for us, and those we affect through our work. 

 

During 2009-млΣ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǇǊƻŎŜǎǎ ƻŦ ƘŜŀƭǘƘ ŀƴŘ ǎŀŦŜǘȅ ƳŀƴŀƎŜƳŜƴǘΣ ǿƘƛŎƘ ŀƭǎƻ ŎƻǾŜǊǎ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǇǊƛƴŎƛǇŀƭ 

contractors, retained certification to the OHSAS 18001: 2007 - the international standard for occupational health and safety 

management. Our health and safety performance in 2009-10, which disappointingly saw a rise in the number of reportable 

accidents - ŦƻǊ ǘƘŜ ŦƛǊǎǘ ǘƛƳŜ ǳƴŘŜǊ Dƭŀǎ /ȅƳǊǳΩǎ ƻǿƴŜǊǎƘƛǇ - and our plans to improve on this level of performance are 

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 the Board (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 based on developing best practice and knowledge. QEC also 

ǊŜǾƛŜǿǎ ǘƘŜ ŎŀǳǎŜ ƻŦ ŀƴŘ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ŀƭƭ ƳŀƧƻǊ ǿŀǘŜǊ ǉǳŀƭƛǘȅ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƛƴŎƛŘŜƴǘǎΦ ! ŎƻǇȅ ƻŦ ǘƘŜ нлмл 

QEC Report is available on our website. 

 

Lƴ Ψ²ŜƭǎƘ ²ŀǘŜǊΥ hǳǊ {ǳǎǘŀƛƴŀōƭŜ CǳǘǳǊŜΩ ǿe have set out our ambition for the business for the next 25 years. A copy of this 

ǊŜǇƻǊǘ ƛǎ ŀǾŀƛƭŀōƭŜ ƻƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǿŜōǎƛǘŜ ƻǊ ƻƴ ǊŜǉǳŜǎǘΦ 

 
 

Research and development 

Welsh Water monitors and selectively participates in water industry research initiatives, most 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 undertake investigations into issues 

that relate to our business objectives and priorities for our operational region. The findings from all research initiatives are 

disseminated through Welsh Water and its contract partners under a reciprocal sharing arrangement. 
 
 



Page 4  

DiǊŜŎǘƻǊǎΩ ǊŜǇƻǊǘ ŎƻƴǘΩŘ 

 
 

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 suppliers when an invoice 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 have been ordered or received, 

unless other terms are agreed in a contract. 

 

In 2009-10, the average payment period for the company was 47 days (2009: 51 days). Regulations require that in calculating 

this we include within trade creditors monies retained under contract in respect of Welsh Water capital investment projects. 

The level of retentions 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 responsibility 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 appropriate contribution to community. This approach to 

ΨǊŜǎǇƻƴǎƛōƭŜ ōǳǎƛƴŜǎǎΩ ƛǎ ŀƴ ŜǎǎŜƴǘƛŀƭ ǇŀǊǘ ƻŦ ƻǳǊ ƴƻǘ ŦƻǊ ǇǊƻŦƛǘ ōǳǎƛƴŜǎǎ ƳƻŘŜƭ ŀƴŘ ŦǳǊǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ǇǊƻǾƛŘŜŘ ƻƴ ǇŀƎŜ ** 

of this report. 

 

During the year, charitable donations amounted to £45,485 (2009: £44,212). 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 during 2009-10 no donations 

or payments have been made 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 2001 Glas Cymru has facilitated this dialogue by holding an annual bondholder/investor in London, shortly 
ŀŦǘŜǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀƴƴǳŀƭ ƎŜƴŜǊŀƭ ƳŜŜǘƛƴƎΣ ŀƴŘ ōȅ ǘƘŜ ƛǎǎǳŜ ƻŦ ŀ ǉǳŀǊǘŜǊƭȅ ƛƴǾŜǎǘƻǊ ǊŜǇƻǊǘ ŦƻǊ ƘƻƭŘŜǊǎ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ōƻƴŘǎΦ 
We welcome written dialogue at any time and following the announcement of preliminary or interim financial results for any 
period the Finance Director, often accompanied by an independent non-executive director, will hold informal meetings with 
bondholders. All issues discussed at meetings with investors are reported to the Board. 

 

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

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 year ended 31 March 2010 have been prepared on a going concern basis. 

 

Auditors 
PricewaterhouseCoopers LLP acted as auditors to DȂr Cymru Cyfyngedig for the accounts for the year ended 31 March 2010.  
 
As part of the audit process Directors have confirmed that as far as each Director is aware (a) there is no relevant audit 
information of which the companyΩǎ ŀǳŘƛǘƻǊǎ ŀǊŜ ǳƴŀǿŀǊŜΣ ŀƴŘ (b) they have taken all the steps they ought to take as a 
director to make themselves aware of any relevant audit information and to establish that the companyΩǎ ŀǳŘƛǘƻǊǎ ŀǊŜ ŀǿŀǊŜ 
of that information.   
 
A resolution to reappoint PricewaterhouseCoopers LLP will be considered at the 2010 annual general meeting of Glas Cymru 
Cyfyngedig. 
 
 
By order of the Board 
 
 
 
 
R G Curtis LLB ACIS 
Company Secretary 
21 June 2010
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Operating and financial review 

 
 

How we deliver services 
 

Our job is to deliver high quality aƴŘ ǊŜƭƛŀōƭŜ ŘǊƛƴƪƛƴƎ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ǎŜǊǾƛŎŜǎ ǘƻ ²ŜƭǎƘ ²ŀǘŜǊΩǎ 
ŎǳǎǘƻƳŜǊǎ ŀǘ ŀƴ ŀŦŦƻǊŘŀōƭŜ ǇǊƛŎŜΣ ŀƴŘ ǘƻ ƭƻƻƪ ŀŦǘŜǊ ǘƘŜ ǿŀǘŜǊ ƛƴŘǳǎǘǊȅ ƛƴ ƻǳǊ ǊŜƎƛƻƴ ƻƴ ōŜƘŀƭŦ ƻŦ ǘƻŘŀȅΩǎ 
customers and future generations. 
 
Regulation of the water industry 
The water industry 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 charge its customers. It is also responsible for promoting the interests of customers by incentivising 
efficiency and high standards of service and penalising inefficiency and poor service. Every five years Welsh Water, like all the 
other water companies, prepares its plans for the years ahead, setting out what needs to be done, what it will cost and what 
it means for bills. Ofwat scrutinises and challenges these plans and sets a maximum price that companies can charge to deliver 
an agreed amount of work as efficiently as possible. In November 2009, Ofwat published its Final Determination for Welsh 
Water for the regulatory cycle from 2010 to 2015, known as AMP5 (see below- The 2009 Price Review). 
 
For many years Ofwat had assessed ŎƻƳǇŀƴƛŜǎΩ ƻǾŜǊŀƭƭ ŘŜƭƛǾŜǊȅ ƻŦ service to customers via its Overall Performance 
Assessment (OPA), which served two purposes. Firstly, it enabled comparisons of the quality of the overall service companies 
provide to customers, which is taken into account at each price review. Secondly, it informed customers ς and other 
interested parties - about the overall performance of their local water company. The OPA assessment reflected a broad range 
of services including water supply, wastewater services, customer service and environmental impact. However, on 1 April 
2010 Ofwat replaced OPA with a new framework of serviceability measures and a service incentive mechanism (SIM). 
 
The Drinking Water Inspectorate is the regulator for drinking water quality, while the Environment Agency regulates Welsh 
²ŀǘŜǊΩǎ ŜƴǾƛǊƻƴƳŜƴǘŀƭ performance, specifically with regard to the way in which it abstracts water from rivers and reservoirs 
and then discharges wastewater after it has been cleaned. The Countryside Council for Wales and, in England, Natural 
England, oversees ²ŜƭǎƘ ²ŀǘŜǊΩǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ŘŜǎƛƎƴŀǘŜŘ sites for nature conservation and how the Company meets its 
obligation to conserve and improve biodiversity. 
 
The Consumer Council for Water is the independent body established to represent the interests of customers. It investigates 
complaints and champions customer concerns, and audits Welsh ²ŀǘŜǊΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƻƴ ŎǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜ more generally, 
as well as influencing policy. The Welsh Assembly Government has a key role in determining water and environmental quality 
standards as well as setting the framework for other public policy matters. 
 
!ƭƭ ŀǎǇŜŎǘǎ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǿŀǘŜǊ ŀƴŘ wastewater operations are subject to extensive performance monitoring against 
standards and targets set by regulators and government. Each year, regulators publish reports that assess and compare the 
performance of the regulated water companies across a wide range of measures, including water quality, environmental 
quality, customer service, affordability and cost efficiency. Each has powers that can sanction Welsh Water in the event that 
performance falls short of required standards. 
 
The 2009 Price Review 
The regulatory contract that Welsh Water is required to deliver in the five year period ending on 31 March 2015 is the most 
challenging the company has been set since the industry was privatised in мфуфΦ ¦ƴŘŜǊ hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ the 
ŀǾŜǊŀƎŜ ōƛƭƭ ŦƻǊ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǿŀǘŜǊ and sewerage customers will reduce over the period to 31 March 2015 by £30 (before 
inflation). To deliver this level of bill reduction Welsh Water would need to significantly reduce operating costs, by around 
20% of costs that can be managed or influenced by management, whilst at the same time improving customer service 
performance to meet new serviceability targets set out in the Final Determination - which are also very challenging - and 
delivering a £1.2 billion capital investment programme. 
 
Following careful consideration, Welsh Water decided not to appeal ǘƻ ǘƘŜ /ƻƳǇŜǘƛǘƛƻƴ /ƻƳƳƛǎǎƛƻƴ ŀƎŀƛƴǎǘ hŦǿŀǘΩǎ Cƛƴŀƭ 
Determination. However, the sharp reduction revenues has meant that ǘƘŜ ǇǊƻƎǊŜǎǎƛǾŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩΣ ǿƘƛŎƘ was 
appropriate when customer bills were rising - and which between 2003 and 2010 returned over £150 million to customers - is 
not appropriate at the start of this next regulatory period. This also recognises that Ofwat has adopted new standards of 
ΨǎŜǊǾƛŎŜŀōƛƭƛǘȅΩΣ ŎƻƳǇǊƛǎƛƴƎ нл ƳŜŀǎǳǊŜǎ over 4 service areas, which, if they are not met, could lead to substantial financial 
penalties being imposed at the time of the next price review. 
 
Delivering services for customers  
Since 2001 many of the regulatory and customer service activities of Welsh Water have been delivered by partners under 
contracts secured through competitive tender. Control of these activities remained with Welsh Water and the company 
retained its access to the staff, information and knowledge required to meet legal and regulatory obligations. Welsh Water 
determined asset strategy and retained responsibility for decisions on key assets, and each contract specified performance 
ƳŜŀǎǳǊŜǎ ǘƘŀǘ ǊŜŦƭŜŎǘŜŘ ǘƘŜ ǉǳŀƭƛǘȅ ŀƴŘ ǎŜǊǾƛŎŜ ǎǘŀƴŘŀǊŘǎ ōȅ ǿƘƛŎƘ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛǎ ƧǳŘƎŜŘΦ Lƴ нллф-10, some 
ур҈ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ƻǇŜǊŀǘƛƴƎ ŀƴŘ ƛƴǾŜǎǘƳŜƴǘ ŜȄǇŜƴŘƛǘǳǊŜ ǿŀǎ ŎƻǾŜǊŜŘ ōȅ ǘƘŜǎŜ ŎƻƴǘǊŀŎǘǎΣ ǿƘƛch were let in 2005. 
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From this wide range of measures the Board identified eight key performance indicators for the regulatory period 2005-10 
(KPIs) to measure the overall success of the business and the progress of its key strategies. These strategies are designed to 
deliver long-term 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 marked:  
 
Further information regarding the definition, purpose and target for these KPIs can be found on page 20 of this report. The 
Board will select a new set of key performance indicators for the regulatory period 2010-15. 
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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 assets: 67 water treatment works supply 
around 850 million 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 water 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 health-based and aesthetic-based standards set by EU directives and 
national legislation, and cover all stages in the process - from the treatment works to the customerΩs 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 quality 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 disinfection process 
at water treatment works. This helped us to: 

 maintain bacteriological compliance at the tap at 99.8% (2008: 99.8%) 

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

 ƛƳǇǊƻǾŜ ǇŜǊŦƻǊƳŀƴŎŜ ŀƎŀƛƴǎǘ ǘƘŜ 5²LΩǎ ŘƛǎƛƴŦŜŎǘƛƻƴ ŎƻƴǘǊƻƭ ƛƴŘŜȄ ǘƻ ŀōove industry average 99.98% (2008: 99.88%). 
 
Lƴ нлмл ǿŜ ŀƛƳ ǘƻ Ƴŀƛƴǘŀƛƴ ƻǊ ƛƳǇǊƻǾŜ ƻǳǊ ǇŜǊŦƻǊƳŀƴŎŜ ŀƎŀƛƴǎǘ ŜŀŎƘ ƻŦ ǘƘŜ 5²LΩǎ ǎƛȄ ƛƴŘƛŎŜǎ ǿƘƛŎƘ ŀǎǎŜǎǎ ƻǾŜǊŀƭƭ 
performance ς last year we improved against two, were stable against two but declined slightly against two 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. Until the whole programme has been completed, 
the risk associated with a gradual deterioration in the quality of the raw water we abstract for the 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 Water Safety Plan for each of WeƭǎƘ ²ŀǘŜǊΩǎ нн ŀǊŜŀǎ ƻŦ ǎǳǇǇƭȅ ŘƻŎǳƳŜƴǘƛƴƎ all potential risks to water 
quality (from source to tap). These plans are continually reviewed and updated. Our proactive approach to managing water 
quality risk includes the holding 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 for 
abstraction of drinking water. The aim was to increase 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 three training events across Wales in 2009. 76 
people attended with representation from most Local Authorities, The National Public Health Service for Wales and The 
Environment Agency. The events are designed to improve inter-agency knowledge of drinking water quality issues and 
included presentations and discussions on common causes of customer complaints, lead and cryptosporidium followed by a 
visit to a local water treatment works. ¢Ƙƛǎ ƛǎ ŀ ƎƻƻŘ ŜȄŀƳǇƭŜ ƻŦ ǘƘŜ ΨǿƻǊƪƛƴƎ ǘƻƎŜǘƘŜǊΩ ŀǇǇǊƻŀŎƘ ²ŜƭǎƘ ²ŀǘŜǊ ǇǊŜŦŜǊǎ ǘƻ 
adopt. 
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Safeguarding the environment today 
 

Lǘ ƛǎ ƻǳǊ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ ŎƻƭƭŜŎǘ ŀƴŘ ǘǊŜŀǘ ƻǳǊ ŎǳǎǘƻƳŜǊǎΩ ǿŀǎǘŜǿŀǘŜǊ ƛƴ ŀ ǿŀȅ ǘƘŀǘ ǇǊƻǘŜŎǘǎ ǇǳōƭƛŎ 
health and the environment - in many places this is made more difficult by the volume of highway and 
surface water that drains into the public sewer network. 
 
²Ŝ ŎƻƭƭŜŎǘ ŀƴŘ ǘǊŜŀǘ р҈ ƻŦ ǘƘŜ ¦YΩǎ ǘƻǘŀƭ ǿŀǎǘŜǿŀǘŜǊ Ŧƭƻǿ ȅŜǘ ƻǇŜǊŀǘŜ мо҈ ƻŦ ǘƘŜ ¦YΩǎ ǘǊŜŀǘƳŜƴǘ ǿƻǊƪǎ ς over 800 of them. 
Because of our topography, we employ 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 Agency against a 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 and coastal 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 awarded tƻ ²ŀƭŜǎΩ ōŜŀŎƘŜǎ ǊƛǎƛƴƎ ŦǊƻƳ н ǘƻ рлΣ ōǳǘ 
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. 
 
/ƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ǿƘŀǘ ŀǊŜ ŎŀƭƭŜŘ Ψƭƻƻƪ ǳǇΩ ŘƛǎŎƘŀǊƎŜ consents ς permits for the discharge of waste water - was 100% in 2008, 
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 population 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 flows we saw in 2009. 
 
We have therefore looked again at this risk at all our small works, and during the coming five years, we will be investing in the 
improvement of wastewater treatment works. 
 
Reliability of the sewer network 
In 2009, the number of sewer flooding 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 previous year ς despite periods of prolonged heavy 
rainfall, and that fact that around a third of our 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 pollution from 
asset breakdown is one of our biggest challenges. 
 
Over the last regulatory period 2005-2010, we invested to reduce the risk of repeat flooding from overloaded sewers and as a 
result the number of properties at risk of repeat flooding following very heavy rainfall had by March 2010 reduced to 250 
(2009: 265). We recognise that this is the most serious service shortfall we can have and that it is especially hazardous to 
ǇǳōƭƛŎ ƘŜŀƭǘƘΣ ǎƻ ǿŜ ŀǊŜ ǇƭŜŀǎŜŘ ǘƘŀǘ ²ŜƭǎƘ ²ŀǘŜǊ ŎŀƳŜ ǘƻǇ ƛƴ ǘƘŜ /ƻƴǎǳƳŜǊ /ƻǳƴŎƛƭ ŦƻǊ ²ŀǘŜǊΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ŎƻƳǇŀƴȅ 
responses to sewer flooding. In the next five years we will be investing to 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 performances in the industry ς 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 these that are 
self-reported by Welsh Water which rose from 32% to 45%. We have plans in place to reduce the number of pollution 
incidents caused by our operations in 2010-11. 
 
Coastal and river water quality 
Lƴ нллф ŀƭƭ ƻŦ ²ŀƭŜǎΩǎ ум 9¦-designated beaches passed the mandatory bathing water standard - and 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 awarded for the UK. Wales 
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 contributes 
some £3 billion a year to Welsh economy. 
 
The quality of rivers in Wales continues to be amongst the best in the UK. The latest available survey of river water quality, 
published by the Environment Agency, confirmed that 95% of rivers in Wales were good or excellent on the assessment for 
chemical quality and 87% were good or excellent on the assessment for biological quality. 
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Water abstraction and leakage 
Water is a valuable resource and we abstract from our rivers no more than we need to for public water supply. We are 
committed to keeping leakage ς in other words, wastage - to a minimum. With 27,000km of mains network, the average age 
of which is more than 60 years, this requires a continuous cycle of work. In 2009-10 we met our mandatory target for leakage 
reduction, as we have in each year to date, and over the last five years we have reduced leakage by one third. This means that 
leakage in our region, once one of the highest in the UK, is now in line with the water industry average. As a result of this, and 
falling demand for water from industry, we have in the last 10 years been able to reduce the volume of water abstracted from 
our rivers by a quarter. 
 
Achieving the leakage target was a big challenge because there was a sharp increase in leakages from burst pipes in the thaw 
following a period of prolonged freezing weather in December and January. At one stage we were putting nearly 20% more 
water into supply than usual and more than the peak summer demand for water in the past two years. To hit the leakage 
target required a major reallocation of resources and round-the-clock 7-day working at an additional cost of some £2 million. 
 
 

Safeguarding the environment for tomorrow 
 

We aim to operate our business in a sustainable 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 water resources in our area, and we are working to mitigate 
ǘƘŜ ŜȄǇŜŎǘŜŘ ƛƳǇŀŎǘ ƻŦ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ƻƴ ƻǳǊ ƛƴŘǳǎǘǊȅ ŀǎ ǿŜƭƭ ŀǎ ǘƻ ǊŜŘǳŎŜ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎŀǊōƻƴ ŦƻƻǘǇǊƛƴǘΦ  
 
Managing water resources 
Our job is to ensure that our customers have sufficient water to meet their needs today and in the future. In terms of water 
resources, we are in a relatively strong position in Wales, but we have a number of zones where demand is exceeding ς or is 
forecast to exceed ς available supply in drought conditions. This is complicated by the fact that Welsh Water has nearly half 
ǘƘŜ ƛƴŘǳǎǘǊȅΩǎ ŘƛǎŎǊŜǘŜ ǿŀǘŜǊ ǊŜǎƻǳǊŎŜ ȊƻƴŜǎΣ ǿƘƛŎƘ Ŏŀƴ ƳŜŀƴ ǘƘŀǘ ƻǳǊ ŀōƛƭƛǘȅ ǘƻ ǘǊŀƴǎŦŜǊ ǿŀǘŜǊ ŦǊƻƳ ƻƴŜ ŀǊŜŀ ǘƻ ŀƴƻǘƘŜǊ ƛǎ 
limited. This can create local supply problems during droughts and other extreme weather conditions. 
 
Our plans to increase supplies of water and manage the balance between supply and demand are set out in our draft 25-year 
water resource strategy, but this is to be republished in 2010 following confirmation by the Environment Agency of substantial 
reductions in water abstraction from 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 forecast changes in population and the amount of water we all use, and the effects of climate 
change. 
 
Water efficiency 
²Ŝ ǇǊƻƳƻǘŜ ǿŀǘŜǊ ŜŦŦƛŎƛŜƴŎȅ ǘƘǊƻǳƎƘ ƻǳǊ Ψ.Ŝ ²ŀǘŜǊǿƛǎŜΩ ŎŀƳǇŀƛƎƴΣ ǘƘǊƻǳƎƘ ǿƘƛŎƘ ǿŜ ŜƴŎƻǳǊŀƎŜ ŀƭƭ ŎǳǎǘƻƳŜǊǎ ǘƻ ǳǎŜ ǿŀǘŜǊ 
wisely and avoid waste ς ƛƴ ǘƘŜ ƛƴǘŜǊŜǎǘǎ ƻŦ ōƻǘƘ ǘƘŜ ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ƻǳǊ ŎǳǎǘƻƳŜǊǎΦ hǳǊ ŎƻǊŜ ƳŜǎǎŀƎŜ ǘƻ ŎǳǎǘƻƳŜǊǎ ƛǎ ΨǳǎŜ 
ŀǎ ƳǳŎƘ ŘǊƛƴƪƛƴƎ ǿŀǘŜǊ ŀǎ ȅƻǳ ƴŜŜŘΣ ōǳǘ ǇƭŜŀǎŜ ŘƻƴΩǘ ǿŀǎǘŜ ƛǘΩΣ ŀƴŘ ǘƘŀǘ ǎƳŀƭƭ ƳŜŀǎǳǊŜǎ ǘƻ ǎŀǾŜ ǿŀǘŜǊ ŎŀƴΣ ǿƘŜƴ ŀƎƎǊŜƎŀǘŜŘΣ 
help manage the effects of climate change and contain any increase in overall water consumption. 
 
!ǎ ǇŀǊǘ ƻŦ ǘƘŜ Ψ.Ŝ ²ŀǘŜǊǿƛǎŜΩ ŎŀƳǇŀƛƎƴ ǿŜ ŀǘǘŜƴŘ ǾŀǊƛƻǳǎ ŜǾŜƴǘǎ ŀƴŘ ǊƻŀŘǎƘƻǿǎ ŀǊƻǳƴŘ ƻǳǊ ǊŜƎƛƻƴΣ ǿƘŜǊŜ ǿŜ ƎƛǾŜ 
ŎǳǎǘƻƳŜǊǎ ŦǊŜŜ ǿŀǘŜǊ ǎŀǾƛƴƎ ŎƛǎǘŜǊƴ ŘŜǾƛŎŜǎ ŎŀƭƭŜŘ ΨƘƛǇǇƻ-ōŀƎǎΩΦ LƴŦƻǊƳŀǘƛƻƴ ƛǎ available via our website and publications on 
Ƙƻǿ ǘƻ ǎŀǾŜ ǿŀǘŜǊ ƛƴ ǘƘŜ ƘƻƳŜ ŀƴŘ ǘƘŜ ƎŀǊŘŜƴΦ ²Ŝ ŀǊŜ ŀƭǎƻ ŘŜǾŜƭƻǇƛƴƎ ŀ ΨDǊŜŜƴ ǇƭǳƳōŜǊǎ ƻŦ ²ŀƭŜǎΩ ǘǊŀƛƴƛƴƎ ǎŎƘŜƳŜΣ ǿƘƛŎƘ 
focuses on plumbing best practice in the installation and maintenance of water efficient equipment. 
 
Climate change and carbon 
The pattern of greater variability in weather conditions and more extreme weather events, which we have seen in each of the 
past three years, was repeated in 2009-10. Irrespective of whether or not this can be attributed to climate change, it is having 
a significant impact on Welsh ²ŀǘŜǊΩǎ ōǳǎƛƴŜǎǎΦ [ŀǎǘ ȅŜŀǊ ǎŀǿ ŦŀƛƭǳǊŜǎ ŀǘ a number of small wastewater treatment works 
where problems have not been seen before, and we are investigating why variable weather conditions appear to be having 
more of an impact in north Wales than in other parts of our region. 
 
Treating and pumping water and wastewater across a large region of variable terrain makes Welsh Water a high energy user 
and one of the top carbon emitters in Wales. Each year there is an upward pressure on energy use arising from investment in 
new assets and in treatment processes required to meet higher drinking water quality and environmental standards. 
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Reducing our carbon footprint  
Welsh Water was one of 7 organisations awarded the Carbon Trust Standard in 2009 after demonstrating our commitment to 
carbon reduction. The Carbon Trust commended the CƻƳǇŀƴȅΩǎ ǇǊƻƎǊŀƳƳŜ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ǘǊƛŀƭƭƛƴƎ ƻŦ ƭƻǿ ŎŀǊōƻƴ ǘǊŜŀǘƳŜƴǘΣ 
sustainable urban drainage schemes and surface water management, advanced sludge digestion, renewable energy 
generation and a wide ranging energy efficiency programme. 
 
ул҈ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎŀǊōƻƴ ŜƳƛǎǎƛƻƴǎ ǊŜƭŀǘŜ ǘƻ ŜƴŜǊƎȅ ǳǎŜΣ ǎƻ ŎƻƴǘǊƻƭ ƻŦ ŜƴŜǊƎȅ Ŏƻǎǘǎ Ƙŀǎ ōƻǘƘ Ŧƛnancial and environmental 
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 2009- 10. In the first full year of operation, this will save over 6 
gigawatt hours of energy, or over £300,000. 
 
In 2009-10, Welsh Water increased its renewable energy generation by around a quarter. This comes mainly from combined 
ƘŜŀǘ ŀƴŘ ǇƻǿŜǊ ό/Itύ ǎŎƘŜƳŜǎΣ ǿƘƛŎƘ ŎŀǇǘǳǊŜ ŀƴŘ ōǳǊƴ ΨǿŀǎǘŜΩ ƳŜǘƘŀƴŜ Ǝas at 12 wastewater treatment works, but it also 
includes the first of our advanced digestion schemes which convert wastewater sludge to electricity. This is at Eign in 
Herefordshire and has been generating power since October 2009. 
 
Two further schemes will be 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 in 2009-10: 

 Feasibility studies for 2 hydrogeneration schemes were completed, for which we have set aside 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 contribution 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 plant ς replacing an inefficient pump, of which Welsh Water has many thousands, can save up to 
20% in energy use. 

 
 

aŜŜǘƛƴƎ ŎǳǎǘƻƳŜǊǎΩ Ŝxpectations 
 

We want all our customers to feel confident that their water supply and sewerage services are well 
looked after. 
 
Improving customer 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 centre will have 
more real-time 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 majority of our customers prefer to contact us by telephone, and last year the volume of calls was up 3% on the previous 
ȅŜŀǊΦ Lƴ ƎŜƴŜǊŀƭΣ ŀƭƭ Ŏŀƭƭǎ ŀǊŜ ŀƴǎǿŜǊŜŘ ōȅ ŀ ΨǊŜŀƭ ǇŜǊǎƻƴΩ ǎǘǊŀƛƎƘǘŀǿŀȅΣ ŀǎ ǿŜ ƻƴƭȅ ǳǎŜ ŀǳǘƻƳŀǘƛƻƴ ƛƴ ŜƳŜǊƎŜƴŎƛŜǎΦ ¢ǿƻ ǘƘƛǊŘs 
of the calls 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 contact us as a result of the current difficult economic climate, and many calls are taking 
longer to deal with than in the past. Mainly because of a single incident at Treharris, the total number of calls during the year 
that got an engaged tone because all staff were 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. In 2009-10 the number of 
abandoned calls, which rose to over 5% last year, returned to a more typical level of less than 3%. 
 
Helping customers pay their bill 
In 2009-10, 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 for eligible customers at £250. 
 
Our other assistance tariff, Water Direct, reduces the bill by £25 when customers opt to pay their water bill by direct 
deduction from benefits. Customers have also benefited from our Customer Assistance Fund, a scheme run with the 
assistance of the Citizens Advice Bureau to help customers who have fallen into arrears with their bills. All our assistance 
tariffs are designed to be self funding. 
 
Additional Services 
Many of our customers may have other needs for which we can offer a range of additional services. These include large print 
ƻǊ .ǊŀƛƭƭŜ ōƛƭƭǎΣ ōƻǘǘƭŜŘ ǿŀǘŜǊ ŘǳǊƛƴƎ ŜƳŜǊƎŜƴŎƛŜǎΣ ŀ ǇŀǎǎǿƻǊŘ ǎŎƘŜƳŜ ŦƻǊ ƘƻƳŜ Ǿƛǎƛǘǎ ŀƴŘ ŀ ΨƪƴƻŎƪ ŀƴŘ ǿŀƛǘΩ ǎŜǊǾƛŎŜ ŦƻǊ ǘƘƻǎe 
who need a little more time to answer the door. At the end of the year 3,600 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 handling across 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 drinking water 
ǉǳŀƭƛǘȅΣ Ŏƻŀǎǘŀƭ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ǉǳŀƭƛǘȅ ŀƴŘ Ƙƻǿ ƻǳǊ ŎǳǎǘƻƳŜǊǎ ƧǳŘƎŜ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǾŀƭǳŜ ŦƻǊ ƳƻƴŜȅ ǿƘŜƴ ŎƻƳǇŀǊŜŘ ǘƻ ƻǘƘŜǊ 
utilities. The latest research shows that satisfaction with drinking water quality remains high. 
 
 

Employer of choice 
 

We want everyone who works for Welsh Water to recognise the importance of the job we do for the 
three million people who rely on us.  
 
In 2009-10 the staff employed directly by Welsh Water were responsible for financial management, strategic asset planning 
and investment, managing regulatory issues and ensuring that our outsourced working arrangements delivered an efficient 
ŀƴŘ ƘƛƎƘ ǉǳŀƭƛǘȅ ǎŜǊǾƛŎŜ ǘƻ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎΦ ¢Ƙƛǎ ŎƘŀƴƎŜŘ ƛƴ !ǇǊƛƭ ŀƴŘ aŀȅ нлмл ǿƘŜƴ мрсф ǎǘŀŦŦ ǿƘƻ ŘŜƭƛǾŜǊ Řŀȅ-
today operations and maintenance services to customers, who were previously employed by United Utilities Operational 
Services and Kelda Water Services Wales, transferred to Welsh Water under the Transfer of Undertaking Regulations. Merging 
three teams with different cultures is an additional 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 2009-10 was committed to planning the transition for this major restructuring of the business, and 
included the appointment of a new leadership team reporting to the Directors. The new team covers key leadership roles, of 
which five have been filled by high calibre leaders who were not employed by Welsh Water in 2009-10. The new 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 further, building on 
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 us. Our culture 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 messages were reinforced 
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 
ǇǊƛƴŎƛǇƭŜǎ ƻŦ ǿƘƛŎƘ ƘŀǾŜ ǊŜƳŀƛƴŜŘ ƛƴ ǇƭŀŎŜ ǎƛƴŎŜ ǘƘŜȅ ǿŜǊŜ ŦƛǊǎǘ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ ǘƘŜ ƳƛŘ мффлΩǎΦ ²ƘŜǊŜǾŜǊ ǇƻǎǎƛōƭŜΣ ǎǘŀŦŦ 
reduction will be 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 continue our graduate recruitment programme through which we aim to attract 
potential leaders for the future with appropriate skills in engineering and scientific disciplines. To achieve this, we have further 
strengthened our ties with a number of universities to enable 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, has set a high standard in partnership working ς and 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 objectives by promoting a safe and stimulating working environment for our 
ǎǘŀŦŦΣ ōȅ ŦƻŎǳǎƛƴƎ ƻƴ Ŏƻƴǘƛƴǳƻǳǎ ƛƳǇǊƻǾŜƳŜƴǘ ǘƻ ŘŜƭƛǾŜǊ ǘƘŜ ǊƛƎƘǘ ōŀƭŀƴŎŜ ƻŦ ΨōŜǎǘ ƛƴ ŎƭŀǎǎΩ ŀƴŘ ǾŀƭǳŜ ƻŦ ƳƻƴŜȅ ŎǳǎǘƻƳŜǊ 
service, and by promoting Welsh Water as a credible and responsible business 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 sector, 2009-мл ǿŀǎ ŘƛǎŀǇǇƻƛƴǘƛƴƎ ōŜŎŀǳǎŜ ǇŜǊŦƻǊƳŀƴŎŜ ǎƭƛǇǇŜŘ ŀƴŘ ǿŀǎ ǘƘŜ ŦƛǊǎǘ ȅŜŀǊ ǳƴŘŜǊ Dƭŀǎ /ȅƳǊǳΩǎ ƻǿƴŜǊǎƘƛǇ ƛƴ 
which the number of reportable accidents did not fall. Last year, there were 39 reportable accidents. Returning to a 
downward trend is our priority for next year.  
 
²Ŝ ƻǇŜǊŀǘŜ ŀ ΨWƻǳǊƴŜȅ ǘƻ ½ŜǊƻΩ ǎǘǊŀǘŜƎȅ ŀƴŘ ŀ ƴƻ-blame safety culture, which encourages near-hit reporting - an event that 
could have caused injury to staff but which did not on this occasion - so that lessons for continuous improvement can be 
taken on board. We keep the focus of staff across the business on occupational health and safety through a risk-based 
programme. In 2009- мл ǘƘƛǎ ƛƴǾƻƭǾŜŘ ŘŜƭƛǾŜǊƛƴƎ ƭƻŎŀƭ ƛƳǇǊƻǾŜƳŜƴǘ ΨƎƻŀƭǎΩ ƻǾŜǊǎŜŜƴ ōȅ нл ƳŀƴŀƎŜǊǎ ǿƘƻ ƘƻƭŘ ŀ b9.h{I 
(National Examination 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 Advisory Services) 18001:2007 
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 immediately visible to 
²ŜƭǎƘ ²ŀǘŜǊΣ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ ƛƴŘŜǇŜƴŘŜƴǘ ŀǳŘƛǘǎ ŎƻƴŘǳŎǘŜŘ ƻƴ ƻǳǊ ōŜƘŀƭŦΦ [ŀǎǘ ȅŜŀǊΩǎ ŀƴƴǳŀƭ ƘŜŀƭǘƘ ŀƴŘ ǎŀŦŜǘȅ 
conference was attended by 300 staff from across the AMA, when three health and safety awards were issued and staff were 
able to gain from the experience of three prominent independent speakers. 
 
CǳǊǘƘŜǊ ŘŜǘŀƛƭǎ ƻŦ ƻǳǊ ƘŜŀƭǘƘ ŀƴŘ ǎŀŦŜǘȅ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ŀǇǇǊƻŀŎƘ ŀǊŜ ŀǾŀƛƭŀōƭŜ ƛƴ ƻǳǊ Ψнлмл IŜŀƭǘƘ ŀƴŘ {ŀŦŜǘȅ wŜǇƻǊǘΩ ǿƘƛŎƘ 
is available on our website. 
 
 

Responsible Business 
 

We are committed to 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 Wales - some 40,000 hectares of scenic land that is rich in both biodiversity and 
heritage. This land base 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 contribution to 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 treatment works 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 site-specific habitat and species plan which we implement 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 without having to 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 national Considerate Constructors Scheme where our 
arrangements for public safety and community impact and liaison are assessed independently. It is always the aim of Welsh 
Water to minimise the disruptive impact of our activities. 
 
Supporting education 
Last year was another successful year for our education service, with some 12,100 primary school children receiving lessons at 
one of our four ΨLiving and Learning with WaterΩ ŎŜƴǘǊŜǎΦ ¢ƘŜǎŜ ΨƘŀƴŘǎ ƻƴΩ ƭŜǎǎƻƴǎΣ ǇǊƻǾƛŘŜŘ ŦǊŜŜ ƻŦ ŎƘŀǊƎŜ ŀƴŘ ŘŜǎƛƎƴŜŘ ŀƴŘ 
delivered by qualified teachers, are aimed at pupils from 7-11 years old and cover different aspects of science, geography, 
history and sustainable development. Lessons are backed up by our education website 
(www.livingandlearningwithwater.com) 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. Designed 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 science-based employment. 
 
 
 
 

http://www.livingandlearningwithwater.com/
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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 last academic year, this service 
delivered 85 community-based sessions, reaching over 7,000 additional young people and adult learners, including events 
ǎǳǇǇƻǊǘŜŘ ōȅ ǘƘŜ IŜǊŜŦƻǊŘ ²ŀǘŜǊǿƻǊƪǎ aǳǎŜǳƳ ŀƴŘ ǘƘŜ bŀǘƛƻƴŀƭ .ƻǘŀƴƛŎŀƭ DŀǊŘŜƴǎΣ ǘǿƻ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŜŘǳŎŀǘƛƻƴ 
partners. 
 
Over 1,600 schools in our region are Eco-{ŎƘƻƻƭǎΣ ŦƻǊ ǿƘƻ ǿŜ ǎǇƻƴǎƻǊ ŀ ΨǿŀǘŜǊ ŜŦŦƛŎƛŜƴŎȅ ŀǿŀǊŘΩΦ ¦ƴŘŜǊ ǘƘƛǎ ǎŎƘŜƳŜΣ ǿŜ 
encourage water efficiency by: 

 issuing water efficiency packs. 

 providing advice through an Eco-Schools handbook. 
 
At schools where 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 teacher 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 positions in the future. In addition, environmental education awareness events were held for teachers at 
²ŜƭǎƘ ²ŀǘŜǊΩǎ ŦƻǳǊ ŎŜƴǘǊŜǎΦ 
 
Supporting community projects 
As befits our not-for-profit business model, we do not engage in corporate sponsorship. Instead we focus on supporting staff 
in community schemes. A ΨWorld of WorkΩ scheme provides business mentoring and interview support for young people 
about to leave school and, under our management development programme, staff take part in a volunteer project to enhance 
their skills and help the community.  
 
Supported by Business in the /ƻƳƳǳƴƛǘȅΩǎ /ŀǊŜǎ {ŎƘŜƳŜΣ мн ǎǘŀŦŦ tackled an environmental project at Treforest Wholefood 
Association, a social enterprise committed to educating and training people in sustainable horticulture, including groups of 
excluded 16-18 year-olds, unemployed and school children. This involved staff in planning, financing and helping to restore 
and conserve a community allotment and local pond habitat. 
 
WaterAid 
We support WaterAid, the international charity, which brings sustainable water and sanitation schemes and hygiene 
ŜŘǳŎŀǘƛƻƴ ǘƻ ǎƻƳŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ǇƻƻǊŜǎǘ communities in Africa and Asia. 
 
 

Financial Review 
 

The Board considers that maintaining gearing at around 70% will provide best value 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 Water has not been immune to the impact of the recent economic recession, we have delivered a sound 
ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ŘǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ǘƻ ом aŀǊŎƘ нлмлΦ IƻǿŜǾŜǊΣ ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ ŦƻǊ нлмл ǘƻ 
2015 is a big challenge and, as a result, we are making a major change to our business operations. 
 
Appointed revenue has grown due to regulatory price increases which support our extensive capital investment and the 
ŘŜƭƛǾŜǊȅ ƻŦ ōŜǘǘŜǊ ŎǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜΣ ŀŦǘŜǊ ǘŀƪƛƴƎ ƛƴǘƻ ŀŎŎƻǳƴǘ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ƻŦ ϻнн ǇŜǊ ŎǳǎǘƻƳŜǊΦ hǇŜǊŀǘƛƻƴŀƭ 
expenditure (before exceptional items) has fallen due to lower power costs, partly offset by an increase in the bad debt 
charge. 
 
/ŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ƻǳǊ ǊŜƎǳƭŀǘŜŘ ǿŀǘŜǊ ŀƴŘ ǿŀǎǘŜǿŀǘŜǊ ƻǇŜǊŀǘƛƻƴǎΣ ƛƴŎƭǳŘƛƴƎ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǊŜƴŜǿŀƭǎ ŜȄǇŜƴŘƛǘǳǊŜ όΨLw9ΩύΣ 
amounted 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 
²ŜƭǎƘ ²ŀǘŜǊΩǎ ŀǇǇƻƛƴǘŜŘ turnover in the year to 31 March 2010 was £682 million (2009: £650 million), an increase of 4.8% on 
ƭŀǎǘ ȅŜŀǊΦ ¢Ƙƛǎ ƛƴŎǊŜŀǎŜ ǇǊƛƳŀǊƛƭȅ ǊŜŦƭŜŎǘǎ ǘƘŜ ǇǊƛŎŜ ƛƴŎǊŜŀǎŜ ƻŦ рΦп҈Σ ƘƻǿŜǾŜǊ ƻǳǊ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ǇƻƭƛŎȅ ƳŜŀƴǎ ǘƘŀǘ ƻǳǊ 
total charges were some £28 million lower than if we had applied the full price increase determined by Ofwat (2009: £27 
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 
²ŜƭǎƘ ǿŀǘŜǊΩǎ total appointed business operational costs (excluding IRC and depreciation and before exceptional items) were 
£259 million (2009: £260 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 
conǘǊŀŎǘǎ ǿŜǊŜ ǿƛǘƘ ¦ƴƛǘŜŘ ¦ǘƛƭƛǘƛŜǎ hǇŜǊŀǘƛƴƎ {ŜǊǾƛŎŜǎ όΨ¦¦h{ΩΣ ŦƻǊ ǘƘŜ ƻǇŜǊŀǘƛƻƴ ƻŦ ǘƘŜ ǿŀǘŜǊ ƴŜǘǿƻǊƪ ŀƴŘ ǘƘŜ ǿŀǎǘŜǿŀǘŜǊ 
ƴŜǘǿƻǊƪ ƛƴ bƻǊǘƘ ²ŀƭŜǎύ ŀƴŘ ǿƛǘƘ YŜƭŘŀ ²ŀǘŜǊ {ŜǊǾƛŎŜǎ όΨY²{ΩΣ ŦƻǊ ǘƘŜ ƻǇŜǊŀǘƛƻƴ ƻŦ ǘƘŜ ǿŀǎǘŜǿŀǘŜǊ ƴŜǘǿƻǊƪ ƛƴ {ƻǳǘƘ ²ŀƭŜǎ 
and Herefordshire). 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 and 
pumping processes, and Welsh Water ς ǿƛǘƘ ƛǘǎ ƴŜǘǿƻǊƪ ǎǇǊŜŀŘ ŀŎǊƻǎǎ ²ŀƭŜǎΩ ǳƴŘǳƭŀǘƛƴƎ ǘƻǇƻƎǊŀǇƘȅ ς is no exception. This 
year we have experienced reductions in energy prices which have seen power costs fall by around 20% to £35 million (2009: 
£43 million).  
 
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 supplies to non-paying 
domestic customers, 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 collections 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 its Modern Equivalent Asset Value (see current cost accounting policies on page []). 
 
The infrastructure renewals charge was £60 million (2009: £62 million). The charge has been reviewed to take into account 
ǘƘŜ ǇǊƻƧŜŎǘŜŘ ŦǳǘǳǊŜ ŜȄǇŜƴŘƛǘǳǊŜ ǇŜǊ hŦǿŀǘΩǎ нллф Cƛnal Determination and reflects the medium to long-term maintenance 
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 company since it 
ǿŀǎ ōƻǳƎƘǘ ōȅ Dƭŀǎ /ȅƳǊǳ ŀƴŘ ōŜŎŀƳŜ ŀ Ψƴƻǘ-for-ǇǊƻŦƛǘΩ ŎƻƳǇŀƴȅ ς to meet the toughest efficiency 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 £1.2 billion in 
water quality and other improvements. But Welsh Water must also reduce its day-to-day operating costs by some 20% to 
enable the average household bill to fall by £30 before inflation. 
 
Since 2001, UUOS and then also KWS have helped us to cut our operating costs by more than any other water and sewerage 
company in the regulated water industry in England and Wales. But in order to deliver the price reductions required over the 
next five years we must make a further step change in our cost efficiency. 
 
Over the past year we have had lengthy discussions with UUOS and KWS through the five-yearly price and performance 
review of the contracts we undertook with both companies. We recognise and appreciate the considerable efforts made by 
both companies to meet our requirements. However, it did not prove possible to reach agreement with either company in 
relation to the terms for a continuation of those contracts for a further five years. 
 
In light of this, we reached agreement with both UUOS and KWS that their staff would transfer to Welsh Water. On 1 April 
2010 1,093 UUOS employees transferred, followed by 476 KWS employees on 1 May 2010. 
 
We have also announced, as part of the drive to cut our operating costs by 20%, a phased reduction, over the next five years, 
of around 300 in the number of people required to deliver water and ǿŀǎǘŜǿŀǘŜǊ ǎŜǊǾƛŎŜǎ ǘƻ ²ŜƭǎƘ ²ŀǘŜǊΩǎ customers. We 
are working closely with staff and our trade union colleagues and intend to achieve this through a combination of retirements, 
natural staff turnover and voluntary severance. 
 
Included in the 2009-10 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 pension top-up required to 
achieve our planned headcount reduction. These are necessary enabling costs which will help us to create the efficiencies 
ǊŜǉǳƛǊŜŘ ǘƻ ƳŜŜǘ hŦǿŀǘΩǎ ŎƘŀƭƭŜƴƎƛƴƎ ǘŀǊƎŜǘΦ  
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Financing costs 
Net interest payable of £104m is £64m lower than last year. The impact of lower interest rates has been combined with an 
indexation credit in respect of the index-linked bonds (calculated using July 2008 to July 2009 RPI). The average cost of debt 
during the period 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 months. Consequently, 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%). 
 
tǊƻŦƛǘ ōŜŦƻǊŜ ǘŀȄŀǘƛƻƴ ŀƴŘ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ 
The appointed business current cost profit before tax was £166 million (2009: loss of £2 million). This profit was made after 
ŦǳƴŘƛƴƎ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ƻŦ ϻнн ŦƻǊ ŀƭƭ ŎǳǎǘƻƳŜǊǎ ǊŜŎŜƛǾƛƴƎ ōƻǘƘ ǿŀǘŜǊ ŀƴŘ ǿŀǎǘŜǿŀǘŜǊ ǎŜǊǾƛŎŜǎΣ ŀǘ ŀ ǘƻǘŀƭ ƻŦ ϻну 
million (2009: £21 per customer, totallinƎ ϻнт ƳƛƭƭƛƻƴύΦ {ƛƴŎŜ нллоΣ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘǎΩ ƘŀǾŜ ǘƻǘŀƭƭŜŘ ǎƻƳŜ ϻмрн ƳƛƭƭƛƻƴΦ 
 
Taxation 
The taxation charge for the year of £1 million comprises a deferred tax charge of £3 million, offset by a current tax credit of £2 
million. The company has tax trading losses carried forward of approximately £288 million, which it believes 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 Water aims to offer a secure, low risk investment to long-term investors. By building and maintaining a strong financial 
position, we intend to keep our borrowing costs low, enabling us to finance future investment in the business efficiently, 
whilst retaining the scope to return money to our customers and keep bills affordable. 
 
The company had strong liquidity as at 31 March 2010 - cash balances of £249 million, together with an undrawn loan facility 
of £75 million and undrawn revolving credit facilities of £345 million. The cash balances include the proceeds of the £140 
million index-linked bond issue on 31 March 2010. 
 
On 7 May 2010, in view of the very high level of available liquidity (£669 million), the level of undrawn revolving credit 
facilities was reduced to £100 million and on 3 June 2010 agreement was reached to repurchase £113 million of Class C1 
bonds following a tender offer to bond holders. The amount repurchased represents a take-up of 90% and settlement will be 
made in cash on 7 June 2010. 
 
Gearing and financial reserves 
hƴ Dƭŀǎ /ȅƳǊǳΩǎ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊ ƛƴ aŀȅ нллмΣ ƎŜŀǊƛƴƎ ǎǘƻƻŘ ŀǘ фо҈Φ {ƛƴŎŜ ǘƘŜƴΣ ƛǘǎ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ Ƙŀǎ ƛƳǇǊƻǾŜŘ 
ǎǘŜŀŘƛƭȅΣ ǎǳŎƘ ǘƘŀǘ ƎŜŀǊƛƴƎ ƘŀŘ ŦŀƭƭŜƴ ǘƻ тм҈ ŀǎ ŀǘ ом aŀǊŎƘ нлмл ŀƴŘ ΨŦƛƴŀƴŎƛŀƭ ǊŜǎŜǊǾŜǎΩ όw/± ƭŜǎǎ ƴŜǘ ŘŜōǘύ ǿŜǊŜ ŀƭƳƻǎǘ ϻм.1 
billion. 
 
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 sector, despite a 
ǾŜǊȅ ŎƘŀƭƭŜƴƎƛƴƎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴΦ hƴ у aŀǊŎƘ нлмл {ǘŀƴŘŀǊŘ ϧ tƻƻǊΩǎ ǇƭŀŎŜŘ our ratings on negative outlook, reflecting 
ǘƘŜƛǊ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ƛƳǇŀŎǘ ƻŦ hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ ŦƻƭƭƻǿƛƴƎ ǘƘŜ нллф tǊƛŎŜ wŜǾƛŜǿΦ 
 
There has been a significant downward reduction in the spread differential to Government gilts during the year across the 
water sector, reflecting an easing of the difficult credit conditions over the last year. The bonds continue to trade at spread 
differentials generally below those of equivalent water sector bonds of similar maturities. 
 
Debt financing and interest rate management 
Despite difficult conditions in the borrowing and capital markets, on 31 March 2010 Welsh Water issued £140m of 2048 
index-linked series B bonds. A further £35 million of funding, provided by KfW Bank, was drawn on 15 December 2009. 
 
To protect ²ŜƭǎƘ ²ŀǘŜǊΩǎ high credit quality, the Board has always adopted prudent financial policies, predominantly covering 
the fixing of interest rates and the investment of cash balances. ²ŜƭǎƘ ²ŀǘŜǊΩǎ policy is to minimise its exposure to 
movements in market rates, with a minimum of 85% of its liabilities being fixed rate, index-linked to the UK Retail Price Index 
όΨwtLΩύ ƻǊ ƳŀǘŎƘŜŘ ōȅ ŎŀǎƘ ōŀƭŀƴŎŜǎΦ ¢ƘŜ .ƻŀǊŘ ŎƻƴǎƛŘŜǊǎ ǘƘŀǘ ƭƛƴƪƛƴƎ ŘŜōǘ ǘƻ ¦Y wtL ƛƴŦƭŀǘƛƻƴ ƛǎ ǇŀǊǘƛŎǳƭŀǊƭȅ ŀǇǇǊƻǇǊƛŀǘŜΣ ŀs 
²ŜƭǎƘ ²ŀǘŜǊΩǎ ǊŜvenues and Regulatory 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 its licence, and therefore undertakes no speculative trading. As at 31 March 2010, approximately 60% of 
gross debt was index-linked via bonds and derivatives (2009: 58%). 
 
The expected maturity of the outstanding fixed rate and index-linked bonds ranges from 2011 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 
²ŜƭǎƘ ²ŀǘŜǊΩǎ strong financial position has been built up over the last 8 years, and provides 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 improvements to customer 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 £1,521 million. Welsh 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 2010 to 2015. 
 
Looking ahead 
¢ƘŜ .ƻŀǊŘΩǎ ǇƻƭƛŎȅ ƛǎ ǘƻ ǊŜŘǳŎŜ ƎŜŀǊƛƴƎ ǘƻ ŀǊƻǳƴŘ тл҈Σ ŀƴŘ Ƴŀƛƴǘŀƛƴ ƛǘ ŀǘ ŀǊƻǳƴŘ ǘƘƛǎ ƭŜǾŜƭΦ ! ƪŜȅ ǇŀǊǘ ƻŦ ƻǳǊ ǎǘǊŀǘŜƎȅ ƛǎ ǘƻ 
minimise customer bills in the long term, and the Board judges that this level of gearing will enable the company to 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 exploiting our recent large investment in new technology, by eliminating the profit 
ŜƭŜƳŜƴǘΣ ƻǾŜǊƘŜŀŘ ŀƴŘ ŎƻƴǘǊŀŎǘ ƳŀƴŀƎŜƳŜƴǘ Ŏƻǎǘǎ ƻŦ ǘƘŜ ǇǊŜǾƛƻǳǎƭȅ ƻǳǘǎƻǳǊŎŜŘ ǎŜǊǾƛŎŜǎΣ ŀƴŘ ōȅ ƛƴǾŜǎǘƛƴƎ ƛƴ ΨƎǊŜŜƴ ŜƴŜǊƎȅΩ 
and processes to reduce power costs. This involves considerable expenditure 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 reliable services 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 forecasts involve 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 by these 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 decades to come. 
 
9ǾŜǊȅ ŦƛǾŜ ȅŜŀǊǎ hŦǿŀǘ ŎŀǊǊƛŜǎ ƻǳǘ ŀ ǇŜǊƛƻŘƛŎ ǇǊƛŎŜ ǊŜǾƛŜǿΣ ŀƴŘ ƛƴ bƻǾŜƳōŜǊ нллф hŦǿŀǘ ǇǳōƭƛǎƘŜŘ ƛǘǎ ΨCƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴΩ 
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 long-life assets - reservoirs, 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 and quality regulators during the 
periodic price review was the trade-off between investment in our network of assets and customer affordability. 
 
¦ƴŘŜǊ hŦǿŀǘΩǎ ΨŦƛƴŀƭ ŘŜǘŜǊƳƛƴŀǘƛƻƴΩΣ ǘƘŜ ŀǾŜǊŀƎŜ ŎǳǎǘƻƳŜǊ ōƛƭƭ ŦƻǊ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ǎŜǊǾƛŎŜǎ ƛƴ ǘƘŜ ²ŜƭǎƘ ²ŀǘŜǊ ǊŜƎƛƻn will 
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 last five years. 
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 critical investment we set out in our Final Business Plan for 2010-2015, which we regarded as necessary to 
ǇǊƻǘŜŎǘ ǇǳōƭƛŎ ƘŜŀƭǘƘ ŀƴŘ ǘƘŜ ŜƴǾƛǊƻƴƳŜƴǘ ƛƴ ǘƘŜ ǊŜƎƛƻƴ ǿŜ ǎŜǊǾŜΣ Ƙŀǎ ōŜŜƴ ŎƻƴŦƛǊƳŜŘ ƛƴ hŦǿŀǘΩǎ final determination. This will 
enable us to begin to make progress towards the goals set out in 'Our Sustainable Future', published in 2007, which set out 
our long-term vision for the water industry in our region. 
 

Protecting public health 
Our biggest responsibility is to provide a safe and reliable drinking water supply to our customers at 
all times. In the next five years we plan to improve facilities at 23 water treatment sites to deal with 
deteriorating source water quality and other risks to the quality of drinking water identified in our 
Drinking Water Safety Plans. We will also renew over 500km of water mains that cause repeat 
interruption to supply. 



Page 17  

Operating and financial review ŎƻƴǘΩŘ 

 
 

Safeguarding the environment  
In the next 5 years we are targeting a significant reduction in flooding and pollution incidents caused 
by breakdowns on our sewer network, plus additional treatment stages at some 14 wastewater sites 
to protect river and coastal water quality. 
 
Responding to climate change 
Work is already well advanced on advanced sludge digestion schemes at 3 wastewater sites by 
which, with improved energy efficiency, we are seeking to achieve a 15% reduction in ƻǳǊ ΨŎŀǊōƻƴ 
ŦƻƻǘǇǊƛƴǘΩ ōȅ нлмрΦ ¢ƘǊƻǳƎƘ our Green Space Wales strategy in the next five years, we will also invest 
in sustainable urban drainage schemes to reduce the risk of flooding from overloaded sewers, 
providing added protection in locations at most risk of flooding. 
 
aŜŜǘƛƴƎ ƻǳǊ ŎǳǎǘƻƳŜǊǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ 
In autumn 2010, we will be opening our new customer service and operational control centre in 
Cardiff, where the latest technology delivered under our £85m programme of IT-enabled change will 
make it possible to anticipate service failures and improve customer service by giving first-time 
resolution to daily problems. The new centre will also improve our ability to respond to the need for 
infrastructure to supply new housing and to support economic development. 
 
Looking after our assets 
Our priorities and long-term investment decisions are determined using our Strategic Investment 
Planning System. The priorities of Welsh Water are reviewed and updated annually. 
 
Financing the business 
²Ŝ ŀǊŜ ǘŀǊƎŜǘƛƴƎ ƎŜŀǊƛƴƎ ŀǘ ŀǊƻǳƴŘ тл҈ ŀƴŘ ŀƴ Ψ! ƎǊŀŘŜΩ ŎƻǊǇƻǊŀǘŜ ǊŀǘƛƴƎ ǘƻ ƘŜƭǇ ŘǊƛǾŜ Řƻǿƴ ǘƘŜ 
level of customer bills, which we will achieve by continuing with our financing strategy. 
 
Employer of choice 
In the final quarter of 2009-10, we announced we would bring the people who deliver water and 
sewerage services into the direct employment of Welsh Water ς which was successfully completed 
on 1 May 2010. Our priority for 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 
Affordabiliǘȅ ǿƛƭƭ ŀƭǿŀȅǎ ōŜ ŀ ǘƻǇ ǇǊƛƻǊƛǘȅ ŦƻǊ ²ŜƭǎƘ ²ŀǘŜǊΦ Lƴ нллм ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŀǾŜǊŀƎŜ ōƛƭƭ ǿŀǎ 
the second highest in the industry, but now it is close to the UK average bill. By March 2015 it will be 
ϻол ƭƻǿŜǊ ǘƘŀƴ aŀǊŎƘ нлмлΣ ŦƻƭƭƻǿƛƴƎ hŦǿŀǘΩǎ Ŧƛƴŀƭ ŘŜǘŜǊƳƛƴŀǘƛon. We will continue to address 
affordability through one of the widest range of tariffs and schemes available in the industry 
designed to help our least well-off customers. 
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Managing risk 
 

Glas Cymru cannot diversify into non-core activities, but otherwise we face the same risks as any other 
company in the UK utility sector. 
 
It is a key principle of our business model that Glas Cymru cannot diversify into activities unrelated to the water and sewerage 
business in the 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 business risks which 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 our long-term performance. No company 
is insulated from the impact of economic 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 the day-to-day 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 significantly reduced. 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.  
 
¢ƘŜ ŀōƻǾŜ ŎƘŀƴƎŜ ǿŀǎ ǘƘŜ .ƻŀǊŘΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ƳŜŜǘƛƴƎ ǘƘŜ ŎƘŀƭƭŜƴƎŜǎ ǎŜǘ ōy a very tough price review. The move to these 
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 standards did not fall. 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 Services Limited and Kelda Water Services 
Wales Limited on 1 April 2010 and 1 May 2010, respectively. There was limited additional risk associated with the 
management of business systems and data as operating ǇŀǊǘƴŜǊǎ ƘŀŘ ŀƭǿŀȅǎ ǳǎŜŘ ²ŜƭǎƘ ²ŀǘŜǊΩǎ core systems and processes. 
 
Regulatory risk 
wŜƎǳƭŀǘƻǊȅ Ǌƛǎƪ Ŏŀƴ ŀǊƛǎŜ ŦǊƻƳ hŦǿŀǘΩǎ price control determinations, from the ǊŜǉǳƛǊŜƳŜƴǘ ǘƻ ŎƻƳǇƭȅ ǿƛǘƘ hŦǿŀǘΩǎ extensive 
data requirements and more generally from changes in the regulatory environment. The changing nature of regulatory risk 
was illustrated in the 2009 regulatory price review in which Welsh Water was subject to a shortfall adjustment of £12 million 
for failing, by only a small margin, one of the asset serviceability standards set retrospectively by Ofwat for 2005-10. In the 
period 2010-15 Ofwat will assess the water industry against 20 standards of serviceability. 
 
hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ ƻŦ ǇǊƛŎŜ limits for the period 2010-15 is one of the most challenging Welsh Water has been set 
since privatisation ς and we have the toughest efficiency targets in ǘƘŜ ǎŜŎǘƻǊΦ CǳǊǘƘŜǊƳƻǊŜΣ hŦǿŀǘΩǎ Ŏƻǎǘ assumptions for the 
sector are based on benign economic conditions in which, for example, power prices and bad debts are no higher than they 
were in 2008-09.  
 
Welsh Water aims to achieve this cost 
reduction by: 

 exploiting recent large investment in new technology. 

 eliminating duplication in management. 

 investing in green energy processes to reduce power costs. 

 a phased reduction over the next five years of around 300 in the number of staff required to deliver water and 
wastewater services, to be achieved by a combination of retirement, natural staff turnover and voluntary severance.  

 
The net effect of the price review is that ǘƘŜ /ƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛŀƭ Ǉƭŀƴǎ ǿƛƭƭ ōŜ subject to greater uncertainty and so the 
company has decided to pursue a prudent approach to issues such as the ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ǳƴǘƛƭ ǘƘŀǘ ǳƴŎŜǊǘŀƛƴǘȅ is 
resolved. 
 
One significant regulatory risk was removed in December 2009 when the European Court of Justice determined that stretches 
of the north east Irish Sea ǿƻǳƭŘ ƴƻǘ ōŜ ŘŜǎƛƎƴŀǘŜŘ ŀǎ ΨǎŜƴǎƛǘƛǾŜ ǿŀǘŜǊǎΩ ǳƴŘŜǊ ǘƘŜ ¦Ǌōŀƴ ²ŀǎǘŜǿŀǘŜǊ Treatment Directive. 
This means that Welsh Water will not have to extend coastal wastewater treatment works, avoiding the need for substantial 
investment. 
 
A number of other regulatory risks remain. The expected transfer of private sewers to Welsh Water will increase our sewer 
network by more than 70%, and we judge that the condition of these private sewers is poor - below the standard of assets 
that the industry is generally required to operate. The Welsh Assembly Government has indicated that this transfer will take 
place sometime after April 2011. 
 
The Environment Agency has indicated that Welsh Water should plan for major reductions in the volumes of water we 
abstract from a number of rivers, mostly in South Wales, in order to comply with the EU Habitats Directive. 



Page 19  

Operating and financial review ŎƻƴǘΩŘ 

 
 
These potential changes to our obligations, which together could require a very large increase in investment expenditure, are 
not included in our investment programme for 2010-мр ŀƴŘΣ ƛŦ ŎƻƴŦƛǊƳŜŘΣ Ƴŀȅ Ŧŀƭƭ ǘƻ ōŜ ŦǳƴŘŜŘ ǘƘǊƻǳƎƘ ŀƴ ΨƛƴǘŜǊƛƳ 
ŘŜǘŜǊƳƛƴŀǘƛƻƴΩ ƻŦ ǇǊƛŎŜ ƭƛƳƛǘǎ ƻǊ ΨƭƻƎƎŜŘ ǳǇΩ ǘƻ ōŜ ǘŀƪŜƴ ƛƴǘƻ ŀŎŎƻǳƴǘ ŀǘ ŀ ǎǳōǎŜǉǳŜƴǘ ǇǊƛŎŜ ǊŜǾƛŜǿΦ 
 
Welsh Water has to provide extensive data to regulators each year in respect of all aspects of our business. Failure to provide 
reliable, accurate and complete data would trigger regulatory sanctions and fines, and all regulatory data is subject to 
significant 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 where it judges it to be in the best interests of customers, and in 2009 judicial 
ŎƭŀǊƛŦƛŎŀǘƛƻƴ ǿŀǎ ƎƛǾŜƴ ƻƴ ŀƴ ƛƳǇƻǊǘŀƴǘ Ǉƻƛƴǘ ƻŦ ǇǊƛƴŎƛǇƭŜ ŦƻƭƭƻǿƛƴƎ hŦǿŀǘΩǎ ƎǊŀƴǘ ƻŦ ŀƴ ƛƴǎŜǘ ŀǇǇƻƛƴǘƳŜƴǘ ς the appointment 
of a new company to supply water and sewerage services to a specific area - to a new entrant in the water industry. 
 
hŦǿŀǘΩǎ ǇǊƻǇƻǎŀƭ ǘƘŀǘ ǘƘŜ ƛƴŘǳǎǘǊȅ ŀŎŎƻǳƴǘǎ ŦƻǊ ŜŀŎƘ ŜƭŜƳŜƴǘ ƛƴ ǘƘŜ ΨǾŀƭǳŜ ŎƘŀƛƴΩ ǎŜǇŀǊŀǘŜƭȅΣ ŀǎ ŀ ǇƻǎǎƛōƭŜ ǇǊŜŎǳǊǎƻǊ ǘƻ ƭŜƎŀl 
separation of distinct activities, would require changes to the current legal framework. The Welsh Assembly  government has 
ƛƴŘƛŎŀǘŜŘ ƛǘ ǿƛƭƭ Ŏƻƴǎǳƭǘ ƻƴ ǘƘŜ ŎƻƴŎƭǳǎƛƻƴǎ ƻŦ ǘƘŜ /ŀǾŜ wŜǾƛŜǿ ƻŦ ŎƻƳǇŜǘƛǘƛƻƴ ƛƴ ǿŀǘŜǊ ƳŀǊƪŜǘǎΦ {ƻƳŜ ƻŦ ǘƘŜ wŜǾƛŜǿΩǎ 
conclusions would, if adopted, lead to a change in the structure of the industry and 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 England) - of which Welsh Water has some 120 customers who account for 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 freezing conditions. 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 referred 
to above), but customers in our region are not immune from the effects of periods of drought. 
 
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 events - ǎǳŎƘ ŀǎ ΨŀŎǘǎ ƻŦ DƻŘΩ or more extreme weather 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 safety risk 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 long-term obligations. 

 the changes associated with our programme of IT-enabled 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 to the reputation, operating results and financial position of Welsh Water. Business risk is also mitigated 
by the availability and terms of insurance - covering property, business interruption, public liability, environmental 
Ǉƻƭƭǳǘƛƻƴ ŀƴŘ ŜƳǇƭƻȅŜǊΩǎ ƭƛŀōƛƭƛǘy. 

 
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:  

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

 the collection of customer charges and non-recovery of customer debt. 

 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. 

 access 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 investment obligations of 
Welsh Water, which continue to be financed from cash flow from operations ς ƛƴ ƻǘƘŜǊ ǿƻǊŘǎΣ ŎǳǎǘƻƳŜǊǎΩ ōƛƭƭǎ - and the 
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: 

 ǘƘŜ ƎǊƻǳǇΩǎ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ ŀǘ ом aŀǊŎƘ нлмл ǎƘƻǿǎ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ōŀƭŀƴŎŜ ƻŦ ŎŀǎƘ ŀƴŘ ǳƴŘǊŀǿƴ ōƻǊǊƻǿƛƴƎ ŦŀŎilities 
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 five-year regulatory period. 

 the impact of deflation is mitigated by the high proportion of index-linked debt issued by the Company. 
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Operating and financial review ŎƻƴǘΩŘ 

 
 

Definition, purpose and target for each KPI 
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Welsh Water is the only trading company of the Glas Cymru Group. The Directors of Welsh Water are also Directors of Glas 
Cymru. DirectorǎΩ ǎŜǊǾƛŎŜ ŎƻƴǘǊŀŎǘǎΣ Ǉŀȅ ŀƴŘ ƛƴŎŜƴǘƛǾŜ ŀǊǊŀƴƎŜƳŜƴǘǎ ŀǊŜ ǎŜǘ ōȅ Dƭŀǎ /ȅƳǊǳΩǎ wŜƳǳƴŜǊŀǘƛƻƴ /ƻƳƳƛǘǘŜŜΦ ¢ƘŜ 
role of the Remuneration Committee is to approve, implement and keep under review the remuneration policy and practice.  
 
 Remuneration Policy  
The Committee considers the principles and provisions of The Combined Code on Corporate Governance - WǳƴŜ нллу όΨǘƘŜ 
Combined CƻŘŜΩύ ǿƘŜƴ ǎŜǘǘƛƴƎ ǘƘŜ ǇƻƭƛŎȅ ŀƴŘ ǘŜǊƳǎ ŦƻǊ ǎŜƴƛƻǊ ŜȄŜŎǳǘƛǾŜ ǊŜƳǳƴŜǊŀǘƛƻƴ ŀƴŘ ōŜƭƛŜǾŜǎ ƛǘ ƛǎ Ŧǳƭƭȅ ŎƻƳǇƭƛŀƴǘΦ ¢ƘŜ 
Committee also considers the remuneration structures (strategy, policy and approach) across the Group as a whole and to any 
broader social, environmental 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 performance ς thereby ensuring that the business is managed by high calibre executives who are 
incentivised to produce sector-leading performance. The policy is designed to align as closely as practicable the interests of 
the individual with the longer-term interests of the business and, especially, the interests of the customers of Welsh Water. A 
ƘƛƎƘ ǇǊƻǇƻǊǘƛƻƴ ƻŦ 9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊǎΩ ǊŜƳǳƴŜǊŀǘƛƻƴ ƛǎ ǾŀǊƛŀōƭŜ ŀƴŘ ŘŜǇŜƴŘŜƴǘ ƻƴ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ǘŜǊƳǎ ƻŦ 
protecting public health, protecting the environment and customer service.  
 
The executive remuneration package comprises four elements: base salary and benefits; two elements of variable pay - an 
annual incentive and a longer term performance related incentive; and a pension.  
 
The general remuneration policy applies to Executive Directors and to the senior leadership team and has been founded on 
the following principles:  
 

 when setting levels of pay the Remuneration Committee exercises judgement such that, having regard to an 
ƛƴŘƛǾƛŘǳŀƭΩǎ ŜȄǇŜǊƛŜƴŎŜ ŀƴŘ ǊŜǎǇƻƴǎƛōƛƭƛǘȅΣ ǘƻǘŀƭ ǊŜƳǳƴŜǊŀǘƛƻƴ ǎƘŀƭƭ ōŜ ŦŀƛǊ ŀƴŘ ŎƻƳǇŜǘƛǘƛǾŜ when compared to the 
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 environmental quality, customer 
service standards and financial performance - and these are the hard auditable and comparable performance 
criteria and determinants that underpin the remuneration policy;  

 the remuneration policy shall reflect the intention of the Board that Welsh Water should be one of the best 
performing companies in the sector - ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ ǊŜƳǳƴŜǊŀǘƛƻƴ ǎƘƻǳƭŘ ǘƘŜǊŜŦƻǊŜ ōŜ 
variable and dependent on the achievement of stretching performance targets that ensure that the interests of 
ƳŀƴŀƎŜƳŜƴǘ ŀǊŜ ŀƭƛƎƴŜŘ ǿƛǘƘ ǘƘŜ ƭƻƴƎŜǊ ǘŜǊƳ ƻōƧŜŎǘƛǾŜǎ ƻŦ ǘƘŜ .ƻŀǊŘ ŀƴŘ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎΤ  

 annual variable pay will have a strong focus on operating efficiency and service standards measured against absolute 
(not relative) targets set by 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 proves to be misstated.  

 
When setting remuneration, the Remuneration Committee is advised 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) of the comparator companies. In addition, reference is 
made to remuneration practice in the FTSE 250. The Committee may also have regard to a DirectorΩs function and job size and 
to individual and company performance.  
 
As explained at last year's Annual General Meeting, 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 arrangements that applied during 2009-10 and then a description is given of the revised 
remuneration policy that is in place for 2010-11. 
 
Annual variable pay in 2009-10  
In 2009-млΣ ǘƘŜ ƳŀȄƛƳǳƳ ŀƴƴǳŀƭ ǾŀǊƛŀōƭŜ Ǉŀȅ ǇŀȅŀōƭŜ ǿŀǎ млл ǇŜǊŎŜƴǘŀƎŜ Ǉƻƛƴǘǎ ƻŦ ōŀǎŜ ǎŀƭŀǊȅ όΨtt.{Ωύ, with payment of the 
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 customer ǎŜǊǾƛŎŜ ŎƻƳǇƻƴŜƴǘ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ǿƛǘƘ ǊŜŦŜǊŜƴŎŜ ǘƻ ǘƘŜ ΨhǾŜǊŀƭƭ tŜǊŦƻǊƳŀƴŎŜ !ǎǎŜǎǎƳŜƴǘΩ όΨht!Ωύ ǇǳōƭƛǎƘŜŘ ōȅ 
Ofwat. 40 PPBS would be earned for achieving 1st position in the OPA ranking of the ten water and sewerage companies of 
9ƴƎƭŀƴŘ ŀƴŘ ²ŀƭŜǎ όΨht! [ŜŀƎǳŜ ¢ŀōƭŜΩύΣ ŀƴŘ у tt.{ όнл҈ ƻŦ ǘƘŜ ƳŀȄƛƳǳƳ ŦƻǊ ǘƘƛǎ ŜƭŜƳŜƴǘύ ǿƻǳƭŘ ōŜ ǇŀȅŀōƭŜ ŦƻǊ ŀŎƘƛŜǾƛƴƎ 
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 non-financial performance measures for:  
 

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

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

 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 amount payable in respect of the financial year 2008-09 by 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 cash flow (before 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 for 2005-мл ŀƴƴƻǳƴŎŜŘ ōȅ hŦǿŀǘ ƛƴ 5ŜŎŜƳōŜǊ нллп όǘƘŜ ΨFinal 
5ŜǘŜǊƳƛƴŀǘƛƻƴΩύΣ нр tt.{ όснΦр҈ ƻŦ ƳŀȄƛƳǳƳ ŦƻǊ ǘƘƛǎ ŜƭŜƳŜƴǘύ ŀƴŘ пл tt.{ ŦƻǊ ǊŜŀŎƘƛƴƎ ǘƘŜ ǊŜǎǇŜŎǘƛǾŜ ǘŀǊƎŜǘ ŀƴŘ ƳŀȄƛƳǳƳ 
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 challenging targets to be met to earn this element of variable pay with no amount being payable for 
performance at or below performance in 2008-09 and (except for measure (a) below) to earn maximum payment would have 
required performance equal to the best performance in the sector.  
 
The measures and targets selected by the Committee for 2009-10 were:  
 
(a) Avoidable customer complaints, being complaints that relate to a service failure by Welsh Water, which shall not include 
complaints as regards matters of Board policy or activity relating to the collection of customer charges.  

όōύ {ŜǿŜǊ ŦƭƻƻŘƛƴƎ ŀǘǘǊƛōǳǘŜŘ ǘƻ ΨƻǘƘŜǊ ŎŀǳǎŜǎΩ - i.e. other than due to hydraulic overload of the sewer network.  

(c) Category 3 pollution incidents. Any environmental damage is a concern and all of these less significant pollution events are 
ƛƴǾŜǎǘƛƎŀǘŜŘ ŀǎ ŀ ΨƴŜŀǊ-ƘƛǘΩ ŦƻǊ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ŜǾŜƴǘ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ ƭŜǎǎƻƴǎ ŀǊŜ ƭŜŀǊƴŜŘΦ  

όŘύ ¢ƘŜ hǇŜǊŀǘƛƻƴŀƭ tŜǊŦƻǊƳŀƴŎŜ LƴŘŜȄ όΨhtLΩύΥ ƛǎ ǘƘŜ 5ǊƛƴƪƛƴƎ ²ŀǘŜǊ LƴǎǇŜŎǘƻǊŀǘŜ ƛƴŘŜȄ ǳǎŜŘ ōȅ hŦǿŀǘ ŀǎ ŀ ƳŜŀǎure to assess 
overall drinking water quality.  
 

Annual performance-related bonus payments 
The 2009-мл !ŎŎƻǳƴǘǎ ƛƴŎƭǳŘŜ ŀƴ ŀŎŎǊǳŀƭ ƻŦ ϻннтΣлпл όŜǉǳƛǾŀƭŜƴǘ ǘƻ опΦп tt.{ύ ǊŜŦƭŜŎǘƛƴƎ ǘƘŜ /ƻƳƳƛǘǘŜŜΩǎ ŎǳǊǊŜƴǘ ŜǎǘƛƳŀǘŜ 
ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǊŜƭŀǘƛǾŜ ǇŜǊŦƻǊƳŀƴŎŜ ŦƻǊ ǘƘe year ended 31 March 2010. The first element of annual variable pay will be 
paid in June 2010 and the Committee will make its assessment of amounts payable in respect of service performance for 
2009-10 in the Autumn 2010, following publication by Ofwat of its annual Levels of Service Report. The estimated amounts 
payable to each Executive Director are: 
 
Nigel Annett      £89,440 
Chris Jones         £70,520 
Peter Perry         £67,080  
 
Rolling Long Term Incentive Scheme in 2009-10  
2009-10 was the final year in which awards could be made under the longer-term incentive scheme introduced on 1 April 
нллр όǘƘŜ Ψw[¢L{ΩύΦ CƛǾŜ ŀƴƴǳŀƭ ŀǿŀǊŘǎ ƘŀǾŜ ōŜŜƴ ƳŀŘŜ ǳƴŘŜǊ ǘƘŜ w[¢L{Φ ¢ƘŜ ƳŀȄƛƳǳƳ ŀƳƻǳƴǘ ǇŀȅŀōƭŜ ǳƴŘŜǊ w[¢L{ ƛƴ нллф-
10 is 60 PPBS, with 30 PPBS (50% of the maxiƳǳƳύ ōŜƛƴƎ ǇŀȅŀōƭŜ ŦƻǊ ǊŜŀŎƘƛƴƎ ΨǘŀǊƎŜǘΩ ǇŜǊŦƻǊƳŀƴŎŜΦ ¢Ƙƛǎ ƛǎ ŘƛǾƛŘŜŘ Ŝǉǳŀƭƭȅ 
between customer service and financial performance components.  
 
Payments will normally be made within 9 months of the end of the final year to which they relate, but payment may be 
deferred at the discretion of the Committee in the event that there is a significant deterioration in performance. Deferral may 
be for up to 2 years, or until the shortfall has been remedied, whichever is the earlier. In addition, payment of up to 20 PPBS 
ǿƛƭƭ ōŜ ŘŜŦŜǊǊŜŘ ƛƴ ǘƘŜ ŜǾŜƴǘ ǘƘŀǘ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ǊŀǘƛƴƎ ƻŦ ŀƴȅ ƻŦ ǘƘŜ /ƻƳǇŀƴȅΩǎ ōƻƴŘǎ ƘŀǾŜ ōŜŜƴ Ǉǳǘ ƻƴ ΨŎǊŜŘƛǘ ǿŀǘŎƘΩ ōȅ ŀƴȅ 
ƻŦ ǘƘŜ wŀǘƛƴƎ !ƎŜƴŎƛŜǎΣ ŜƛǘƘŜǊ ǳƴǘƛƭ ǘŀƪŜƴ ƻŦŦ ΨŎǊŜŘƛǘ ǿŀǘŎƘΩ ƻǊ ǳƴǘƛƭ ǘƘŜȅ ƘŀǾŜ ōŜŜƴ ŘƻǿƴƎǊŀŘŜŘΣ ƛƴ ǿƘƛŎƘ ŎŀǎŜ ǘƘŜ нл tt.{ 
shall be forfeited.  
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¢ƘŜ ŎǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜ ŎƻƳǇƻƴŜƴǘ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ǿƛǘƘ ǊŜŦŜǊŜƴŎŜ ǘƻ ²ŜƭǎƘ ²ŀǘŜǊΩǎ Ǉƻǎƛǘƛƻƴ ƛƴ ŀƴ ŀŘƧǳǎǘŜŘ ht! [ŜŀƎǳŜ ¢ŀōƭŜΣ 
compiled by aggregating OPA scores for each of the last 3 years up to 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 4th and zero for 
being ranked 5th or below of the 10 comparator companies.  
 
The ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ŎƻƳǇƻƴŜƴǘ ƛǎ ōŀǎŜŘ ƻƴ ΨCƛƴŀƴŎƛŀƭ wŜǎŜǊǾŜǎΩ όwŜƎǳƭŀǘƻǊȅ /ŀǇƛǘŀƭ ±ŀƭǳŜ ƭŜǎǎ ƴŜǘ ŘŜōǘύ ŀǎ ŀǘ ом aŀǊŎƘ 
2010, as defined for the purposes of the quarterly Investor Report routinely published by the Company. For the period 2005-
2010, growtƘ ƛƴ CƛƴŀƴŎƛŀƭ wŜǎŜǊǾŜǎ ǿŀǎ ŎƻƴǎƛŘŜǊŜŘ ǘƘŜ ōŜǎǘ ŦƛƴŀƴŎƛŀƭ ƳŜŀǎǳǊŜ ƻŦ ŎǳǎǘƻƳŜǊǎΩ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ōǳǎƛƴŜǎǎΣ ŀǎ ƛǘ ƛǎ 
ŦǊƻƳ CƛƴŀƴŎƛŀƭ wŜǎŜǊǾŜǎ ǘƘŀǘ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ŀƴŘ ŀŘŘƛǘƛƻƴŀƭ ƛƴǾŜǎǘƳŜƴǘ ǘƻ ŘŜƭƛǾŜǊ ǎŜǊǾƛŎŜ ƛƳǇǊƻǾŜƳŜƴǘǎ Ƙŀǎ ōŜŜƴ 
funded.  
 
Under RLTIS, the target range for 2009-10 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 actual 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 Committee determines to be outside the control of Executive Directors. Amounts payable for 2009-10 
will be measured by reference to a lower limit, the Final Determination for the period 2005-2010, at which no payment will be 
earned, a target level at which 50% of maximum will be earned and an upper limit, set by the Committee, at which maximum 
payment will be earned. To achieve target level payment therefore requires that Welsh Water outperform the Final 
Determination.  
 
The Committee may also, at its discretion, adjust 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 next annual 
remuneration report. 
 

Rolling long-term incentive scheme payments 
The 2009-мл CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎ ƛƴŎƭǳŘŜ ŀƴ ŀŎŎǊǳŀƭ ƻŦ ϻмрнΣпсл όŜǉǳƛǾŀƭŜƴǘ ǘƻ ноΦм tt.{ύ ǊŜŦƭŜŎǘƛƴƎ ǘƘŜ /ƻƳƳƛǘǘŜŜΩǎ ŎǳǊǊŜƴǘ 
ŜǎǘƛƳŀǘŜ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ǊŜƭŀǘƛǾŜ ǇŜǊŦƻǊƳŀƴŎŜ ŦƻǊ ǘƘŜ ǘƘǊŜŜ-year period ended 31 March 2010. The Committee will make its 
final assessment of amounts payable under the RLTIS for 2009-10 in 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 policy for 2010-11  
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 
CƻƳǇŀƴȅ Ƙŀǎ ōŜŜƴ ǎŜǘ ǎƛƴŎŜ ǘƘŜ ƛƴŘǳǎǘǊȅ ǿŀǎ ǇǊƛǾŀǘƛǎŜŘ ƛƴ мфуфΦ ¦ƴŘŜǊ hŦǿŀǘΩǎ Cƛƴŀƭ 5ŜǘŜǊƳƛƴŀǘƛƻƴ ǘƘŜ ŀǾŜǊŀƎŜ ōƛƭƭ ŦƻǊ ²ŜƭǎƘ 
²ŀǘŜǊΩǎ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ŎǳǎǘƻƳŜǊǎ ǿƛƭƭ ǊŜŘǳŎŜ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘ ǘƻ ом aŀǊŎƘ нлмр ōȅ ŀǊƻǳƴŘ ϻол όōŜŦƻǊŜ ƛƴŦƭŀǘƛƻƴύΦ ¢ƻ 
deliver this level of bill reduction Welsh Water would need to significantly reduce those operating costs that can be managed 
ƻǊ ƛƴŦƭǳŜƴŎŜŘ ōȅ ƳŀƴŀƎŜƳŜƴǘ όΨŎƻƴǘǊƻƭƭŀōƭŜ ŎƻǎǘǎΩύ ōȅ ŀǊƻǳƴŘ нл҈Σ ǿƘƛƭǎǘ ŀǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜ όƛύ ƛƳǇǊƻǾƛƴƎ ŎǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜ 
performance; (ii) meeting new serviceability targets set out in the Final Determination which are also very challenging; and (iii) 
ŘŜƭƛǾŜǊƛƴƎ ŀ ϻмΦн ōƛƭƭƛƻƴ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ǇǊƻƎǊŀƳƳŜΣ ǿƘƛŎƘ ƛƴŎƭǳŘŜǎ ŀ ƴǳƳōŜǊ ƻŦ ΨƴŀƳŜŘ ƻǳǘǇǳǘǎΩΦ  
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5ƛǊŜŎǘƻǊǎΩ Ǉŀȅ ŀƴŘ ǎǘŀƴŘŀǊŘǎ ƻŦ ǇŜǊŦƻǊƳŀƴŎŜ ŎƻƴǘΩŘ 

 
 
The following table summarises the new remuneration policy for the executive directors: 
 
Element of 
remuneration  

Purpose  Policy  How it works  

Base salary   
Help recruit and retain 
key employees  
Reflect individual 
role/experience  
 

 
Recognise individual 
experience/responsibility  
Set at level so total pay is fair 
relative to market and 
organisation generally  
 

 
Paid monthly (cash)  
Reviewed annually  
Nominal benefits in kind  
Any increases to be reflective of 
staff pay  
 

Pension   
Reward sustained 
contribution  
 

 
Provide competitive post 
retirement benefits  
No compensation for public 
policy/tax changes  
 

 
Competitive defined benefits 
pension scheme  
Benefits accrue relative to length of 
service at retirement  
Remuneration Committee 
reviewing alternatives for directors 
in response to tax changes  
 

Annual variable pay  
(for 2010-2011)  

 
Incentivise delivery of 
specific predetermined 
goals  
Reward ongoing good 
stewardship of business  
Promote team culture  
 

 
3 elements (40% new 
dashboard ς see below; 40% 
operating cost efficiency - 
20% strategic and personal 
measures  
Maximum of 100% base salary  
Remuneration Committee has 
discretion to adjust (range -
10% to +10%) to give a fair 
result  
 

 
Paid annually (cash)  
Measured vs. annual targets set by 
Remuneration Committee  
Subject to claw-back if found to be 
flawed  
 

Long term variable pay  
scheme (for 2010-2015)  

 
Incentivise long term 
performance/ business 
outcomes aligned to 
interest of Welsh 
ǿŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎ  
 

 
Half subject to relative 
customer service 
performance; annual awards 
of up to 30% of salary to be 
made  
Half subject to creation of 
customer equity in excess of 
business plan; a one off award 
of up to 150% of salary 
phased across five years  
 

 
Paid in phased annual instalments 
(cash)  
Customer service measured 
annually on a relative basis across 3 
years  
Customer equity measured over 
the 5 year regulatory period (2010-
2015)  
 

 

 
The total variable pay opportunity for the new regulatory period has not been increased, but as shown 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 
ǊŜƭŀǘƛǾŜ ht! Ƙŀǎ ōŜŜƴ ǊŜǇƭŀŎŜŘ ǿƛǘƘ ŀ ƴŜǿ ŎƻǊǇƻǊŀǘŜ ΨŘŀǎƘōƻŀǊŘΩ ƻŦ нл ƳŜŀǎǳǊŜǎ ōŀǎŜŘ ŀǊƻǳƴŘ ǎƛȄ ƎǊƻǳǇƛƴƎǎΥ  
 
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 to operator level. 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, which, while capable of revision at any 
ǘƛƳŜΣ ƛǎ ƛƴǘŜƴŘŜŘ ǘƻ ƻǇŜǊŀǘŜ ŦƻǊ ŀ ŦƛǾŜ ȅŜŀǊ ǇŜǊƛƻŘ ŎƻƳƳŜƴŎƛƴƎ ƻƴ м !ǇǊƛƭ нлмл όǘƘŜ Ψ Ψ[¢±t{ΩύΦ  
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5ƛǊŜŎǘƻǊǎΩ Ǉŀȅ ŀƴŘ ǎǘŀƴŘŀǊŘǎ ƻŦ ǇŜǊŦƻǊƳŀƴŎŜ ŎƻƴǘΩŘ 

 
 
Remuneration: Chairman and Non-Executive Directors  
Responsibility for determining the fees of the Chairman of the Board and of the Non-Executive Directors sits with the 
Committee and with the Board respectively. These fees are reviewed annually. There was no change in the fees of the 
Chairman and the Non-Executive Directors in 2009-10 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 year 2010-11 are:  
o Chairman £196,000 (2009: £190,000)  

o Non-Executive Directors £ 54,000 (2009: £52,500)  
 
No additional amount is payable to the Chairman or any Non-Executive Director for the chairmanship of, or membership of, 
Board Committees or for the undertaking of any special responsibilities. The Chairman and the Non-Executive Directors are 
ŀǇǇƻƛƴǘŜŘ ǳƴŘŜǊ ƭŜǘǘŜǊǎ ƻŦ ŀǇǇƻƛƴǘƳŜƴǘΣ ǘŜǊƳƛƴŀōƭŜ ōȅ ŜƛǘƘŜǊ ǇŀǊǘȅ ƻƴ о ƳƻƴǘƘǎΩ ǿǊƛǘǘŜƴ ƴƻǘƛŎŜΦ  
 
Remuneration: Executive Directors  
Consistent with the decision of the Committee in respect of ǘƘŜ /ƘŀƛǊƳŀƴΩǎ ŦŜŜǎΣ ǘƘŜ ǎŀƭŀǊƛŜǎ ƻŦ ǘƘŜ 9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊǎ ŦƻǊ 
2009-10 were unchanged from the previous year.  
Following a 2 year benchmark review undertaken in February 2010, the base salaries payable for the financial year 2010-11 
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 exceeds £100,000. 
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Licence condition F6A certificate 

 
 

9ȄǘǊŀŎǘ ƻŦ ƳƛƴǳǘŜǎ ƻŦ ŀ ƳŜŜǘƛƴƎ ƻŦ 5ƛǊŜŎǘƻǊǎ ƘŜƭŘ ŀǘ ǘƘŜ 5ȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ hŦŦƛŎŜΣ /ŀǊŘƛŦŦ ²ŀǎǘŜǿŀǘŜǊ ¢ǊŜŀǘƳŜƴǘ ²ƻǊƪǎ 

on 4 June 2010. 
 

Approval of the Regulatory Accounts for the 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 Authority a certificate in accordance with Condition F 
Paragraph 6A.2A of the Instrument of Appointment (as amended) as follows:- 
 

5ƛǊŜŎǘƻǊǎΩ ŎŜǊǘƛŦƛŎŀǘŜ ƻƴ ǘƘŜ ǇǊƻǘŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǇǇƻƛƴǘŜŘ ōǳǎƛƴŜǎǎ 
 
THAT in the opinion of the Directors, the Company will have available to 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 necessary to 
ŦǳƭŦƛƭ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƻōƭƛƎŀǘƛƻƴǎ ǳƴŘŜǊ ǘƘŜ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇointment); 
 
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 
nŜŎŜǎǎŀǊȅ ǘƻ ŦǳƭŦƛƭ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƻōƭƛƎŀǘƛƻƴǎ ǳƴŘŜǊ ǘƘŜ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇƻƛƴǘƳŜƴǘύΤ 
 
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 sufficient to enable it to carry out its Regulated Activities (including the investment 
ǇǊƻƎǊŀƳƳŜ ƴŜŎŜǎǎŀǊȅ ǘƻ ŦǳƭŦƛƭ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƻōƭƛƎŀǘƛƻƴǎ ǳƴŘŜǊ ǘƘŜ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇƻƛƴǘƳŜƴǘύΤ 
 
THAT in the opinion of the Directors, all contracts entered into with any associated company 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 the Directors, 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 of the 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) ¢ƘŜ ōƻƴŘ ǇǊƻƎǊŀƳƳŜ ƻŦ ŦƛƴŀƴŎƛƴƎ ƛƳǇƭŜƳŜƴǘŜŘ ōȅ 5ȂǊ /ȅƳǊǳ όCƛƴŀƴŎƛƴƎύ [ƛƳƛǘŜŘΣ ŀƴ ŀǎǎƻŎƛŀǘŜ ŎƻƳǇŀƴȅΣ ƛƴǘŜǊ alia, 

to provide future financing for the Company (including the investment programme necessary to fulfill the 

/ƻƳǇŀƴȅΩǎ ƻōƭƛƎŀǘƛƻƴǎ ǳƴŘŜǊ ǘƘŜ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇƻƛƴǘƳŜƴǘύΤ 

 

c) The termination of the outsourced contracts for operational services and the CompanȅΩǎ Ǉƭŀƴǎ ŦƻǊ ǘƘŜ ƛƴǘŜƎǊŀǘƛƻƴ ƻŦ 

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 

/ƻƳǇŀƴȅΩǎ ōǳǎƛƴŜǎǎ ǇƭŀƴǎΤ 

 

e) The results from the ongoing monitoring of financial, operational and compliance controls and the risk management 

process reported to the board via four formal committees; the Audit Committee, the Remuneration Committee, the 

bƻƳƛƴŀǘƛƻƴǎ /ƻƳƳƛǘǘŜŜ ŀƴŘ ǘƘŜ vǳŀƭƛǘȅ ŀƴŘ 9ƴǾƛǊƻƴƳŜƴǘ /ƻƳƳƛǘǘŜŜΦ ¢ƘŜ ƎǊƻǳǇΩs internal audit function has 

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 

 

g) The UndertaƪƛƴƎ ǘƘŀǘ Dƭŀǎ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ όάDƭŀǎ /ȅƳǊǳέύ Ƙŀǎ ƎƛǾŜƴ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ǘƘŜ /ƻƳǇŀƴȅΣ ƛƴ 

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 be necessary 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 or may cause the Company to breach any of its obligations under the Act 
or conditions of Appointments; 
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[ƛŎŜƴŎŜ ŎƻƴŘƛǘƛƻƴ Cс! ŎŜǊǘƛŦƛŎŀǘŜ ŎƻƴǘΩŘ 

 
 

 Ensure that at all times the Board of the Company contains a majority of non-executive directors; 
 Comply with the Principles 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 any changes 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 the Licence. 
 
 
Disclosure of transactions with associates 
 
There were no transactions with any associated companies except for: 
 

 ¢ƘŜ ŘƛǊŜŎǘƻǊǎ ƻŦ 5ȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ŀǊŜ ŀƭǎƻ ŘƛǊŜŎǘƻǊǎ ƻŦ ƻǘƘŜǊ ŎƻƳǇŀƴƛŜǎ ǿƛǘƘƛƴ ǘƘŜ Dƭŀǎ /ȅƳǊǳ ƎǊƻǳǇΦ 
IƻǿŜǾŜǊΣ ǘƘŜ ŜƳƻƭǳƳŜƴǘǎ ƻŦ ǘƘŜ ŘƛǊŜŎǘƻǊǎ ŀǊŜ ǇŀƛŘ ƛƴ Ŧǳƭƭ ōȅ 5ȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ŀǎ ǘƘŜƛǊ ŀŎǘƛǾƛǘƛŜǎ ŀǊŜ 
predominantly related to the regulated water ŀƴŘ ǎŜǿŜǊŀƎŜ ōǳǎƛƴŜǎǎΦ 5ǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ǘƘŜ ŘƛǊŜŎǘƻǊǎΩ ŜƳƻƭǳƳŜƴǘǎ 
amounted to £1,416,344 (2008-09: £1,335,369). 
 

 5ŜōǘƻǊǎ ƛƴŎƭǳŘŜ ŀ ƭƻŀƴ ǘƻ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƛƳƳŜŘƛŀǘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅΣ 5ȂǊ /ȅƳǊǳ όIƻƭŘƛƴƎǎύ [ƛƳƛǘŜŘΣ ƻŦ ϻотлΦр 
million (2009: £370.5m). The interest rate 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 ordinary dividend. 

 

 ¢ƘŜ ǇǊƻŎŜŜŘǎ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ōƻƴŘ ǇǊƻƎǊŀƳƳŜ ƘŀǾŜ ōŜŜƴ ƻƴ-ƭŜƴǘ ǘƻ 5ȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ǳƴŘŜǊ ŀƴ ƛƴǘŜǊŎƻƳǇŀƴȅ 
loan agreement. Under the terms of this agreement, the interest rates payable by the company are based on the 
interest rates payable to the bondholders, after taking into account interest rate and currency swaps, plus a margin 
of 0.01% 

 
 
Certified a true copy 
 
 
 
 
 
 
 
R G Curtis LLB ACIS 
Company Secretary 
 
21 June 2010 
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Report on procurement activities 

 
 
Under paragraph 9 of Condition F1 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 
ǿƛǘƘ ¦ƴƛǘŜŘ ¦ǘƛƭƛǘƛŜǎ hǇŜǊŀǘƛƻƴŀƭ {ŜǊǾƛŎŜǎ ŀƴŘ YŜƭŘŀ ²ŀǘŜǊ {ŜǊǾƛŎŜǎ ²ŀƭŜǎΤ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ǎŜǊǾƛŎŜǎ ǿƛǘƘ [ŀƛƴƎ hΩwƻǳǊƪŜΣ 
Costain, MorganEst, 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 services 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 and re-negotiation of the operations contracts 
and this has resulted in the conclusion of the contracts with United Utilities Operational Services and Kelda Water Services 
and the activities have been re-integrated within Dwr Cymru. In line with the provisions of the asset investment contracts we 
also undertook a detailed review and re-negotiation with our existing contractors. The framework arrangements were 
ŜȄǘŜƴŘŜŘ ǳƴǘƛƭ нлмр ǿƛǘƘ aƻǊƎŀƴ9ǎǘΣ /ƻǎǘŀƛƴΣ aƻǊǊƛǎƻƴǎΣ [ŀƛƴƎ hΩwƻǊƪŜΣ .ƭŀŎƪ ŀƴŘ ±ŜŀǘŎƘ ŀƴŘ LƳǘŜŎƘΦ {ƛƳƛƭŀǊƭȅ ²ŜƭǎƘ ²ŀǘŜǊ 
has extended the leakage 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: 
 

 Market research 

 Insurance of the capital programme 

 Office stationery 

 Office furniture and fit out 

 Security 

 Small tools 

 H&S vendor assessment 

 IT benchmarking 

 Efficiency modelling 
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5ƛǊŜŎǘƻǊǎΩ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŦƻǊ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ŀŎŎƻǳƴǘǎ 

 
 
 
The Directors are required by the terms of the Instrument 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, the Directors ensure that appropriate 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 the Directors' responsibility to maintain adequate accounting records and to institute and maintain systems and controls 
designed to safeguard the assets of the company and hence for taking reasonable steps for the prevention and detection of 
fraud and other irregularities. 
 
 
By order of the Board 
 
 
 
 
 
R G Curtis LLB ACIS 
Company Secretary 
 
21 June 2010 
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Independent aǳŘƛǘƻǊǎΩ ǊŜǇƻǊǘ ǘƻ ǘƘŜ ²ŀǘŜǊ {ŜǊǾƛŎŜǎ wŜƎǳƭŀǘƛƻƴ !ǳǘƘƻǊƛǘȅ ŀƴŘ 
Directors of DȂr Cymru Cyfyngedig  

 
 
 
We have audited the regulatory accounts of DȂr Cymrǳ /ȅŦȅƴƎŜŘƛƎ όΨthe companyΩ) on pages 33 to 78 which comprise: 
 

 the regulatory historical cost accounting statements comprising the regulatory historical cost profit and loss account, the 
regulatory historical cost balance sheet, the regulatory historical cost 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 policies and the historical cost reconciliation between statutory and regulatory accounts; and 
 

 the regulatory current cost accounting statements for the appointed business comprising the current cost profit and loss 
account, the current cost balance sheet, the current cost statement of total recognised gains and losses, the current cost 
cash flow statement and the related notes to the current cost financial statements including the statement of accounting 
policies. 
 

This report is made, on terms that have been agreed, solely to the company and the Water Services Regulatƛƻƴ !ǳǘƘƻǊƛǘȅ όΨǘƘŜ 
²{w!Ω) in order to meet the requirements of Condition F of the Instrument of Appointment granted by the Secretary of State 
for the Environment to the company as a water and sewerage undertaker undeǊ ǘƘŜ ²ŀǘŜǊ LƴŘǳǎǘǊȅ !Ŏǘ мффм όΨthe Regulatory 
[ƛŎŜƴŎŜΩ). Our audit work has been undertaken so that we might state to the company and the WSRA those matters that we 
have agreed to state to them in our report, in order (a) to assist the company to meet its obligation under the ŎƻƳǇŀƴȅΩǎ 
Instrument of Appointment to 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 than the company and the WSRA for our audit work, for this report or for the opinions we have formed. 
 
 

Basis of preparation 
The regulatory accounts have been prepared in accordance with Condition F of the Appointment and the Regulatory 
Accounting Guidelines, the accounting policies set out in the statement of accounting policies and, in the case of the 
regulatory historical cost accounting statements, under the historical cost convention.  
 
The regulatory accounts are separate from the statutory financial statements of the company. There are differences between 
United Kingdom Generally Accepted Accounting Principles (Ψ¦K GAAPΩ) and the basis of preparation 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 accounting issue, then they require UK 
GAAP to be followed. 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 performance or financial position of a company as shown in financial statements 
prepared in accordance with the Companies Act 2006. 
 
 

Respective responsibilities of the WSRA, the directors and auditors 
The nature, form and content of regulatory accounts are determined by the WSRA. It is not appropriate for us to assess 
ǿƘŜǘƘŜǊ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ǘƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ōŜƛƴƎ ǊŜǇƻǊǘŜŘ ǳǇƻƴ ƛǎ ǎǳƛǘŀōƭŜ ƻǊ ŀǇǇǊƻǇǊƛŀǘŜ ŦƻǊ ǘƘŜ ²{w!Ωǎ ǇǳǊǇƻǎŜǎΦ Accordingly 
we make no assessment. 
 
The directorǎΩ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŦƻǊ ǇǊŜǇŀǊƛƴƎ ǘƘŜ regulatory accounts in accordance with Regulatory Accounting Guidelines are 
set out in the statement of directors' responsibilities for regulatory information on page 29. 
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LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊǎΩ ǊŜǇƻǊǘ ǘƻ ǘƘŜ ²ŀǘŜǊ {ŜǊǾƛŎŜǎ wŜƎǳƭŀǘƛƻƴ !ǳǘƘƻǊƛǘȅ ŀƴŘ 
the Directors of DȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ŎƻƴǘΩŘ 

 
 
 
Our responsibility is to audit the regulatory accounts in accordance with International Standards on Auditing (UK and Ireland) 
issued by the Auditing Practices Board, except as stated in the ΨBasis of audit opinionΩ below, and having regard to the 
guidance contained in Audit 05/03, ΨReporting to Regulators of Regulated EntitiesΩ. 
 
We report to you our opinion as to whether the regulatory 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 the companyΩǎ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇƻƛƴǘƳŜƴǘ ŀƴŘ wŜƎǳƭatory Accounting Guideline 2.03 (Guideline for the 
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 operating costs and assets); and whether the regulatory 
current cost accounting statements on pages 66 to 78 have been properly prepared in accordance with Regulatory Accounting 
Guideline 1.04 (Guideline for accounting for current costs and regulatory capital values), Regulatory Accounting Guideline 3.06 
and Regulatory Accounting Guideline 4.03. We also report to you if, in our opinion, the company has not kept proper 
accounting records as required by paragraph 3 of Condition F and whether the information is in agreement with the 
ŀǇǇƻƛƴǘŜŜΩǎ ŀŎŎƻǳƴǘƛƴƎ ǊŜŎƻǊŘǎ ŀƴŘ Ƙŀǎ ōŜŜƴ ǇǊƻǇŜǊƭȅ ǇǊŜǇŀǊŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻŦ /ƻƴŘƛǘƛƻƴ C ŀƴŘΣ ŀǎ 
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 the regulatory accounts, including any supplementary schedules on which we do 
not express an audit opinion, and consider the implications for our report if we become aware of any apparent misstatements 
or material inconsistencies with the regulatory accounts. The other information comprises the operating and financial review, 
the notes on regulatory information and the additional information required by the companyΩǎ wŜgulatory Licence. 
 
 

Basis of audit opinion 
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing 
Practices Board, except as noted below. An audit includes examination, on a test basis, of evidence relevant to the amounts 
and disclosures in the regulatory accounts. It also includes an assessment of the significant estimates and judgements made 
by the directors in the preparation of the regulatory accounts, and of whether the accounting policies are appropriate to the 
companyΩǎ ŎƛǊŎǳƳǎǘŀƴŎŜǎΣ ŎƻƴǎƛǎǘŜƴǘƭȅ ŀǇǇƭƛŜŘ ŀƴŘ ŀŘŜǉǳŀǘŜƭȅ ŘƛǎŎƭƻǎŜŘΦ 
 
We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in 
order to provide us with sufficient evidence to give reasonable assurance that the regulatory accounts are free from material 
misstatement, whether caused by fraud or other irregularity or error. However, as the nature, form and content of regulatory 
accounts are determined by the WSRA, we did not 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 the regulatory accounts is separate from our opinion on the statutory financial statements of the company on 
which we report, which are prepared for a different purpose. Our audit report in relation to the statutory accounts of the 
company (our ΨstatutoryΩ audit) was made solely to the companyΩǎ ƳŜƳōŜǊǎΣ ŀǎ ŀ ōƻŘȅΣ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ sections 495, 496 
and 497 of the Companies Act 2006. Our statutory audit work was undertaken so that we might state to the companyΩǎ 
members those matters we are required to state to them in a statutory auditorsΩ report 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 
company and the companyΩǎ ƳŜƳōŜǊǎ ŀǎ ŀ ōƻŘȅ ŦƻǊ ƻǳǊ statutory audit work, for our statutory audit report, or for the 
opinions we have formed in respect of that statutory audit. 
 
The regulatory historical cost accounting statements on pages 33 to 65 have been drawn up in accordance with Regulatory 
Accounting Guideline 3.06 in that infrastructure 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 effect of this 
departure from Generally Accepted Accounting Principles, and a reconciliation of the balance sheet drawn up on this basis to 
that drawn up in the statutory accounts under International Financial Reporting Standards and the Companies Act 2006, is 
given on pages 64 to 65. 
 
 
 
 
 
 
 
 
 
 
 



Page 32  

LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊǎΩ ǊŜǇƻǊt to the Water Services Regulation Authority and 
the Directors of DȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ŎƻƴǘΩŘ 

 
 
 

Opinion  
In our opinion the regulatory accounts of the company for the year ended 31 March 2010 fairly present, in accordance with 
Condition F of the Instrument of Appointment granted by the Secretary of State for the Environment to the company as a 
water and sewerage undertaker under the Water Industry Act 1991, the Regulatory Accounting Guidelines issued by the 
WSRA and the accounting policies set out on pages 43 to 48 and 70, the state of the companyΩǎ ŀŦŦŀƛǊǎ ŀǘ ом aŀǊŎƘ нл10 on an 
historical cost and current cost basis, the historical cost and current cost profit for the year and the historical and current cost 
cash flow for the year and have been properly prepared in accordance with those conditions, guidelines and accounting 
policies. 
 
In respect of this information we report that, in our opinion: 
 

 proper accounting records have been kept by the appointee as required by paragraph 3 of Condition F of the Instrument; 
 

 ǘƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ƛƴ ŀƎǊŜŜƳŜƴǘ ǿƛǘƘ ǘƘŜ ŀǇǇƻƛƴǘŜŜΩǎ ŀŎŎƻunting records and has been properly prepared in accordance 
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 Accounting Guideline 4.03 issued by the WSRA; 

 

 the regulatory historical cost accounting statements on pages 33 to 65 present fairly, under the historical cost convention, 
the revenues and costs, assets and liabilities and cash flows of the appointee and its appointed business in accordance 
with the companyΩǎ LƴǎǘǊǳƳŜƴǘ ƻŦ !ǇǇƻƛƴǘƳŜƴǘ ŀƴŘ wŜƎǳƭŀǘƻǊȅ !ŎŎƻǳƴǘƛƴƎ DǳƛŘŜƭƛƴŜ нΦлоΣ wŜƎǳƭŀǘƻǊȅ !ŎŎƻǳƴǘƛƴƎ 
Guideline 3.06 and Regulatory Accounting Guideline 4.03 issued by the WSRA; and 

 

 the regulatory current cost accounting statements on pages 66 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 Accountants and Registered Auditors 
 
21 June 2010 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1. The maintenance and integrity of the company website is the responsibility of the company and the maintenance and 
ƛƴǘŜƎǊƛǘȅ ƻŦ ǘƘŜ wŜƎǳƭŀǘƻǊΩǎ ǿŜō ǎƛǘŜ ƛǎ ǘƘŜ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ƻŦ ǘƘŜ ²{w!Τ the work carried out by the auditors does not 
involve consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may 
have occurred to the regulatory accounts since they were initially presented on the websites. 
 

2. Legislation in the United Kingdom governing the preparation and dissemination of financial statements and regulatory 
accounts may differ from legislation in other jurisdictions. 
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for the year ended 31 March 2010 
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Historical cost profit and loss account for the year ended 31 March 2010 

 
 
 

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 (107.1) (174.8)

Interest receivable 7a 3.4 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 1.7 -

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 2010 

 
 
 

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 (0.1) 2.9

Net loss recognised directly in equity (1.6) (7.5)

Total recognised gains for the year 121.8 69.3
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Historical cost profit and loss account for the year ended 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2010. 
 

Appointed 

business

Non-

appointed 

business 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 losses for the year 
ended 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2010. 
 

Appointed 

business

Non-

appointed 

business 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 (1.6) - (1.6)

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 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2009. 
 

Appointed 

business

Non-

appointed 

business 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) 1.3 (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 losses for the year 
ended 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2009. 
 

Appointed 

business

Non-

appointed 

business 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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Historical cost balance sheet at 31 March 2010 

 
 
 

2010 2009

Note £m £m

Fixed assets

Tangible assets 10 3,411.8 3,235.4

Investment - loan to group company 11a 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 pages 32 to 63 were approved by the Board of Directors on 21 June 2010 and were signed on its 
behalf by: 
 
 
 
 
N C Annett 
Managing Director 
 
 
 
 
 
C A Jones 
Finance Director 
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Historical cost balance sheet as at 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2010. 

Appointed 

business

Non-

appointed 

business 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 33.8 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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Historical cost balance sheet as at 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2009. 
 

Appointed 

business

Non-

appointed 

business 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 - 2.9

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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Historical cost cash flow statement for the year ended 31 March 2010 

 
 
 

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 3.4 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 (0.1)
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Historical cost cash flow statement for the year ended 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2010. 

Appointed 

business

Non-

appointed 

business 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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Historical cost cash flow statement for the year ended 31 March 2010 ŎƻƴǘΩŘ 

 
 
 
Analysis of historical cost financial information between appointed and non-appointed business for the year ended 31 
March 2009. 

Appointed 

business

Non-

appointed 

business 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 (121.1) 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) - (0.1) 
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Notes to the historical cost financial statements for the year ended  
31 March 2010 

 
 
 

1 Accounting policies  
 

Basis of preparation 
The financial statements are prepared in accordance with the historical cost convention and with applicable accounting 
standards in the UK except for the dis-application of certain sections of FRS 12 and FRS 15 in relation to infrastructure 
renewals accounting as described below, and with the Companies Act 2006 except for the treatment of certain capital 
contributions.  An explanation of this departure from the requirements of the Companies Act 2006 ƛǎ ƎƛǾŜƴ ƛƴ ǘƘŜ άDǊŀƴǘǎ ŀƴŘ 
ŎǳǎǘƻƳŜǊ ŎƻƴǘǊƛōǳǘƛƻƴǎέ ǎŜŎǘƛƻƴ ōŜƭƻǿ ŀƴŘ in note 10(c). 
 
 

Turnover 
Turnover represents the income receivable in the ordinary course of business for services provided and excludes value added 
tax. Where services have been provided but for which no invoice has been raised at the year-end, an estimate of the value is 
included in turnover. 
 
i) Billing of unoccupied properties 

An unoccupied property is a connected property or 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 (subject to allowances, e.g. if the sole 

occupier is in a nursing home, hospital, prison or is overseas long-term). 
 Unfurnished and unoccupied properties do not incur charges unless they are in use, e.g. under renovation or 

redecoration, in which case the customer will be offered the option of being compulsorily metered, continuing 
on unmeasured charges or being disconnected. 

 ¦ƴƳŜŀǎǳǊŜŘ ǇǊƻǇŜǊǘƛŜǎ ǿƛƭƭ ōŜ ōƛƭƭŜŘ ŀ ΨǎǳǊŦŀŎŜ ǿŀǘŜǊ ƻƴƭȅΩ ŎƘŀǊƎŜ ƛŦ ǘƘŜ ǿŀǘŜǊ ǎǳǇǇƭȅ ƛǎ ǘŜƳǇƻǊŀǊƛƭȅ 
disconnected. 

 
b) Metered supplies 
  Metered standing charges are applied to each metered property unless there is zero water consumption, the 

property owner cannot be identified and it is unfurnished. 
 
ii) .ƛƭƭƛƴƎ ΨǘƘŜ ƻŎŎǳǇƛŜǊΩ 

±ŜǊȅ ŦŜǿ ǇǊŜƳƛǎŜǎ ŀǊŜ ōƛƭƭŜŘ ŀǎ ΨǘƘŜ ƻŎŎǳǇƛŜǊΩΤ ƴƻ ōƛƭƭǎ ŀǊŜ ǎŜƴǘ ǎǇŜŎǳƭŀǘƛvely in this manner, only when there is 
evidence suggesting an actual occupier (e.g. a visit, finance check or Land Registry check). 

 
iii) wŜǾŜƴǳŜ ŦǊƻƳ ΨŎƘŀǊƎŜǎ ƻƴ ƛƴŎƻƳŜΩ 
 No revenue is generated in this manner. 
 
iv) New properties 

All new properties are metered. The 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 of turnover in the regulatory and accounts and the recognition of 

revenue in the statutory financial statements. Bills raised for customers having a record of non-payment are 
recognised as turnover. Only in the following circumstances are bills not recognised as turnover: 

 
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. An adjustment is therefore made between commission costs (included in 
operating costs) and turnover in respect of the amount relating to voids; and 
 

b) Where bills are subject to formal legal pricing disputes, we do not recognise as turnover the disputed portion 
of bills raised.  
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Tangible fixed assets and depreciation 
Tangible fixed assets comprise: 
 
(i) infrastructure assets (being mains and sewers, impounding and pumped raw water storage reservoirs, dams, sludge 

pipelines and sea outfalls); and 
(ii) other assets (including properties, above ground operational structures and equipment and fixtures and fittings). 
 
Tangible fixed assets are stated at cost of construction or purchase price and directly attributable costs. The carrying value of 
tangible fixed assets is reviewed for impairment if circumstances dictate that it may not be recoverable. 
 
 

Infrastructure assets 
Infrastructure assets comprise a network of systems. 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 charge (IRC) is based on the estimated level of annual expenditure required to maintain the 
operating capability of the network over the medium to long-term. ¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǇƻƭƛŎȅΣ ǿƘƛŎƘ ǊŜƳŀƛƴǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǇǊƛƻǊ 
years, is to calculate a 15 year forward-looking average 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 regulatory historical cost balance sheet has been prepared in accordance with RD15/99, with the relevant sections of FRS 
12 and FRS 15 being dis-applied in relation to infrastructure renewals accounting. As a result, any cumulative difference 
between IRC and actual infrastructure renewals expenditure in the year is held as a prepayment 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 as follows: 
 
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 course 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 lessee (i.e. finance leases), the assets are 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 finance costs, 
the capital element reducing the obligation to the lessor and 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 lease period.  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 relating 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 the expected useful economic lives of the related assets. 
 
 

Capital expenditure programme incentive payments 
The cƻƳǇŀƴȅΩǎ ŀƎǊŜŜƳŜƴǘ ǿƛǘƘ ƛǘǎ ŎƻƴǎǘǊǳŎǘƛƻƴ ǇŀǊǘƴŜǊǎ ƛƴǾƻƭǾŜŘ ƛƴ ŘŜƭƛǾŜǊƛƴƎ ǘƘŜ ŎŀǇƛǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ǇǊƻƎǊŀƳƳŜ 
incorporates incentive bonuses payable after completion 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 payment is considered probable. Amounts recoverable from contract partners, 
relating to targets not being achieved are recognised only on completed projects. 
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Target cost contracts 
The company maintains target cost contracts with its main operating partners. ¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǇƻƭƛŎȅ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǇŀƛƴκƎŀƛƴ 
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 company operates two pension schemes, a defined contribution scheme and a defined benefit scheme.  
 
In respect of the defined 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 those of the company.  
 
The defined benefit scheme is funded by both employer and employee contributions.  The assets are held by the Trustees 
separately from the assets of the company. The fund is valued every three years by a professionally qualified independent 
actuary. In the intervening years the actuary reviews the continuing appropriateness of the rates. The assets of the defined 
benefit scheme are measured using closing market rates. Pension scheme liabilities are measured using the attained age 
method and discounted at the current rate of return on high quality corporate bonds of equivalent terms. The increase in the 
present value of the scheme expected to arise from employeesΩ service during the period is charged to operating profit.  The 
expected return on scheme assets and the increase during the period in the present value of the scheme liabilities, arising 
from the passage of time, are included as an interest expense. Actuarial gains and losses are recognised in the statement of 
total recognised gains and losses.  
 
 

Debt and debt issue costs 
Debt is initially 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 investments are held as fixed assets and stated at cost less amounts written off or provided to reflect permanent 
diminution in value. Short term investments are held as current assets and stated at the lower of cost and net realisable value. 
 
 

Financial instruments 
Derivative instruments utilised by the company are interest rate and inflation swaps and 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 development expenditure 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 and non-taxable items. In 
accordance with FRS мф ά5ŜŦŜǊǊed tŀȄέ Ŧǳƭƭ ǇǊƻǾƛǎƛƻƴ ƛǎ ƳŀŘŜ ŦƻǊ ŀƭƭ ŘŜŦŜǊǊŜŘ ǘŀȄ ƭƛŀōƛƭƛǘƛŜǎ ŀǊƛǎƛƴƎ ŦǊƻƳ ǘƛƳƛƴƎ ŘƛŦŦŜǊŜƴŎŜǎ 
between the recognition of gains and losses in the financial statements and their recognition in tax computations.  Deferred 
tax assets are only recognised to the extent 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 tax is not discounted. 
 
 

Provision for insurance liabilities 
Provision is made for all known and estimated liabilities arising from uninsured claims against the company where there is a 
present obligation and it is probable that a transfer of economic benefits will be required. 
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2 Consolidated financial statements 
The company has taken advantage of section 400 of the Companies Act 2006 not to produce consolidated financial 
statements as it is a wholly-owned subsidiary of Glas Cymru Cyfyngedig. 
 
 

3 Segmental analysis by class of business 

 

(a) 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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4 Net operating costs 

Before 

exceptional 

items

Exceptional 

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 1.1 - 1.1 1.0

- Pension costs (excluding actuarial loss) 1.7 - 1.7 1.0

- Restructuring and rationalisation - 7.2 7.2 -

13.5 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 25.5

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 29.5 295.2 266.8

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 33.1

- 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 (for further 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 the estimated restructuring costs associated with a 
reduction in the headcount by some 300. Contract 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 is not anticipated that any further significant 
expenditure will be incurred in relation to the restructuring of the business. 
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4 Net operating costs ŎƻƴǘΩŘ 
 

AǳŘƛǘƻǊǎΩ ǊŜƳǳƴŜǊŀǘƛƻƴ 
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 accounts, June Return and Principal Statement.  In addition to the 
above services, PricewaterhouseCoopers LLP acted as auditor to the DCWW Pension Scheme.  The appointment of auditors to 
the pension scheme and the fees paid in respect of the audit are agreed by the trustees of the scheme, who act independently 
from the management of the Group.  The fees paid in respect of audit services to the pension scheme during the year were 
£11,000 (2009: £13,000). 
The Board has adopted a formal policy with respect to services received from external auditors.  The external auditor will not 
be used for internal audit services and all non-audit work above a threshold of £25,000 will be subject to prior competitive 
tendering and approval by the Audit Committee.   
 
 

5 Directors and employees 
 

(a) DirectorǎΩ ŜƳƻƭǳƳŜƴǘǎ  
 
The combined emoluments of the Directorǎ ƻŦ 5ȂǊ /ȅƳǊǳ /yfyngedig for their services as Directors of the company are set 
out below: 

As restated

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 three Directors (2009 ς three) under a defined benefit scheme. 
 
The financial statements for the year ended 31 March 2010 include a provision of £227,040 (2009: £169,620) for bonus 
potentially payable to Executive Directors for performance in the financial year 2009-10. The final amount to be paid to each 
Director will be determined when Ofwat publishes its Overall Performance Assessment (OPA) results for 2009-10 in the 
autumn of 2010 and could be higher or lower. An amount of £152,460 (2009: £211,200) has also been provided under the 
terms of the Executive DirectorǎΩ [ƻƴƎ Term Incentive Plan. 
 
The comparatives have been restated to reflect the final performance bonus for 2008-09. The actual performance bonus in 
respect of 2008-09 was paid in November 2009 ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǇǳōƭƛŎŀǘƛƻƴ ƻŦ hŦǿŀǘΩǎ ht! ǊŜǇƻǊǘ ŦƻǊ нлл8-09, and amounted 
to £169,620 compared to the amount accrued at 31 March 2009 of £333,960. The aggregate emoluments of the highest paid 
Director reduced by £66,820 to £327,374 and total DirectorǎΩ emoluments reduced by £164,340 to £1,335,369. 
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5 5ƛǊŜŎǘƻǊǎ ŀƴŘ ŜƳǇƭƻȅŜŜǎ ŎƻƴǘΩŘ 

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

13.5 12.7 
 
Of the above, £5.9m (2009: £5.7m) has been charged to capital.  
 
 
(c) Average monthly number of employees during the year (including Executive Directors) 

2010 2009

Number Number

Regulated water and sewerage activities 200 187 
 
 

6 Loss on disposal of fixed assets 
2010 2009

£m £m

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

7 a) Net interest payable 
 

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) 
 
 
Included within interest payable are amounts payable to group undertakings of £87.1m (2009: £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)/credit in period 
 

2010 2009

£m £m

Current tax

- Prior year (1.7) -

Deferred tax

- Origin and reversal of timing differences - current year 23.0 (15.6)

- Origin and reversal of timing differences - prior years (20.5) 1.0

2.5 (14.6)

Movement on deferred tax asset relating to pension scheme 0.1 (2.9)

2.6 (17.5)

Total taxation charge/(credit) 0.9 (17.5) 
 

Factors affecting current tax charge for period 
 

2010 2009

£m £m

Profit on ordinary activities before tax 124.2 62.2

Profit before tax multiplied by the corporation tax rate in the UK of 28% (2009: 28%) 34.8 17.4

Effects of:

Expenses not deductible for tax purposes 2.0 3.0

Other timing differences 5.1 11.2

Tax losses utilised (2.3) (1.5)

Capital allowances in excess of depreciation (39.6) (30.1)

- -

Adjustments in respect of prior years (1.7) -

Total current tax charge (1.7) -  
 
 

9 Dividends 
 

2010 2009

£m £m

Dividends on ordinary shares

£1 ordinary shares - -  
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10 Tangible fixed assets  
 
(a) Analysis by type 

Current year

Freehold land & 

buildings

Infrastructure 

assets

Operational 

structures

Vehicles, plant, 

equipment, 

computer 

hardware and 

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 March 2010 include £189.7m (2009: £179.0m) of assets in the course of construction, which are 
not depreciated until commissioned. 
 
In accordance with RD 15/99, the infrastructure renewals charge reported in the profit and loss account was £60.2m (2009: 
£61.9m). The difference between the profit and loss account charge and the depreciation charge in respect of infrastructure 
assets shown above is included within prepayments and accrued income. 
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10 ¢ŀƴƎƛōƭŜ ŦƛȄŜŘ ŀǎǎŜǘǎ ŎƻƴǘΩŘ 
 
(b) Analysis by service 
 

Current year

Water 

services

Sewerage 

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 assets 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 accordance with Companies Act 2006 provisions 
requiring fixed 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 adopted in accordance 
with section 403(5) of the Companies Act 2006 in order to show a true and fair view as, in the opinion of the Directors, 
it is not appropriate to treat grants and contributions on infrastructure assets as deferred income.  The fixed assets to 
which they 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 value of fixed assets and deferred income is £261m 
(2009: £249m) lower than it would have been the case had grants and contributions been treated as deferred income 
indefinitely. 
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11 (a) Investment ς 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 £44.6m for the year (2009: £44.6m) has been waived by the company on the amount owed 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% is held in the following unlisted company: 
 

 Principal activity Country of incorporation  Holding 

Water Research Centre (1989) plc Water research England and Wales ά.έ hǊŘƛƴŀǊȅ {ƘŀǊŜǎ ƻŦ ϻм 

 
In addition, the company holds 5% Convertible Unsecured Loan Stock 2014 at a cost of £23,326 in Water Research Centre 
(1989) plc. 
 
100% interest in the following subsidiary: 
 

 Principal activity Country of incorporation Holding 

Welsh Water Utilities Finance plc 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 term investments 
 

2010 2009

£m £m

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

244.0 135.5 
 
Short term investments include highly liquid investments that are readily convertible into known amounts of cash and which 
ŀǊŜ ǎǳōƧŜŎǘ ǘƻ ŀƴ ƛƴǎƛƎƴƛŦƛŎŀƴǘ Ǌƛǎƪ ƻŦ ŎƘŀƴƎŜǎ ƛƴ ǾŀƭǳŜΦ {ǳŎƘ ƛƴǾŜǎǘƳŜƴǘǎ ŀǊŜ ƴƻǊƳŀƭƭȅ ǘƘƻǎŜ ǿƛǘƘ ƭŜǎǎ ǘƘŀƴ ǘƘǊŜŜ ƳƻƴǘƘǎΩ 
maturity from the date of acquisition and typically comprise deposits with banks or other financial institutions. 
 
Treasury activities are managed under policies, procedures and authorities approved by the Board of Directors. 
 
 

14 Creditors 
 

 
 
As part of the Glas GroupΩǎ ōƻƴŘ ǇǊƻƎǊŀƳƳŜ, a security package was granted by the company for the benefit of holders of 
senior bonds, finance lessors and other senior financial creditors.  The obligations of the company are guaranteed by Glas 
Cymru Cyfyngedig, Glas Cymru (Securities) Limited and DȂr Cymru (Holdings) Limited. 
 
The main elements of the security package are: 
 

 a first fixed and floating security over all of the cƻƳǇŀƴȅΩǎ ŀǎǎŜǘǎ ŀƴŘ ǳƴŘŜǊǘŀƪƛƴƎΣ ǘƻ ǘƘŜ ŜȄǘŜƴǘ ǇŜǊƳƛǘǘŜŘ ōȅ ǘƘŜ ²ŀǘŜǊ 
Industry Act, other applicable law and its licence; and 
 

 a fixed and floating security given by the guarantors referred to above which are secured on each of the companyΩǎ ŀǎǎŜǘǎΣ 
including, in the case of DȂr Cymru (Holdings) Limited, a first fixed charge over its shares in the company. 

 
 
 


