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Forward to the Preliminary Results Announcement

Basis of preparation

The following announcement of preliminary results includes information which has been extdhictetly

from the audited Glas Cymru Cyfyngedig Annual Report and Accounts for the year ended 31 March 2009. It

R2Sa y20 AyOfdRS GKS 5ANBOI2NARQ wSLERNIZ GKS / 2NLI2NI (S
Report.

The independenAuditorstReport s out on pags 10and 11refers to the Glas Cymru Cyfyngedig Annual

WSLR NI FyR ! 002dzyia Fa I 6K2ftSd® Li GKSNBTF2NB | faz 02¢
Corporate Governance Statement and the 2009 Remuneration Report, which éudexkérom this

Preliminary Announcement.
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Despite the increasingly difficult economic environment, | am pleased to report a year of continued good
progress in operational and environmental performance and in serving customers amezur We have

responded positively to the challenges of the current economic recession and have put affordability at the
heart of our plans. Having built up a strong financial position over the last seven years we have been able to
afford to press aheadith our largest ever capital investment programme.

Itis clear that many of our household customers are now having real difficulties in paying their water bill. Our
oAffta 6SNB (SLI R2¢y o0& (GKS AYONBIaSYAYI adzNE SYOMKRE 2 &5 i
water and sewerage. Welsh Water is still the only regulated water company to Bagtamer dividen@and

GKS G201t &adzy NBOGdz2NYySR (2 2Sftak 2FG§SNRa Odzadi2YSNAR (2
been able to helpow income household customers by adding to our two assistance tariffs, Water Direct and

Water Collect, a new third tariff, Welsh Water Assist, which puts a cap of £250 on the bill for some low income

families with high water use. We estimate that arou800 customers will be eligible for this tariff and, as

with our other assistance tariffs, we expect it to be galiding.

Affordabilityisalso at the heart of our plans for the next regulatory period, making Welsh Water the only
regulated water angewerage company to have proposed that bills will be the same in real terms in 2015 as
today.

Just as important is the quality and reliability of our service. Few things are as vital as safe drinking water and it
is good to report that our compliance thistandards for drinking water quality in 2008 was up with the best it

has ever been at 99.95%. It was disappointing, therefore, that we also had to issue two precautionary boil
water notices in 2008, causing considerable inconvenience for more thaB®0y&tomers, at Penybont and

Mynydd Llandygai, when our routine sampling picked up evidence of cryptosporidium. Our priority is always to
protect public health and there was no iliness reported as a result of these two incidents.

To avoid such incidés in future we have accelerated a £100 million investment programme that will add an
additional stage of treatment to the 9 works, mostly in north Waleisich previously relied on single stage
treatment of high quality source waters. Pending completiéithis major programme we have since last
September installed ultraviolet treatment to protect against the risk posed by cryptosporidium.

Since the yeaend a further precautionary boil notice had to be issued affecting 70,000 customers following

the detection of high levels of coliform bacteria at our Alwen works, serving north east Wales. In response we
decided to bring forward a £14 million scheme from our AMP5 programme to refurbish this works which is now
20 years old.

Last year we delivered ouidghest ever capital expenditure on improving and maintaining our £19 billion
network of assets, completing work on projects costing £355 million and this year we will invest a further £350
million - higher than originally planned, in part because of theederated water treatment works

improvement programme.

Dealing with the extremely cold weather in January was a major challenge for the business. The freezing
temperatures caused operational problems right across our region, the most serious of wvdsdheMoss of

supply in the area served by Maerdy water treatment works in the Rhondda. Despite the fact that the number
of bursts more than doubled and leakage rose by 50% in some areas, the highly effective response by our
service partners right acrogise region meant we were able to get total leakage back down by the year end

and hit our Ofwat target.
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For the first time in more than ten years Welsh Water achiewed /8’2 O2 Y LI A I y Olok@p® § K RA & OK |
consents at our wastewater treatment works. \&lso achieved a further reduction in the number of serious

pollution incidents, bringing the number down to just 3, from 9 in the previous year and 17 in the year before

that. This makes Welsh Water one of the best performers in the industry on a meglsere we had

previously lagged the rest of the sector.

We completed more thad50schemes to reduce the risk of sewer flooding 266 properties and cut thé#t

risk registefirom 365to 265. However, the number of actual sewer flooding incidentsdased from 319 to

OpHZE AY LI NI Fa | NBadzZ G 2F tlad &SkNRa OSNE ¢SG adzyy
designated beaches around the coast of Wales passed the mandatory standard for coastal water quality, and

for the 2009 summer seasd/Nales has secured 43 Blue Flagsre thana third of the total awarded to the

UK, and 42 Green Coast beach awards.

Independent research showed that around 80% of our customers are satisfied with the service they get from
Welsh Water. Further researdarried out for Ofwat and others for the regulatory price review confirmed this
high score and also showed that 78% of our customers felt that Welsh Water provides good value for money.
However, the number of written complaints did increase last yearwadudge that around a quarter of these

are avoidable. In order to tackle some of the main causes of complaints we are at the implementatioof stage
- Mmdn YAf A 2enab®chdnday re@ace2ageing’systems and processes and allow us to
respond more quickly and efficiently to customer jobs and enquiries.

Our Final Business Plan was submitted to Ofwat ahead of the current regulatory review which, in December
2009, will set prices and other targets for the next five years. Our Plan Visédgood progress towards the
J321t&a AyOf dzZRSR Ay @ todzident whikhisktduy/olraisidh foCthizivatedBdustry in

Wales over the next 25 years. Our objective is to make sure, as far as possible, that what we do in the coming
years delivers the optimal balance of benefits and costs for all our customers and for the envirogment
includingareduction of 50% in our carbon footprint.

The water industry faces big challenges. In the immediate future we have to do all we can ¢aihelp

customers afford the essential public service of safe drinking water and sanitation. Financing efficiency is the

188 (G2 OKAS@GAYy3a (GKAa 202SO0GAGSsE o6& YI1Ay3a adNBE AygdSa
long term, low risk funohg. Notwithstanding the impact of the recession on our business, we have been able

to maintain our net debt as a percentage of regulatory asset value at 72%, down from the 93% when we

acquired Welsh Water in 2001, and our credit ratings have risen smmngst the best in the sector.

[221AY3 FdzNIKSNI F KSFRX GKS gFGSNJ AYyRdzZAGNE Aa 2y GKS Y
climate change, with the prospect of drier summers and more frequent severe storms throughout the year. So

that it can meet these new challenges, government and regulators are currently reviewing the structure of the
AYRAzZZAGONE YR O2yaARSNAY3I (KS L2 AWNRFA i xThiSs/dHigartick®B 1d] A y 3
02y OSNY F2N) dz& &phedP TOGIQA &/0NWAMMWEQ@ZNE A& dzyAljdzS Ay GKS

all our financial surpluses and efficiency savings to be reinvested in the Company for the benefit of our
Odza2YSNA FYR KFa YIRS Al LREHARDIOSRIZRDEZAKS R LIAY H NB R dz¢
essential public service as affordable as possible.

We are proud of the ethos of trusteeship and public service that the Glas Cymru structure is designed to

safeguard. Nothing is more vital to public health thha secure delivery of safe drinking water and effective

means of dealing with wastewater. We judge that this responsibility is best met in Wales and the rest of our
area by an integrated company operating within a consistent and transparent regulatonyereg
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On behalf of the Board | would like to thank all the staff who work for us in this important industry, both in
Welsh Water itself and with our service partners. Their continuing commitment and enthusiasm is essential for
our success in serving ocustomers, and the way in which they have responded to the many challenges
throughout the year is truly appreciated.

Lord Burns
Chairman Glas Cymru Cyfyngedig

5June 2009
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Key Performance Measures

Year to 31 Marct2009 Monitoring Prevous Actual At or better
plan performance | performance than
target® 2007-08 200809 previous
year

| Customer Service | | | |

[t NRLISNIASE WwHi NRalQ| 242 | 220 | 197 | N
Propertigs affect.ed by unplanned water suppl ‘ 1,080 ‘ 3,848 ‘ 894 ‘ \
interruptionslasting more than 6 hours

[t NPLISNIASE WwHid NRalQ| 308 | 365 | 265 | N

| Properties flooded due to hydraulic overload | 106 | 78 | 106 | X

| Properties flooded due to other causes | 120 | 167 | 186 | X

| Billing enquiries answered within 5 days | 100% | 100% | 100% | N

| Written conplaints answered within 10 days | 99.9% |  99.2% | 993% | N

| Number of written complaintseceived | na | 10586 | 1248 | X

| Customer meters read within year | 99.9% | 99.9% | 99.9% | \

| Telephone calls abandoned L 13% | 2.% | A% | X

| Telephone calls receiving engaged tone | 0% | 0.4% | 0.04% | N

| Call handling satisfactiofscore out of 5) | na | 4.61 | 4.65 | \

| Water Quality | | | |

'h@SNItt oFGSNI ljdz € A% (| n/a | 99.9% | 99.9% | N

|. L OGSNA2E23A0FE O2YLY na | 99.6% | 998% | v

[LNBY O2YLX AIYOS WEG 1 991% | 99.5% | 99.4% | X

| Operational Performance Indéx | na | 99.7% | 99.9% | \

| Operational Performance Index (TIM) | nla | 99.8% | 99.8% | \

| Environmental | | | |

| Leakage m3/km/day |75 | 7.5 | 72 | N
bdzYyo SNJ 2F WOl 4S3I2NE | n/a 9 3 v
incidents’

|bdzYo SNJ 2 REWORG8R t°dzi | na | 260 | 230 | V
Wastewater treatment works complying with n/a 99.1% 100% N
Wi 221 HaJ0 Glof$S

| Sewage sludge recycled satisfactofily | 100% | 100% | 100% | \

|WalyRIG2NBEQ O2Fadlt *| 100% | 9% | 99% | N

| WD dzA R Bdstal fathig water compliande | W{ G} ¢  86% L TT% |

'¢KAad YSEHAd2NB A& ol aSR 2y WaSlty %2ylf /2YLEAlFIyOSQ

? Incorporatesperformance against turbidity, iron and manganese

¢ Calendar year 2@ all other figures are for the year ended 31 March 200

®The Moritoring Plan sets out the targets agreed with regulators at the Regulatory Price Review in 2004 and covers the fiveogdar peri
31 March 2010
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Financial Review

While Glas Cymru has not been immune to the impacdhefsevere economic recession, wevieadelivered a

sound financial performance during the year to 31 March 2009. It has been a year of continued investment and

2dzNJ 2y 32Ay3 O2YYAGYSyd G2 GKS WwWOdzad2YSNI RAGARSYRQ KI &
Appointed revenue has grown due regulatory price increases which support our extensive capital investment

and the delivery of better customer service. Despite itin@act onoperating profitsof reduced demand and

KAIKSNI 2LISNF GA2y It SELISYRA (G dzNBthe ygabto fAped tEdme@rS R (1 KS WO dza

Capital investment in our regulated water and wastewater operations includingstructure renewals
S E LIS ¥ RIRED aidithted t&/£355 million during the year. This is 18% higher than last year, and represents
arecord level of investment spend for Glas Cymru.

The group has a strong liquidity position, with capital investmentfpreled through to 31 March 2010. This

was enhanced recently by the signing of a £100 million loan facility with the European Investment 8ank an
£60 million finance lease with HSBC. In spite of the impact of the recession and these additional borrowings,
gearing has been maintained at 72% which sustains continued access to capital markets.

Revenue

Df F& / @ YNHzQ& (0 dzNy 2 @ 8009 way £657 KkiBiond2808:NeB28 dhilliom)yan mdradde &f 5.5%

on last year. This increase primarily reflects the price increase of h@¥ever @zNJ WOdza 12 YSNJ RA JA RSy
means that our total charges in the year were some £27 million lower thaa fad applied the full price

increase determined by Ofwat (2008: £26 million lower). Additional revenue from new customers has been

offset by household customers switching to metered chargirge impact of reduced consumption amounts to

£3 million, withdemand from our business customers down some 3%.

During the year we introduced a new tarifiVelsh Water Assigt broadening our existing range of assistance
tariffs to help support customers who have difficulty paying their water bills.

Operational exenditure

Df & / &@YNHzQa G2dGFft 2LISNI GAy3 O02aia 6SEOfdzRAY3I Lw9 | yF
representing an increase in real terms of some 11% due to higher power costs and an increase in the provision

for bad debts.

Around twothirds of operating costs relate to outsourced service contracts. Our two major contracts are with
United Utilities Operating Services (for the operation of the water network and the wastewater network in
North Wales) and with Kelda Water Services (fa diperation of the wastewater network in South Wales and
Herefordshire). These contracts include a target cost mechanism aimed at enhancing operating efficiency to
the end of the current regulatory period in 2010.

All water and sewerage companies needdraw on significant energy resources, particularly for water

treatment and pumping processes, and WelshWatéerA § K A da ySGg2N] &LINBFR | ONRaa
topographyg is no exception. This year we have experienced increases in energy pricehaveatriven

power costs up by over 40% to £42 million (2008: £29 million). Improved working practices and investment in

energy efficient schemes can only partly offset price increases, and, under the target cost arrangements, the

residual upward cost presires are not borne in full by our service partners.
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Customer debt recovery continues to be a high priority for Welsh Water and our billing and income services
partner, Veolia Water. In a challenging economic environment, in which water companieadagaction to
disconnect supplies to nepaying domestic customers, cash collection performance has deteriorated
somewhat The bad debt charge for the year of £19 million (2008: £13 million) represents around 3% of annual
turnover (2008: 2%), and reflectn increase in the provision based on a review of historical collections and
having regard to the deterioration experienced towards el of the year

Investment income and finance expense

Reported net interest payable of £&@nillion is £ million higher than last yearthe impact of lower interest
rates has been offset by a higher indexation charge in respect of the-limded bonds (calculated using July
2007 to July 2008 RPI). The average cost of debt during the period 8%a$208: 6.3%).

Inresponse to the crisis in the banking markets, the company has tightened its criteria for investing cash
deposits, such that maximum deposits with any single counterparty are reduced and the maximum term
limited to one month. Consequently, the averagecirgst receivable rate has fallen (from 6.0% to 3.9%ther
than the average 3 month LIBOR over the same period (from 6.1% to 4.4%).

Glas Cymru has a number of swap contracts and, while these are effective commercial hedges, they do not
qualify for hedg accounting under IAS 39. Although there is no impact on cash flows, there is increased
volatility in the income statement and fair value losses in 2008/09 are significantly higher than last year as
tumultuous markets throughout 2008/09 have led to dailriances in interest rate expectations. This has
resulted in a total liability of £158 million in the balance sheet but, assuming that the swaps are held to
maturity, this will ultimately reduce to nil.

Loss before taxation

Excluding fair value movements$e loss before taxation wad £ million (2008: profit before taxation of £11
YAfEA2Y0OD ¢KA& 2848 61& YFRS FFGUGSNI FdzyRAYy3a (G(KS wOdza 2
and wastewater services, attotal of £27 million (2008: £20gv customer totaling £26 million). Bills for the

current year have been reduced by a higher dividend of £22 per customer.

Taxation

The taxation charge for 2008/09 will have no impact on cash flows and is primarily the effect of a deferred tax
credit at28% of the loss before taxation for the year, offset by a £37 million charge following the abolition of
Industrial Buildings Allowances.

Liquidity

Glas Cymru aims to offer a secure, low risk investment to-ferg investors. By building and maintaining a
strong financial position, we aim 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
KNP dzZZ3K 2 dzNJ LINRIGREARR @ER YOI RSP

In addition to cash generated from ongoing business operatidfesh Watehasundrawn committed

liquidity facilities 0f£420 million (2008: £345 million). £305 million relates to a committed syndicated revolving
credit facility avadble to be drawn until 30 September 20There isalso a bilateral facility of £40 million
available to be drawn until 30 June 2082dthe balance of £75 million on the European Investment Bank loan
facility (see below). In view of the high level otiiidjty totalling £559 millionZ008:£469 million), thebusiness

has not raised further bond finance during the year.
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Gearing and financial reserves

hy DflF&a /&@YNHzQa | OljdzAaAidAzy 2F 2 St ak zifinddd Ay al & HnAan
position has improvedteadiyz & dzOK G KIF & 3IASFNAYy3I KIR FlLEfSy G2 tw2 | a
(RCV less net debt) had reached £1 billion for the first time.

Credit ratingsand bond spreads

Dt I a /listed NGixd3 save continued to balued at wide spreads over Government gilts as a

consequence of the difficult conditions in the banking and capital markets. However, this has typically been at
margins below those of many equivalent water sector bonds of similar maturities

The continuedstrong credit quality of the business is reflected in stable credit ratings, which are amongst the
highest in the water sector.

Debt financing and interest rate management

Despite very difficult conditions in the borrowing and capital markétas Cymrinas raised £100 million
additional finance from the European Investment Bank during the year to help fund its current five year AMP4
capital investment programme to 2010. £25 million of this facility was drawn on 15 December 2008, while the
remaining £75nillion remains available to be drawn until 22 April 2010.

On 27 March 2009, Welsh Water secured a further £60 million via a long funding lease of plant and equipment

with a leasing subsidiary of HSBC Bank plc which will be repaid over the period to2@&avch

To protecttheD £ | & /heglyoxedi(yaality, the Board hadways adoptegrudent financial policies,

LINBR2YAY Il yilite O20SNAy3 (KS FAEAY3I 2F AyGaSNBad NI asSa |
to minimise its exposure to nvements in market rates, with a minimum of 85% of its liabilities being fixed

rate, indexlinked to the UK Retail Price IndéRPQ or matched by cash balances. The Board considers that

linking debt to UK RPI inflation is particularly appropriate, asivkel 2 I 4§ SNDa NB @Sy dzSa FyR wS:
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 regug e

its licence, and therefore undertakes no speculative trading. As at 31 March 2009, approximately 58% of gross

debt was indexinked via bonds and derivatives (2008: 56%).

The expected maturity of the outstanding fixed rate and intlieked bonds anges from 2011 to 2057, with
not more than20% falling due in any twgear period, in accordance with our refinancing policy.

Capital investment

Df I a [/sbovigNida@dal position has been built up over the last seven years, and provides a stble ba
from which it can respond positively to the challenges of the current economic recession and drive forward its
largest ever capital programme. Nearly £1.2 billion has been invested since April 2005, bringing high value and
long term improvements to custner service, drinking water quality and the environment.

Total capital expenditure by Welsh Water during the year (including IRE) was £355 million (2008: £301 million),
bringing the total expenditure over the first four years of the fixgar AMP4 peridto £1,162 million, some

77% of the total AMP4 programme. Welsh Water works with an alliance of capital investment partners to
deliver the investment programme at the best value for money for customers. In 2008/09, annual capital
investment exceeded £35Million for the first time ever for Welsh Water, and building on this achievement
Welsh Water is planning to invest a furthe330m to the end of the current AMP period in 2010.

Looking ahead

¢CKS . 2FNRQa LRftAOe Aa (2 NRRidaGfourdtbis NGl \ARey a2t aflir NB dzy R T /83
strategy is to 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.
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investment, including key projects to enhance the protection of drinking water quality, mitigatedhst

impacts of sewer flooding, reduce the environmental iaxgt of the business and improve customer servide.

GKA&a Aa G2 0SS FOKASOSR gAlGK GKS | @SN 3S K2dzaSK2t R Odza
G2RIHed | OO2NRAY3 (G2 hTgld NBASI NOKI 2 8usihegeplan 2 F 2 S aK
which was released last summer.

Achievement obur financial objectives is threatened mainly by upward cost pressamelsthe risk of RPI
deflation. Welsh Watehas soughto minimisethe risk of cost increasds/ securing in advance theseurces
for a longterm programme of work, antdy maximising the efficiency of programme design and working
practices.

Disclaimer

This Report contains certain forwaltdoking statements with respect to the future business prospects and the
strategies othe 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 toatifhaterially 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.
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2SS KIF@S FdZRAGSR GKS 3INRdzZL) F'yR LI NByid O2YLIye FAYlIyOAl
Cymru Cyfyngedifpr the year ended 31 March 20@vhich comprise the Consolidated Income Stateméme,

Consolidated Stateent of Recognise Income and Expertbe,ConsolidatedStatement of Changes in

Reserves, the Consolidated and Parent Company Balance Sheets, the Consolidated Cash Flow Statement and

the related notes. These financial statements have been prepared undexctminting policies set out

GKSNBAYy® 28 KI@S faz2 dzZRAGSRT 4G GKS NBldzSad 2F GKS
Report that is described as having been audited.

Respective responsibilities of directors and auditors

The director® NB a L2y aAoAftAGASa F2NJI LINBLI NAYy3I GKS ! yydz £ wSLx
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are

aSh 2dzi Ay GKS { G G SM&yThe dietorssake MBo@aspmsiblQforwrSparinig thied A 6 A
SANBOGZ2NEQ wSYdzySNI GA2y wSLIR2NI 66S0OldzaS GKS /2YLl ye |
Companies Act 1985 as if it were a listed company).

Our responsibility is to audit the finantistatements in accordance with relevant legal and regulatory

requirements and International Standards on Auditing (UK and Ireland). We also, at the request of the
RANBOG2NES FdzZRAG (KS LI NJort® Be alidike8 (bécaubRh@ingahyEagplies S Y dzy’ S NI
the requirements of Schedule 7A to the Companies Act 1985 as if it were a listed company). This report,

AYyOt dzRAY3I GKS 2LIAYA2YS KIFa 0SSy LINBLINBR FT2NJ IyR 2yfe
with Section 235 of the Companiést 1985 and for no other purpose. We do not, in giving this opinion,

accept or assume responsibility for any other purpose or to any other person to whom this report is shown or

into whose hands it may come save where expressly agreed by our priomtonseriting.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the
FAYIYOALE aGFrdSYSyida FyR GKS LINI 2F GKS 5ANBOG2NEQ w
prepared in accordance thi the Companies Act 1985. We report to you whether in our opinion the

information given in the Directors' Report is consistent with the financial statements. The information given in

GKS 5ANBOG2NARQ wSLIR2 NI Ay Of dzR SaBusinkssiid Fiadni$aOReviel Gatfsy F 2 NI |
crossNBTFSNNBR FNRY (KS .dzarySaa wS@ASgs aSOGAzy 2F (KS 5,
opinion, the company has not kept proper accounting records, if we have not received all the information and

SELX FylFiA2ya 6S NBIdZANB F2NJ 2dzNJ [ dzZRAGZ 2NJ AF Ay F2N¥I G
other transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent with the

alRAGSR FTAYIFIYOALf aidlidSYSytad ¢KS 20KSNIAYTF2NXIGAz2y O2
2T GKS S5ANBOG2NEQ wSYdzy SNI (A 2 BusimeSsini AENEial Reki€the/ K1 A NI y Q4&
Corporate Governance Statemesnid all of theother information set out on the contents pag@/e consider

the implications for our report if we become aware of any apparent misstatements or material inconsistencies

with the financial statements. Our responsibilities do not extend to any other infooma

We also, at the request of the directors (because the company applies the Financial Services Authority listing

rules as if it were a listecompany), review whether the Corporate Governantzednent reflects the

company's compliance with the nineqvisions of the 200 FRC Combined Code specified for our review by the

Listing Rules of the Financial Services Authority, and we report if it does not. We are not required to consider
GKSGKSNI GKS 021 NRQa adl GSYSy dntr@s/ ord fgri &Npidioh ondhgd y G NBf  O2
STFSOUAPSYySaa 2F GKS O2YLI yeQa O2NLRNIGS I20SNYy Il yOS L

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Iistared) by the

Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts

FYR RA&Oft2adz2NBa Ay GKS FAYylFLyOAlLt adriaSySyida yR GKS L
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also includes anssessment of the significant estimates and judgments made by the directors in the

LINBLI N GA2y 2F GKS FAYIYyOALt &aGrdaSySydas FyR 2F 6KS(K
FYR O2YLIl yeQa OANDdzvaidl yOSaydisGeda A aidiSydfte | LIXASR FyR

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements and the parto®S 5 A NBOG2NARQ wSYdzySNY A2y wSLIE2NI G2 oS |
misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated

the overall adequacy of the presentation of information in the finandetiesnents and the part of the

S5ANBOGZ2NEQ wSYdzySNI GA2y wSLIRNIL G2 0SS FdzZRAGSRO®

Opinion
In our opinion:

e the group financial statements give a true and fair view, in accordance with IFRSs as adopted by the
European Union, of the state of the gl .JQ &  Is &t B1 MafdiB20@land of itslossand cash flows
for the year then ended;
e the parent company financial statements give a true and fair view, in accordance with IFRSs as
adopted by the European Union as applied in accordance with the provisions of theaGiespct
MpypZ 2F GKS adrdS 2F GKS LI RBYydG O2YLIyeQa | FFIF AN
e GKS TFAYFIYOAIf adriSySyida FyR GKS LINILI 2F GKS 5ANB
properly prepared in accordance with the Companies Act 1985; and
e the information given in the Directors' Report is consistent with the financial statements.

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
Cardiff

5June 2009
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Consolidated Incomet&tement for the year ended 31 March 2009

As restated
2009 2008
Note £m £m fm £m
Revenue 657.2 622.9
Operating costs:
-Operational expenditure 4 {266.9) (234.2)
- Infrastructure renewals expenditure 4 {101.1) (97.5)
-Depreciation and amortisation 4 {133.5) (122.3)
- (Loss)/profit on disposal of fixed assets 4 {0.8) 0.8
Operating profit T 1549 T 1697
Financing costs:
-Interest payable and similar charges 3a {174.3) (171.4)
-Interest receivable 3a 86 12.2
- Fair value losses on derivative financial instruments 3b {36.5) (47.9)
(252.2) (207.1)
Loss before taxation 4 (97.3) (37.4)
Taxation (charge)/credit S5a (5.6) 39.3
(Loss)/profit for the year m T 19

The comparative has beearstated to reflect the mpact of the accounting policy change in respect of defined benefit
pension costs (see note 1).

(Loss)/profit before taxation and fair value adjustments
As restatec
2009 2008]
£m £m
Loss before taxation per Income Statement (97.3) (37.4)
Effect of fair value losses on derivative financial statements 86.5 47.9
(Loss)/profit for the year before taxation and fair value adjustments (10.8) 10.5
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Consolidated Statement of RcognisedIincome and Expense for the year
ended 31 March 2009

As restated

2009 2008

Note £m £m

(Loss)/profit for the year (102.9) 1.9

Actuarial (loss)/gain recognised in the pension scheme 19 (10.4) 3.3
Movement on deferred tax asset relating to pension

scheme 5a 2.9 (1.0)

Total recognised (losses)/gains for the year (110.4) 4.2

The comparative has beamrstated to reflect the impact of the accounting policy change in respect of defined benefit
pension costs (see note 1).

Consolidated Statement of Changes ierderves for the year ended
31 March 2009

2009 2008

£m £m

Reserves at 1 April (41.7) 45.9)
Total recognised (losses)/gains for the year (110.4) 4.2
Reserves at 31 March © (1521) )

There wee no changes in reserves of the parent company during the (288B: none).
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Consolidated Balancehget as at 31 March 2009

2009 2008
Note £m £m
Assets
Non-current assets
Property, plant and equipment 6 2,980.0 2,893.4
Intangible assets 7 46.2 25.1
Investments 8a - -
Financial assets:
- derivative financial instruments 13 - 25
Retirement benefit obligations 19 - 2.0
3,026.2 2,923.0
Current assets
Trade and other receivables 9 102.2 118.3
Financial assets:
- derivative financial instruments 13 26.0 6.9
Cash and cash equivalents 10 139.3 124.1
267.5 249.3
Liabilities
Current liabilities
Trade and other payables 11 (129.5) (123.9)
Financial liabilities:
- borrowings 12 (20.0) (25.1)
- derivative financial instruments 13 (2.1) (3.3)
(151.6) (152.3)
Net current assets 115.9 97.0
Non-current liabilities
Trade and other payables 11 (3.0) (2.3)
Financial liabilities:
- borrowings 12 (2,739.7) (2,623.4)
- derivative financial instruments 13 (181.7) (77.4)
Retirement benefit obligations 19 (7.8) -
Provisions 15 (9.2) (8.5)
(2,941.4) (2,711.6)
Net assets before deferred tax 200.7 308.4
Deferred tax - net 5b (352.8) (350.1)
Net liabilities (152.1) (41.7)
Deficit (152.1) (41.7)

The financial statements on pag#2 to 41 were approvel by the Board of directors dhiJune 209 and were signed on its
behalf by:

N C Anndt
Managing Director

C A Jones
Finance Director
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Parent Company Balancén&et as at 31 March 2009

2009 2008
Note £m £m
Assets
Non-current assets
Investment in subsidiaries 8b - -
Trade and other receivables 9b 3.4 34
3.4 34
Current assets
Cash and cash equivalents 10 0.1 0.1
0.1 0.1
Liabilities
Current liabilities
Trade and other payables 11 (3.5) (3.5)
(3.5) (3.5)
Net assets
Reserves

Retained earnings
Total reserves

The financial statements on pag#®to 41 were approved by the Boaraf directors on5 June 209 and were signed on its
behalf by:

N C Anndt
Managing Director

C A Jones
Finance Director
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ConsolidatedCash Flow tatement for the year ended 31 March 2009

2009 2008
Note £m £m

Cash flows from operating activities
Cash generated from operations 16a 309.1 268.8
Interest received 9.8 11.0
Interest paid 16b (129.4) (212.3)
Net cash inflow from operating activities 189.5 67.5

Cash flows from investing activities
Purchase of property, plant and equipment (257.0) (190.9)
Grants and contributions received 13.6 17.7
Proceeds from sale of property, plant and equipment (0.8) 0.8
Net cash used in investing activities (244.2) (172.4)
Net cash outflow before financing activities (54.7) (104.9)

Cash flows from financing activities
Long term loans and finance leases received 85.0 85.0
Revolving credit facility and term loan repayments (4.4) 4.4)
Capital element of finance lease payments (10.4) (9.3)
Other loan repayments (0.3) (0.3)
Net cash generated from financing activities 69.9 71.0
Increase/(decrease) in net cash 17 15.2 (33.9)
Net cash at 1 April 124.1 158.0
Net cash at 31 March 10 139.3 124.1

The parent company had no caftws during the yea(2008 none)
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1. Accounting policiesfinancingrisk management and accounting estimates

Basis of Preparation

The financial statements are prepared in accordance with International Financial Reporting Standards (IFRS) as
adopted by the European Union and those parts of the Companies Act 1985 applicable to reporting under IFRS. The
financial statements have beengpared under the historical cost convention as modified by the revaluation of certain
financial instruments to fair value in accordance with IFRS and as permitted by the Fair Value Directive as implemented
in the amended Companies Act 1985.

In the currentyear, Glas Cymru has applied the following Interpretations which are or have become effective:

IFRIC 12 Service Concession Arrangements
IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

The application ofhese Interpretations has no material effect on the preparation or presentation on the results or
financial position for the current or prior accounting periods, and accordingly no prior period adjustment has been
required.

At the date of approval of thesfinancial statements, the following Standards and Interpretations, which have not
been applied in these financial statements, were in issue but not yet effective:

IAS 1 Presentation of Financial Statements (revisions)

IAS 16 Property, Plant and Equipmeg(revision)

IAS 19 Employee Benefits (revision)

IAS 20 Government Grants and Disclosure of Government Assistance (revision)
IAS 23 Borrowing Costs (revisions)

IAS 27 Consolidated and Separate Financial Statements (revisions)

IAS 28 Investments in Assodigs (revisions)

IAS 29 Financial Reporting in Hyperinflationary Economies (revision)

IAS 31 Interests in Joint Ventures (revisions)

IAS 32 Financial Instruments: Presentation (revision)

IAS 36 Impairment of Assets (revision)

IAS 38 Intangible Assets (reva)

IFRS 1 Firsttime Adoption of International Financial Reporting Standards (revision)
IFRS 2 Sharebased Payment (revision)

IFRS 3 Business Combinations (revision)

IFRS 5 Norntcurrent Assets Held for Sale and Discontinued Operations (revision)
IFRS 8 Operating Segments

IFRIC 13 Customer Loyalty Programmes

IFRIC 15 Agreements for the Construction of Real Estate
IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRIC 17 Distributions of Norcash Assets to Owners

The application of the revision®AS 2%,. 2 NNR gAYy I / 2aiGa oAttt 0S8 NBIJJdZANBR Ay Df
the year ending 31 March 2010. The revisions remove the option of immediately recognising as an expense borrowing

costs that relate to assets that take a substantial perad time to get ready for use or sale. An entity is, therefore,

required to capitalise borrowing costs as part of the cost of such assets. The revised standard will require a change to

Df & / &Y NUzQ &c it & hkklythiah sprile bad@ing Godtehich are currently expenses as incurred will need

to be capitalised and then amortised over the useful economic lives of the related assets.

The presentational impact of the other standards and interpretations is being assessed, but the directopatentici
that the adoption of these Standards and Interpretations in future periods will have no material impact on the financial
statements of the group.

Change of accounting policy

The group has changed #gcounting policyn respect of defined benefitdy a A2y &d0KSYS Oz2aiad ¢KS
benefit scheme service cost is included in operating costs and the expected return on scheme assets and interest on
scheme liabilities are included in financing costs, while actuarial gains and losses are recagrfidedn the

consolidated Statement of &ognisedincome andExpense(SORIE)Previously, all actuarial movements had been

reflected in full in thelncomeSi I G SYSy G & LISNYAGGSR dzyRAiddmeIaementcail ¢ KS 02 )
SORIE have the@k been restated to reflect this presentational change; there is no impact on the balance sheet.

The impact of this restatement is to reduce the reported profit after tax for the year ended 31 March 20@83ny, £
and to reduce the reported loss aftentdor the year ended 31 March 2009 by £7.5m.
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Basis of consolidation

The consolidated financial statements include the financial statements of the company and all of its subsidiaries. The
results of companies and businesses acquired during the year atewigh in the consolidated financial statements
from the date of acquisition. Intrgroup transactions and profits are eliminated on consolidation.

Accounting policies for the year ended 31 March 2009

The principal accounting policies adopted in thregaration of these financial statements are set out below. These
policies have been applied consistently to all the years presented.

Revenue recognition

Revenue represents the income receivable in the ordinary course of business for services pexdtleting value
added tax. Where services have been provided, but for which no invoice has been raised at thadyear estimate
of the value is included in revenue. See the critical accounting estimates section for further details.

Revenue recogniserkflects the actual charges levied on customers in the year. The difference between the actual
revenue and the level of revenue that could have resulted had the full Ofwat allowed level of charges been levied is
NEFSNNBR G2 a I WwWO0dzald2YSNJ RAGARSYRQ®

Property, plant and equipment

Property, plant and equipment are included at cost less accumulated depreciation. Cost reflects purchase price
together with any expenditure directly attributable to bringing the asset into use, including directly attributable
internal costs but excluding interest.

Property, plant and equipment comprise:

0] infrastructure assets (being mains and sewers, impounding and pumped raw water storage reservoirs, dams,
sludge pipelines and sea outfalls); and

(i) other assets (including propees, overground operational structures and equipment, and fixtures and
fittings).

The carrying value of assets is reviewed for impairment if circumstances dictate that the carrying value may not be
recoverable. Asset lives and residual values are rexdeammually.

Infrastructure assets

Infrastructure assets comprise principally impounding reservoirs and a network of underground water and wastewater
systems. For accounting purposes, the water system is segmented into components representing cabégmses

classes with similar characteristics and asset lives. The wastewater system is segmented into components representing
geographical operating areas, reflecting the way the group operates its wastewater activities.

Expenditure on infrastructure ass relating to increases in capacity, enhancements or material replacements of
network components is treated as additions, which are included at cost. Expenditure incurred in repairing and
maintaining the operating capability of individual infrastruct@e Y L2 y Sy 1 ax a Ay T NI & NHzO G dzNB
expensed in the year in which the expenditure is incurred.

The depreciation charge for infrastructure assets is determined for each component of the network and is based on

S OK 02 YLk y S aidréasidu@laue and §é éxpedted remaining average useful life. The useful average
economic lives of the infrastructure components range principally from 60 to 150 years.
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Other assets

Other assets are depreciated on a straight line basis thesr estimated useful economic lives, which are as follows:

Freehold buildings 60 years
Leasehold properties over the lease period
Operational structures 40¢ 80 years
Fixed plant 8¢ 40 years
Vehicles, mobile plant, equipment and

computerhardware & software 3¢ 16 years

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

Intangible assets

Intangible assets, which comprise principally computer software and system developments, are included at cost less
accumulaed depreciation. Cost reflects purchase price together with any expenditure directly attributable to bringing
the asset into use, including directly attributable internal costs but excluding interest.

The carrying values of intangible assets are revik¥ee impairment if circumstances dictate the carrying value may
not be recovered.

Intangible assets aramortised on a straight line basis over their estimated useful economic lives, which range
between 3 and 15 years. These asset lives are revieweadsdyin

Leased assets

Where assets are financed by leasing arrangements, which transfer substantially all the risks and rewards of ownership

2F Ly FaasSd G2 GKS t£S3aas8S oFAylLyOS fSIrasSavs: (WESy®asSdia |
GAGK GKS O2NNBALRYRAY3I fAFOAfA(GRE @2 NS X yShEE2MI [AS/10K MRS RLII
treated as consisting of a capital element and a finance charge, the capital element reducing the obligation to the

lessor withthe finance charge being recognised over the period of the lease based on its implicit rate so as to give a
constant rate of interest on the remaining balance of the liability.

All other leases are regarded as operating leases. Rental costs arising apetating leases are charged to the
income statement on a straighine basis over the period of the lease.

Asset revaluations

¢KS S02y2YAO @QFtdsS 2F GKS INRdzLIQE ¢l SN FyR aS¢SNIF IS 0dza
by Ofwatduring its five yearly price reviews. Accordingly, the carrying values of the regulatory assets will be revalued
periodically to their economic values at fiyearly intervals, starting on 31 March 2010. The previous revaluation of

regulatory assets wasndertaken at 31 March 2004 KA a4 ¢l a dzaSR la | WRSSYSR 0z2aidQ
under the transitional rules available on first time adoption of IFRS.

Grants and customer contributions

Grants and customer contributions in respect of expenditan property, plant and equipment have been offset
against fixed assets.

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

Capital expenditure programme incentiveayments

¢KS 3INRBdzZLWa F3ANBSYSyda sAGK Ada O2yadNHzdAz2y LI NIySNA
incorporate incentive bonuses payable after completion of the programmes. The cost of fixed asset additions includes

an accrual for incemie bonuses earned to date, relating to projects substantially completed at theeymhrwhere

the likelihood of making the incentive payment is considered probable. Amoumserable from contract partners

relating to targets not being achieved arelpmnecognised on completed projects.
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Target cost contracts

¢KS 3INRdzL) YIFAyildlAya GFNBSG O2z2aid O2yiNIOGa 6A0GK Ada YIAY
sharereceivables/paymentarising from these contracts is to recognigain payments over the period to which the

charge relates, and pain receipts as income amfien final agreement with the relevant séce partner has been

achieved.

Trade receivables and their impairment

Trade receivables are recognised initially at failue and subsequently measured at amortised cost less provision for
impairment. They are first assessed individually for impairment, or collectively where the receivables are not
individually significant. Where there is no objective evidence of impairrf@nan individual receivable, it is included

in a group of receivables with similar credit risk characteristics and these are assedisetivelyfor impairment

based on their ageing. Movements in the provision for impairment are recorded in the indatement.

Cash and cash equivalents

Cash and cash equivalents include highly liquid investments that are readily convertible into known amounts of cash

and which are subject to an insignificant risk of change in value. Such investments are normallyithdess than

G§KNBS Y2yiGK&aQ YihiddNAiGe FNRY (GKS RIGS 2F +FOldAaAaldAazy FyR
other financial institutions, less any overdrafts.

Pension costs
i)  Defined benefit scheme

SySTA

I YFI22NR(Ge 2F BKSoGNRYBRAGSYIKSe GNP dzZLIQa RSFAYSR o
O dzl NR |

020K SYLX28SNRa FyR SYLX2e88S5aQ O2yiNrodziaAzyad ! O
not more than three years. Contribution rates are based on thécadef a professionally qualified actuary.

The net asset or liability recognised in the balance sheet represents the present value of the defined benefit
20f A3l GA2ya fSaa G(KS FLFEAN SLEHidzS 2F GKS LIXlyQa aasSiao
¢KS 3INRBAzZLIQa RSTAyY S Pstbdéng B incieasd iDtkepresent dafidldd theQidbilitids expected

to arise from employee service in the period, is included in operating costs. The expected return on scheme assets

and interest on scheme liabilities are included in financing costhe income statement. Actuarial gains and

losses on experience adjustments and changes in actuarial assumptions are recognised in full in the period in
which they occur in the consolidated statement of recognised income and expense.

ii) Defined contributionscheme
The group also operates a defined contribution scheme for those employees who are not members of the defined
contribution scheme. Obligations for contributions to the scheme are recognised as an expense in the Income
Statement in the period in wbh they arise.
Financial liabilities
Debt is initially measured at fair value, which is the amount of the net proceeds after deduction of directly attributable
issue costs, with subsequent measurement at amortised cost. Debt issue costs are recagnisedincome
statement over the expected term of such instruments at a constant rate on the carrying amount.

Financial assets

Financial assets represent held to maturity investments that aredenivative, with fixed or determinable payments
and fixedmaturities of over three months at the date of acquisition, which the group intends to hold until maturity.
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Derivative financial instruments

Derivative instruments utilised by the group are interest rate, inflation and currency swaps. Derinativenients are
used for hedging purposes to alter the risk profile of existing underlying exposures within the group.

Derivatives are recognised initially and subseatflye reemeasured at fair value (based on market prica data from
relevant counterparties)

S5dz2NAYy3 GKS @SINJ G2 om alNOK HandI y2yS 2F (GKS INRALIQ&E RS
none). These instruments are carried at fair value with changes in fair value being recognised immediately in the
income statement.

Deferred taxation

Deferred corporation tax is provided, using the liability method, on all temporary differences at the balance sheet date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognised in respect of all temporary differences. Deferred tax assets are recognised for all
deductible temporary differences, carfgrward of unused tax assets and tax losses, to the extent that they are
regarded as recoverableh&y are regarded as recoverable where, on the basis of available evidence, there will be
suitable taxable profits against which the future reversal of the underlying temporary differences can be deducted. The
carrying value of the amount of deferred taxsats is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all, or part, of the asset to be
utilised.

Deferred corporation tax assets and liabilities areasiged at the tax rates that are expected to apply to the year
when the asset is realised or the liability is settled, based on the tax rates that have been substantially enacted at the
balance sheet date (2009: 28%, 2008: 28%).

Provisions

Provision ismade for all known and estimated liabilities of the group where there is a present obligation and it is
probable that a transfer of economic benefits will be required to settle the obligation.

In the case of leases, where properties are no longer occupyetthe group, provision is made for the liabilities that
are expected to arise in respect of rental payments and dilapidations, prior to disposal or termination of the lease.

Where the group receives claims that are either not covered by insurance agewinere is an element of the claim for
which insurance cover is not available, a provision is made for the expected future liabilities.

Financing risk management objectives and policies

Treasury activities are managed within a formal set of treasoticips and objectives, which are reviewed regularly

and approved by the Board. The policy specifically prohibits any transactions of a speculative nature and the use of
complex financial instruments. Certain detailed policies for managing interest ratency and inflation risk and that

for managingA lj dZA RAG& NAR&]l FNB | LIINRPGSR o0& (GKS . 2FNR YR Yle& 2
[ @Fey3aISRAIQA aSOdNRGe (NHAGSS o60GKS a{SOdzNRi& ¢NHzaiSSév®
counterparty. We use financial instrumentshich principally include listed bonds, finance leases, bank loan facilities

and derivatives, to raise finance and manage risk from our operations.

Credit risk

¢KS INRdzL) KFa | LINHZRSyG LlRftAde F2N AyFSayidyau @ AXKdzf ¥ RNIAIK
for cash investments must meet minimum short term and/or long term credit ratings as published by Standard &
t22NRA o0a{3té¢03 az22ReéQa Ly@Saiz2Nl { SNWAOS [AYAUGUSR o6aaz2Re
term rating, for cash deposits of up to one year, is A1/P1/F1 and the minimum long term rating, for cash deposits over

one year, is A#Aa3/AA- S OK F2NJ {9t az22Re&Qa lyR CAGOK NBALISOGAOSted
investments and the credit limdssigned to each annually.
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The group has continued to follow a cautious policy for investing cash deposits as a response to the situation in the
oFYy1lAy3a YINJSiGod Ly O2yaSlidsSy0Ss gAGK (GKS Sterdstidgdizy 2F i
A+/A3/AA), all new cash investments must meet the minimum long term rating and have a maximum investment

period of one month. The maximum cash investment with a single counterparty &@as 008: £8m).

Interest rate and currency risk

The group hedes at least 85% of its total outstanding financial liabilities, including finance leases, into either index
linked or fixed rate obligations. For this purpose floating rate interest liabilities are hedged through a combination of
derivative instruments ash cash balances. The regulatory framework under which revenues and the regulatory asset
value are indexed also exposes the group to inflation risk. Subject to market constraints and Board approval, the group
therefore may seek to raise new debt through éxdinked instruments or to enter into appropriate hedging
transactions.

The group analyses its interest rate exposure on a dynamic basis. Various scenarios are simulated taking into
consideration refinancing, renewal of existing positions, alternatimaniting and hedging. Of total borrowings of
£2,760mas at 31 March 2009 (2008: £2,649m), onhp&m related to floating rate debt (2008: £162m). The group
therefore considers overall interest rate exposure at the balance sheet date to be minimal.

As at 3IMarch 200994: o6HAnyY om:0 2F GKS 3INP dz-00MEy | BNR a0ad wk S6£00  aNd-ali SHad
FFAGSNI GF1Ay3a AyG2 002dzyi AydiSNBaid NIrdS FyR wtlL &é¢l Lla®
economic in nature, but do notasisfy the specific requirements of IAS 39 in order to be treated as hedges for
accounting purpose#ccordingly, all movements in the fair value of derivatives are reflected in the income statement.

The group minimises exposure to currency risk in respéany foreign currency denominated borrowings by using
appropriate derivative instruments to hedge these liabilities into sterling obligations. There were no foreign currency
borrowings as at 31 March 2009 (2008: £nil).

Refinancing risk

Refinancingisk is managed by maintaining a balance between the continuity of funding and flexibility through the use
of borrowings across a range of currencies, instruments, type and maturities. Our policy is to ensure that the maturity
profile does not impose an eassive strain on our ability to repay loans. Under this policy, no more than 20% of the
principal of group borrowings of2£760m can fall due in any 24 month period.

Liquidity risk
We maintain committed banking facilities in order to provide flexiilit A y G KS YIF yIF3SyYSyid 2% (KS 3

P'YRSNI GKS /2YY2y ¢SN¥a ! ANBSYSyld 6KAOK 3I208Nya GKS INRddL
creditors, the group is required to have cash available to fund operations for a duration obritBsnAs at 31 March

2009, the group had committed undrawn borrowing facilities 428m (2008: £345m) and cash and cash equivalents

(excluding debt service payments account) b24m(2008: £112m).

There is also a special liquidity facility of £150nis fh required in order to meet certain interest and other obligations
that cannot be funded through operating cashflow in the event of a standstill being declared by the Security Trustee,
Fit20Ay3 +y S@OSyli 2F RSTI dzndntsdzy RSNJ 6 KS INRdzLIQd RSo6l FAY!

Capital risk management

¢KS 3dINRdAzLIQd 202SO0GAOGS 6KSy YIrylr3aiay3a OFLAGEE Aa G2 al ¥S13
regulatory environment in which the group operates, the group monitors capital on the basis of the gediind his

Aa OFtOdA I GSR a ySiG RSodG olFla RSTFAYSR Ay G(GKS 3IANRAzZLIQA 062 NJ
(RCV) abinked to movements in the Retail Price Index aetiermined by Ofwat.

The Board considers that it is in the béstgi SNY Ay {iSNBadGa 2F 2S8SfakK 2FGiSNRa Odzadz
level of gearing, with a view to achieving further reductions in its cost of finance. The Board intevpisrate at a

level ofgearing & around 70%.

In respect of the risks detaid above, further quantitative disclosures are provided in note 14.
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Critical accounting estimates

The preparation of financial statements which conform to generally accepted accounting principles requires the use of
estimates and assumptions thatffect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Although these estimates
FNE oFasSR 2y YIylr3aSYSyiQa entoaattorsyastunlfreSuRsguiimazely mayKifer fro 2 dzy G =
those estimates.

Provision for impairment of trade receivables

Individual impairment losses on customer debts are calculated based on an individual assessment of the cash flows
that are expectedCollective impairment losses on receivables with similar credit risk are calculated using a statistical
model. The key assumption in the model is the probability of a failure to recover amounts when they fall into arrears.
The probability of failing to ver is determined by past experience, adjusted for changes in external factors. The
accuracy of the impairment calculation would therefore be affected by unexpected changes to the economic situation,
and to changes in customer behaviour. To the extesatt tine failure to recover debts in arrears alters by5%6, the
provision for impairment would increase or decrease Byofnillion (2008: £4.3 million).

Pension benefits

The present value of the pension obligations is dependent on the actuarial at@eylwhich includes a number of
assumptions. These assumptions include the discount rate, which is used to calculate the present value of the
estimated future cash outflows that will be required to meet the pension obligations. In determining the digetein

to use, the Group considers market yields of high quality corporate bonds, denominated in sterling, that have times to
maturity approximating the terms of the pension liability. Were this discount rate to reduce or increase by 0.1%, the
carrying vale of the pension obligations would increase or reduce &y #illion (2008: £0.8 million).

Measured income accrual
Revenue includes an accrual for unbilled charges at the-gm@r The accrual is estimated using a defined
methodology based upon theeighted average water consumption by tariff, which is calculated using historical billing

information adjusted for changes in external factors, such as weather. A 5% change in actual consumption from that
estimated would have the effect of increasing/deasing the accrual by2£3million (2008: £2 million).

2. Segmental information

The directors consider that there is only one reporting segmiesing the operation of water and sewerage business in the
UK. Therefore the disclosures for the primary segti@ve already been given in these financial statements.

The secondary reporting format is by geographical analysis by origin and destination. As the granytdmmestic
activities there is only one geographicalgsnent;therefore the disclosures fothe secondary segment have also already
been given in these financial statements.

Parent ompany

¢KS LI NByild O2YLIl yeQa odzaAiySaa Aa az2fsSte G2 FOG Fa | K2t RAY:
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3. Financing costs

a) Netinterest before fair value losses oderivative financial instruments

Group
As restatec
2009 2008
£m £m
Interest payable on bonds (86.1) (84.6)
Indexation on index-linked bonds (41.4) (30.4)
Interest payable on finance leases (37.1) (46.1)
Other loan interest (7.4) (8.5)
Other interest payable and finance costs (2.5) (1.9)
Interest credit on pension scheme liabilities 0.2 0.1
Interest payable (174.3) (171.4)
Interest receivable 8.6 12.2
Net interest payable before fair value adjustments (165.7) (159.2)

The comparative has beearstated to reflect the impact of the accounting policy change in respect of defined benefit
pension costs (see note 1).

b) Fair value losses oderivative financial instruments

Derivative financial insuments are held for economic hedging purposes although they do not qualify as accounting hedges
under IAS 39/ 2y aSljdzSyifes (KS dnddxlika®sivaps afdiffirN&ued at dathib&lande gheet date
with the movement fet loss or gaipdisclosed in the income statement. Over the life of these swig®ld to maturity

these fair value adjustments will reverse and reduce to zero. (See Ratergspect of derivative financial instrumertisld

on the balance sheét

Group
2009 2008
£m £m
Fair value losses on interest rate swaps (28.3) (4.0)
Fair value losses on index-linked swaps (58.2) (43.9)
Total fair value losses on derivative financial instruments (86.5) (47.9)
Deferred tax effect at 28% (2008: 28%) of fair value losses 24.2 13.4
Net of tax impact of fair value losses (62.3) (34.5)

During the year to 31 March 2008, swaps with a nominal valud8&$ were closed out with a payment of £32.5m.
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4. Losshefore taxation

The following items have been included in arrivingh&tlossbefore taxation

Operating charges from outsourced activities
- Operating services agreements

- Customer services agreement

- Laboratories and analytical services

- Other contracts

Employee costs (note 18)

- Wages and salaries

- Social security

- Pension costs (excluding actuarial loss/gain)

Research and development expenditure
Trade receivables impairment

Rates

Environment Agency charges

Fees paid to auditors (see below)

Staff costs capitalised

Other operating charges

Total operational expenditure
Infrastructure renewals expenditure
Depreciation and amortisation

- Owned assets

- Under finance leases
- Amortisation of intangible assets

Loss/(profit) on disposal of fixed assets

{ SNIBAOS&a LINPOBARSR o8&
During the yeari KS 3INER dzLJ 20

i KS 3INERdzLIQA

Non-discretionary audit fees

Statutory audit of parent company and consolidated financial statements
Statutory audit of subsidiary companies

Total statutory audit fees

Review of interim financial statements

Regulatory audit services pursuant to legislation

Review of draft business plan (required by Ofwat)

Total audit fees

Other services

Tax advisory services
Other

Total other services

Total cost of services provided by the group's auditor

i I dzRA G 2 NJ
GFAYSR GKS F2ftf26AyAbedo®NIIAOSa TNRBY

Group
As restatec
2009 2008
£m £m
138.4 116.1
19.5 19.0
6.7 6.3
14.2 13.9
178.8 155.3
10.7 9.2
1.0 1.0
1.0 1.7
12.7 11.9
0.5 0.5
18.8 13.4
255 24.1
14.9 14.3
0.2 0.2
(5.7) (5.2)
21.2 19.7
266.9 234.2
101.1 97.5
89.1 81.2
40.7 40.2
3.7 0.9
133.5 122.3
0.8 (0.8)
502.3 453.2

iKS =

Group
2009 2008
£'000 £'000
11 11
75 72
86 83
21 20
33 29
81 -
221 132
10 27
2 4
12 31
233 163
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Regulatory audit services includedit work on the Regulatory Accounts, June Return and Principal Statement.

In addition to the above services, PricewaterhouseCoopers LLP acted as auditor D&CW&/Pension Scheme. The
appointment of auditors to the pension scheme and the fees paid in resfddatie 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 werg000(2008: £11,000).

The Board has adopted a formadlicy with respect to services received from external auditors. The external auditor will

not be used for internal audit services and all raardit work above a threshold of £25,000 will be subject to prior
competitive tendering and approval by the Au@ibmmittee.

5. Taxation
a) Taxation (chargegredit

Analysis of (chargégredit in the year

Group
2009 2008
£m £m
Deferred tax
- Current year movements 30.3 9.2
- Adjustment in respect of prior years 4.0 3.4
- Effect of tax rate change - 25.7
- Effect of abolition of Industrial Buildings Allowances (37.0) -
Taxation (charge)/credit (2.7) 38.3
Analysed as:
(Charge)/credit to Income Statement (5.6) 39.3
Credit/(charge) to Statement of Recognised Income and Expense 2.9 (1.0)
(2.7) 38.3

Theeffective rate oftax for the year i©iigher(2008: lower) than the standard rate of corporation tax in the 2R09: 28%,
2008: 30%). The differences are explained below:

Group
2009 2008
£m £m
Loss before tax (97.3) (37.4)
Loss before tax multiplied by the corporation tax rate in the UK of 28% (2008: 30%) (27.2) (11.2)
Effect of:
- Adjustments in respect of prior years (4.0) 3.9
- Other permanent differences (0.2) 0.4
- Effect of tax rate change - (24.6)
- Effect of abolition of Industrial Buildings Allowances 37.0 -
- Movement on deferred tax asset relating to pension scheme (2.9) 1.0
Total taxation charge/(credit) 2.7 (38.3)

The charge of £37m provides for the phasing out of Industrial Buildingsahié®s announced in the 2007 budget.
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b) Deferred tax
Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 28%2@6)0

The movement in the deferred tax provision is as shown below

Group Company
2009 2008 2009 2008
£m £m £m £m
At 1 April 350.1 388.4 - -
Charge/(credit) to Income Statement 5.6 (39.3) - -
(Credit)/charge to Statement of Recognised Income and Expense (2.9) 1.0 - -
At 31 March 352.8 350.1 - -

Deferred tax assets have been recognised in respedt tthalosses and other temporary differences giving rise to deferred
tax assets because it is probable that these assets will be recovered.

Group Company
2009 2008 2009 2008
£m £m £m £m
Effect of:
Tax allowances in excess of depreciation 443.7 395.1 - -
Capital gains rolled over 41.6 46.5 - -
Deferred tax on tax losses carried forward (80.1) (65.8) - -
Deferred tax on losses on derivative financial instruments (44.7) (19.9) - -
Pensions (2.9) (0.9 - -
Other tax differences (4.8) (4.9) - -
Provision for deferred tax 352.8 350.1 - -
6. Property, plant and equipment
Group
Plant,
equipment,
Freehold land & Infrastructure Operational computer
Current year buildings assets structures hardware Total
fm fm £m fm £m
Cost
At 1 April 2008 33.0 1,457.4 2,232.5 2229 3,945.8
Additions net of grants and
contributions 14 55.7 150.9 67.4 275.4
Disposals - - - (64.1) (64.1)
At 31 March 2009 34.4 1,513.1 2,383.4 226.2 4,157.1
Accumul ated depreciation
At 1 April 2008 16.3 98.8 772.9 1644 1,052.4
Charge for the year 0.5 32.4 86.5 10.5 129.9
Released ondisposal - - - (5.2) (5.2)
At 31 March 2009 16.8 131.2 859.4 169.7 1,177.1
Net book value
At 31 March 2009 17.6 1,381.9 1,524.0 56.5 2,980.0

The net book value of property, plant and equipment includ@60®m in respect of assets in the course of construction
(2008: £158.1m).
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Plant,

equipment,
Freehold land & Infrastructure Operational computer
Prior year buildings assets structures hardware Total
£m £m £m £m £m
Cost
At 1 April 2007 329 1,412.7 2,118.1 2182 3,781.9
Additions net of grants and
contributions 0.1 133.7 114.4 4.7 252.9
Disposals - (89.0) - - (89.0)
At 31 March 2008 33.0 1,457.4 2,232.5 2229 3,945.8
Accumul ated depreciation
At 1 April 2007 15.9 71.2 691.1 156.8 935.0
Charge for the year 0.4 316 81.8 7.6 121.4
Released ondisposal - (4.0) - - (4.0)
At 31 March 2008 16.3 98.8 772.9 164.4 1,052.4
Net book value
At 31 March 2008 16.7 1,358.6 1,459.6 58.5 2,893.4
Assets held under finance leases
Included within theabove are assets held under finance leases, analysed as below:
Group
Infrastructure Operational
Current year assets assets Total
£m £m £m
Cost
At 1 April 2008 611.8 598.1 1,209.9
Additions - 60.0 60.0
At 31 March 2009 611.8 658.1 1,269.9
Accumulated depreciation
At 1 April 2008 43.9 187.5 231.4
Charge for the year 7.7 33.0 40.7
At 31 March 2009 51.6 220.5 272.1
Net book value
At 31 March 2009 560.2 437.6 997.8
Infrastructure Operational
Prior year assets assets Total
£m £m £m
Cost
At 1 April 2007 526.8 598.1 1,124.9
Additions 85.0 - 85.0
At 31 March 2008 611.8 598.1 1,209.9
Accumulated depreciation
At 1 April 2007 36.7 154.5 191.2
Charge for the year 7.2 33.0 40.2
At 31 March 2008 43.9 187.5 231.4
Net book value
At 31 March 2008 567.9 410.6 978.5

The parent company owns rvoperty, plant or equipment.
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7. Intangible assets

Intangible assets comprise computer software and related system developments.

Group

Cost Amortisation  Net book value
Current year £m £m £m
At 1 April 2008 76.7 (51.6) 25.1
Additions 24.8 (3.7) 21.1
At 31 March 2009 101.5 (55.3) 46.2

Cost Amortisation  Net book value
Prior year £m £m £m
At 1 April 2007 57.7 (50.7) 7.0
Additons 19.0 (0.9) 18.1
At 31 March 2008 76.7 (51.6) 25.1

The net book value of intangible assets includé8.#n in respect of assets in the course of construction (2008: £19.0m).
The parent company owns no intangible fixed assets.

8. Fixed asset investments

(a) Group
2009 2008
£m £m
Cost and net book value
At 1 April and 31 March
Equity of less than 10% is held in the following unlisted company:
Principal activity Country ofincorporation Holding
Water Research Centre (1989 Waterresearch England and Wales a. ¢ h N\GRakey of BB

In addition, the group holds 5% Convbhd Unsecured Loan Stock 2014 at a cost of £23,326 in Water Research Centre
(1989) plc.

(b) Parent Company

The company has a £1 investment in Glas Cymru (Securities) Cyfyngedig and has indirect investments in the following
subsidiary undertakings:

Principal activity Country ofincorporation Holding
5 A ®ymru (Holdings) Limited Holding company England and Wales 100%
5 A ®ymru Cyfyngedig Water and sewerage England and Wales 100%
5 A ®&ymru (Financing) Limited  Raising finance Cayman Islands 100%
WelshWater Utilities Financelp  Raising finance England and Wales 100%
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9. Trade and other receivables

Group Company
2009 2008 2009 2008
£m £m £m fm
(a) Amounts falling due within one year:
Trade receivables 109.4 101.0 - -
Less provision for impairment of receivables (70.6) (58.8) - -
Trade receivables - net 38.8 42.2 - -
Prepayments and accrued income 62.0 62.9 - -
Other receivables 1.4 132 - -

102.2 1183 - -
(b) Amounts falling due after more than one year:

Amounts owed by group undertakings - - 3.4 3.4
- - 3.4 3.4
Total trade and other receivables 102.2 1183 3.4 3.4

All noncurrent receivables are due within five years from the balance sheet date.

As at 31 Marct2009, based on a review of historical collection ratesvas considered that #.6m of trade receivalds
were impaired and these have therefore been provided for @0858.8m). The impaired receivables mainly relate to
measured and unmeasured water supply debtors.

The ageing of receivables was as follows:

Current year Total Provided for Net
Trade receivables £m £m £m
Under one month 10.1 (3.4) 6.7
Between one and six months 18.0 (8.2) 9.8
Between six months and one year 214 (7.2) 14.2
Between one and two years 219 (16.3) 5.6
Between two and three years 159 (13.6) 2.3
Qver three years 22.1 (21.9) 0.2

109.4 (70.6) 38.8
Prior year Total Provided for Net
Trade receivables £m £m £m
Under one month 14.2 (3.4) 10.8
Between one and six months 18.7 (7.1) 11.6
Between six months and one year 17.3 (6.2) 11.1
Between one and two years 209 (14.3) 6.6
Between two and three years 13.3 (11.2) 2.1
Over three years 16.6 (16.6) -

101.0 (58.8) 42.2

Movemens n the provision for impairment of trade receivables are as follows:

2009 2008

£m £m

At 1 April 58.8 53.0
Charge to Income Statement 18.1 13.0
Receivables written off during the year as uncollectable (6.3) (7.2)
At 31 March 70.6 58.8

The creation and release of provision for impaired receivables have belexdéu in operational expenditure.

The other classes within trade and other receivables do not contain impaired assets. All trade and other receivables are
denominated in sterling.
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10.Cash and cash equivalents

Cash at bank and in hand
Short-term deposits

The effective interest rate on shetérm deposits as at 31 March 20@&vas0.6% (2@8: 5.5%) and these deposits have an

Group Com pany
2009 2008 2009 2008
£m £m £m £m
3.0 2.9 0.1 0.1
136.3 121.2 - -
139.3 124.1 0.1 0.1

averagematurity of 8 days (208: 13 days).All cash and cash equivalents were held in sterling.

11.Trade and other payables

Current

Trade payables

Capital payables

Amounts due to group undertakings
Other taxation and social security
Accruals and deferred income

Non-current

Deferred income

12.Financial liabilitiesg borrowings

Current

Interest accruals

Unamortised bond premium
Unamortised bond issue costs
European Investment Bank loan
Local authority loans

Finance lease obligations

Non-current

Interest accruals

Bonds

Unamortised bond premium
Unamortised bond issue costs
European Investment Bank loan
Local authority loans

Finance lease obligations

Group Com pany
2009 2008 2009 2008
£m £m £m £m
28.2 16.1
53.4 55.6 - -
- - 3.5 35
0.4 0.4
47.5 51.8 -
129.5 1239 3.5 35
Group Com pany
2009 2008 2009 2008
£m £m £fm £m
3.0 23
Group Company
2009 2008 2009 2008
£m £m £m £m
6.9 12.4 - -
0.5 0.5 - -
0.7) (0.7) - -
4.4 4.4 - -
0.3 0.3 - -
8.6 8.0 - -
20.0 24.9 - -
Group Company
2009 2008 2009 2008
£m £m £m £m
35.0 29.7 - -
1,664.5 1,623.0 - -
11.8 12.4 - -
(4.2) (4.9 - -
146.8 126.3 - -
2.3 2.6 - -
883.5 834.5 - -
2,739.7 2,623.6 - -
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A security package was granted ®ANE YNXz / @ Fey3ISRA3 65/ /03 & LINI 2F G(KS INP
holders of saior bonds, finance lessors and other senior financial creditors.

The obligations of DCC are guaranteed by the company, Glas Cymru (Securities) CyfyngBdfy@ymiru (Holdings)
Limited. The main elements of the security package are:

i) afirstfixedr YR Ft2FGAy3 aSOdNRGe 20SNJ Fff 2F 5//Qa laasSdaa Iy
Industry Act, other applicable law and its licenaed

i) a fixed and floating security given by the guarantors referred to above which are accruedcbnof these
O2YLI yAS&aQ aasSaa & KWmdeRHoldimE) Livkitéd, di fiksS fixed Ichar§e of€F its shares in
DCC.

a.L! Qad ONBRAG NriédAy3da KFra 0S8yl NBREZOSERREBRR. byRYR22NN®d BNE
rated by Fitch Ratings. The credit rating of the Class A bonds has therefore defaulted to the higher underlyging rating of
GKSaS 62yRaz 2F !lok! k! FNRY a?22R pdachvEly. Thé indeRyindlfatingreflecis shalDa | y R
standalone credit quality of these bonds without the benefit of the MBIA guarantee, and is the same as the credit ratings of

GKS 3INRdzZLIQa /fl&aa . 02yRa 2F MCOTDPHY OHANYY MCHHODHYOD D

¢ KS 3 NE dzLJQ & of £902.3:n52008: &75 B)ieReldit from a guarantee from MBIAY Ly adzNJI yOS [ AYA G SR
a bg

13. Derivative financial instrunents

Derivative financial instruments are held for economic hedging purposes although they do not qualify as accounting hedges
under IAS 39. As such, movements in their fair value are taken to the Income Statep®nité 3b).

Group - 2009 Fairvalues
Assets Liabilities
£m £m
Current
Indexdinked swaps 18.6 (1.4)
Interest rate swaps 7.4 (0.7)
26.0 (2.1)
Non-current
Indexdinked swaps - (119.7)
Interest rate swaps - (62.0)
(181.7)
Total 26.0 (183.8)
Group - 2008 Fairvalues
Assets Liabilities
£m £m
Current
Indexdinked swaps 6.9 (1.4)
Interest rate swaps - (1.9)
6.9 (3.3)
Non-current
Indexdinked swaps 2.5 (52.3)
Interest rate swaps - (25.1)
25 (77.4)
Total 9.4 (80.7)

Ly FO0O02NRIyOS 6AGK L!{ odI WCAY!I y Othdgioupihgsaeayidlitzyad goitracys fowS 02 Iy A
embedded derivatives that are required to be accountedseparatelyif they do not meet certain requirements set out in
the standardThe grouphas no embedded derivatives as per IAS 39
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Parent Company

The parat company has no derivative financial instruments or embedded derivatives.

Interest rate swaps

At 31 March 200 the interest rate swaps fix the interest rate oa%2 million (20@: £192 million) of floatirg rate liabilities

held by the goup. The matuty date of the swap is 31 March 2031 and the quarterly fixed interest rate is 5.67%.

In addition £68 million (20@: £571 millior) of finance leasdiabilities are comerted from 3month to 12 month floating

for a period of one yeathe swaps expire o81 March 2010

Indexlinked swaps

Finance lease swaps

The indexinked swaps have the effect of indérking the interest rate on &17 million (20@: £622 million) of finance .
LINKR OS AYyRSE

tSrasS ftAFoAfAGASE 08 NBFTSNByOS (2 G(KS NBGIFACT

The notonal amount of the swaps as at 31 March 908 563 million (20@8: £571 million), representing the average
balance on the finance leases subject to floating interest rates for the year to 31 Madc¢h PBe notional amount
amortises over the life of thewgaps to match the average floating rate balances of the leaBesse swaps are matched

against the same liabilities as the finance lease interest rate swaps noted above.

The principal terms are as follows:

Notional Amount: £563million (amortising)
Awerage swap maturity: 24 years

Average interest rate: 1.6%% (fixed) plus RPI
Bond swap

The indexinked swaps have the effect of indérking the interest rate on £XDmillion of fixed rate bonds by reference to

the RPI.

The principal terms are as foll's:

Indexed mtional Amount: £111million
Swap maturity: 48years
Interestrate: 1.3%% (ndexed by RPI)

14.Financial risk management

The policies of the group in respect of financial risk management are included in the accounting policies note 20 pag

The numerical financial instrument disclosures as requiredFBS are set out below
a) Interest rate risk

The effective interest rates at the balance sheet dates were as follows:

Assets:

Cash and cash equivalents

Liabilities:

Bonds

European Investment Bank loans

Local authority loans
Finance lease obligations

Tradeand otherreceivables and payables aremiaterest-bearing.

The effective interest rateggnore the effect of the interest rate and indéirked swaps set ouin note 13 They also

exclude the indexation charge applicable to the intlaked bonds.

2009

0.6%

5.6%
2.1%
5.3%
4.8%

2008
5.5%
5.5%
6.1%

5.8%
5.6%
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b) Liquidity risk

Group - 2009 Within 1 year 1-2vyears 2 - 5years > 5 years Total
£m £m £m £m £m
Assets:
Cash and cash equivalents 1393 - - - 139.3
Trade and other receivables 102.2 - - - 102.2
2415 - - - 2415
Liabilities:
Bonds 0.5 1256 1.8 1,548.9 1,676.8
European Investment Bank loan 4.4 8.9 40.4 97.5 151.2
Local authority loans 03 0.3 1.0 1.0 2.6
Finance lease obligations 8.6 9.9 51.1 822.5 892.1
Trade and other payables 1295 0.3 0.3 1.4 1315
1433 145.0 94.6 2,471.3 2,854.2
Group - 2008 Within 1 year 1-2vyears 2 - 5years > 5 years Total
£m £m £m £m £m
Assets:
Cash and cash equivalents 1241 - - - 1241
Trade and other receivables 1183 - - - 118.3
2424 - - - 242.4
Liabilities:
Bonds 0.5 0.5 126.7 1,508.2 1,635.9
European Investment Bank loan 4.4 4.4 35.9 86.0 130.7
Local authority loans 03 0.3 1.0 13 2.9
Finance lease obligations 8.0 7.0 33.1 794 .4 842.5
Trade and other payables 1239 0.3 0.3 1.7 126.2
1371 125 187.0 2,391.6 2,738.2

As at 31 March 2(#) the Bonds maturing betweet-2 years represent £125 million of sobdinated Bonds with an
expected maturity date 081 March 2011. If these Bonds are not redeemed on or before 31 March 2011, the interest rate
will stepup from a fixed rate of 8.174% to a floatingn®nth LIBOR interest rate plus a margfrb.75%.

The minimum lease payments under finance leases falladufollows:

2009 2008
£m £m
Gross finance lease liabilities

Within one year 30.9 55.8
Between two and five years 175.9 205.3
After five years 1,165.5 1,388.2
1,372.3 1,649.3
Future interest (480.2) (806.8)
Net finance lease liabilities 892.1 842.5

Net finance lease liabilities are repayable as follows:
Within one year (Note 12) 8.6 8.0
Between two and five years 61.1 40.1
After five years 822.4 794.4
Total over one year (Note 12) 883.5 834.5
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¢) Fair values

Thefd NJ @ f dz§8& 2F GKS 3ANRAzZLIQa RS Nindde 18 Kh@Bllowirg sable/stnimarises Ahg @il NHzY S y
PFrtdzS YR 06221 @FfdzS 2F (KS INRJIZIQE 02y RAD

2009 2008
Book Book
value Fair value value Fairvalue
£m £m £m £m
Bonds (note 12) 1,676.8 1,603.1 1,635.9 1,778.3

The fair valusof all other financial instruments are equal to the book values.
d) Borrowing facilities

As at 31 Marcl2009, the group ha availableundrawn committed borrowing facilitiesf £420m expiring in more than one
year,in respect of which all conditions precedent had been (2608: £345m).

5 A ®ymru(FinancingLimited also has a special liquidity facility£d50 million, which it is required to maintain in order to
meet certain group interest and other obligations that cannot be funded through operating cashflow of the group, in the
event of a standstill being declared by the Security Trustee. A standstilthadise in the event thas A &ymru Cyfyngedig
defaults on its debt financing covenants.A Bymru Cyfyngedig also has a £20 million overdraft facility. Both of these
facilities are renewable on an annual basis.

All of the above facilities, including the liquidity facility, areflating rates of interest.
e) Capital risk management

Gearing ratios

2009 2008

£m £m

Total borrowings (2,759) (2,649)
Less: cash and cash equivalents 139 124
Net debt (2,620)  (2,525)
RCV 3,626 3,529
Total capital 1,006 1,004
Less: unamortised bond costs (5) (8)
Total capital per bond covenants 1,001 998
Gearingratio 72% 72%

As set out on pag@2, the group monitors its capital structure based on a regulatory gearingprathich compares its net
debt tothe Ofwatdetermined RCV.

15. Provisions

Restructuring Uninsured loss

Group provision provision Total

£m £m £m
At 1 April 2008 1.2 7.3 8.5
Charged to income statement 0.2 2.5 2.7
Utilised in year - (2.0) (2.0)
At 31 March 2009 1.4 7.8 9.2

The parent company has no provisions at 31 MarcZQ008: nil).

Restricturing provision
This provisiomelatesto estimated dilapidation costs, which will icurredover the nextwo years.

Provision for uninsured losses
This provision is in respect of uninsured losses iasthnceswhere insurance does not cover a dedbte amount. The
utilisation period of these liabilities is uncertain due to the nature of clabusis estimated to be five years.
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16. Net cash inflow from operating activities

a) Cash generated from operations

Reconciliation of operating profit to cagienerated from operations:

Group

As restatec

2009 2008

£m £m

Operating profit 154.9 169.7

Adjustments for:

- Depreciation and amortisation 1335 122.3

- Loss/(profit) on disposal of fixed assets 0.8 (0.8)
- Changes in working capital:

Decrease/(increase) in trade and other receivables 111 (24.3)

Increase/(decrease) in trade and other payables 8.1 6.1

Pension contributions in excess of operating costs - (4.1)

Decrease in provisions 0.7 (0.1)

19.9 (22.4)

Cash generated from operations 309.1 268.8

The comparative has baeeestated to reflect the impact of the accounting policy change in respect of defined benefit
pension costs (see note 1).

b) Interest paid

Group
As restatec
2009 2008
£m £m
Interest payable per income statement 174.3 171.4

Less non-cash items:

- Indexation on index-linked bonds (41.4) (30.4)
- Amortisation of bond issue costs (0.7) (0.7)
- Interest credit on pension scheme liabilities 0.2 0.1
- Amortisation of bond issue premium 0.5 0.5
- Decrease in prepayments (3.7) -
- Decrease in accruals 0.2 38.9
Swap termination payment - 325
(44.9) 40.9
Interest paid 129.4 212.3

31 March 2007ell ona Saturday and in consequence a majority of the annual finance lease and bond interest payments
respect of the year ended 31 March 2007 revelue andactually paid on 2 April 2007, i.e. during tfdlowing year 31
March 2008 was a Monday and all annual finance lease and bond interest payduenfsr the yeawere made by this
date. A further £32.5m was paid in April 2007 on terminatiorsefaps no longer requireds a resultjnterest paid inthe
comparative yeawas significantly higher thaim the current year
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17. Analysis and reconciliation of net debt

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

Cash and cash equivalents

Debt due after one year
Debt due within one year
Finance leases

Accrued interest

Net debt

b) The movement in net debt during the period may be summarised as:

Net debt at start of year
Increase/(decrease) in net cash

Increase in debt

Increase in net debt arising from cashflows
Movement in accrued interest

Indexation of index-linked debt

Other non-cash movements

Movement in net debt during the year

Net debt at end of year

18.Employees and directors

a) Staff costs fothe group during the year

Wages and salaries
Social security costs
Other pension costs

Of the above, B.7million (20®: £5.2 million) has been charged to capital.

Average monthly number of people (including executive directors)
employed by the group

Regulated water and sewerage activities

b) Parent Company
The parent company had no employees (204il) in the year.

Group Company
2009 2008 2009 2008
£m £m £m £m
139.3 124.1 0.1 0.1
(1,821.2) (1,759.2) - -
(4.5) 4.7) - -
(892.1) (842.5) - -
(41.9) (42.1) - -
(2,759.7) (2,648.5) - -
(2,620.4) (2,524.4) 0.1 0.1
Group Company
2009 2008 2009 2008
£m £m £m £m
(2,524.4) (2,427.8) 0.1 0.1
15.2 (33.9) - -
(69.9) (71.0) - -
(54.7) (104.9) - -
0.2 38.9 - -
(41.4) (30.4) - -
01 (02 - -
(96.0) (96.6) - -
(2,620.4) (2,524.4) 0.1 0.1
2009 2008
£m £m
10.7 9.2
1.0 1.0
1.0 1.7
12.7 11.9
2009 2008
Number  Number
187 173
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