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Research Update:

U.K.'s Dwr Cymru Debt Ratings Raised On
De-Leveraging And Favorable Ownership
Structure

Rationale

On Dec. 18, 2007, Standard & Poor's Ratings Services raised to 'A" from'A-
its long-termsenior secured debt rating on the (O ass B) bonds issued by the
U. K. - based speci al - purpose vehicle Dwr Cynru (Financing) Ltd. (Dw Cynmru). At
the sane tine, the |ong-term subordinated debt rating on the entity's (class
C) bonds was raised to "BBB+ from'BBB' . In addition, the ' AAA" senior
secured debt rating on its C ass A asset-backed bonds guaranteed by MBI A U K
I nsurance Ltd. (AAA/ Stable/--) were affirned. Dmw Cyntu is a special - purpose
vehicle for Wl sh Water, which is owed by das Cynru Cyfyngedig (A as Cynru),
a Wel sh nonprofit conpany, limted by guarantee.

The rating action reflects Gas Cynru's sustained trend of de-I|everaging
enhanced by its ownership structure, which is unique anbng water conpani es and
i nsul ates the conpany from sharehol der pressures to gear up its bal ance sheet,
and the conpany's public comitment to target a 70% 1| evel of net debt to
regul ated asset value (RAV). Although G as Cynru's gearing is still relatively
aggressive, the debt coverage ratios are narkedly stronger than at the tinme of
the refinancing in 2001, while creditors continue to benefit fromthe
protective features of the financing structure. Total net debt to RAV at Sept.
30, 2007, was about 73% conpared with 93%in May 2001. Senior interest
coverage before and after capital maintenance was 3.3x and 2.0x, respectively,
for the fiscal year ended March 31, 2007--both of which are well above the
trigger levels of 2.0x and 1.1x, respectively.

The upgrade reflects Standard & Poor's expectation that the trend of
| ower gearing will continue. @ as Cynru has secured funding for its capita
expenditure programfor this regulatory period ending on March 30, 2010.
Wthin the sane tinefrane, the capital structure is expected to inprove
further as cash flows, after custoner rebates, strengthen. Looking ahead in
its 25-year Strategic Direction Statenent, which was published i n Novenber
2007, the conpany's nanagenent has comitted to an optimum stabl e gearing
| evel of about 70%

A as Cynru's benign ownership structure is a distinguishing feature in
general and relative to other water industry corporate securitization
transactions. Aas Cymru is a nonprofit organization, controlled by 'nenbers
with no financial interest in the conpany. This elimnates potential pressure
for dividends and ot her sharehol der returns.

The "A" rating on DM Cynru's senior secured (class B) bonds, and the
"BBB+' rating on its subordinated (class C) bonds reflect a conbination of the
underlying credit quality of the Dm Cynru Cyfyngedig (Wl sh Water), regul ated
wat er and wastewat er business in Wales, and various structural features
desi gned to enhance cash flow certainty for bondhol ders. The ratings continue
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to be underpinned by the strong and stable cash flows produced by Wl sh
Water's nonopoly water and wastewater business, strong liquidity, and the
overal | covenant package, as well as the conpetitively priced |ong-term

out sourci ng plan. These strengths are offset by the risk related to a

rel atively aggressive--al beit strengthening--capital structure, negative yet
i mproving di scretionary cash flows, and only noderate debt—protection
nmeasures. An additional constraining factor is the risk associated with
periodic tariff resets, though the regulatory environment for U K water
utilities remains generally supportive.

Liquidity

Strong liquidity, as mandated by the borrow ng docunents, is a central feature
of G as Cynru's financial structure, and, consequently that of Dw Cynru
Covenants relating to liquidity include a requirenent to have sufficient cash
and bank lines for the next 12 nmonths' enhancenent capital expenditures. The
st eady, predictable net cash flow stream produced by Wl sh Water, and mi ni mal
near-termdebt maturities, provide further support; and there is a £150
mllion liquidity facility at Dw Cynru in case Wel sh Water is unable to pay
its interest bills during a standstill period. Actual liquidity, in the form
of cash and cash equivalents, was £99.8 nmillion at Sept. 30, 2007. Undrawn,
uncondi tional avail able bank facilities totaled £345 mllion at the sanme date.

Ratings List

To From
Rati ngs rai sed
Dwm Cynru (Financing) Ltd.
Seni or secured debt A A-
Subor di nat ed debt BBB+ BBB

Ratings Affirned
Dm Cynru (Financing) Ltd.
Seni or secured debt* AAA

*Q@uaranteed by MBIA U K Insurance Ltd.

Additional Contact:
Infrastructure Finance Ratings Europe;InfrastructureEurope@standardandpoors.com

Ratings information is available to subscribers of RatingsDirect, the

real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www st andardandpoors. com sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Rati ngs Search. Alternatively, call one of the follow ng Standard & Poor's
nunbers: Cient Support Europe (44) 20-7176-7176; London Press O fice Hotline
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(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow (7) 495-783-4017. Menbers of the nedia
may al so contact the European Press Ofice via e-mail on:

nmedi a_eur ope@t andar dandpoor s. com
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