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Forward to the Preliminary Results Announcement  
 

Basis of preparation 

 
The following announcement of preliminary results includes information which has been extracted directly 

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

ŘƻŜǎ ƴƻǘ ƛƴŎƭǳŘŜ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘΣ ǘƘŜ /ƻǊǇƻǊŀǘŜ DƻǾŜǊƴŀƴŎŜ {ǘŀǘŜƳŜƴǘ ƻǊ ǘƘŜ нллф wŜƳǳƴŜǊŀǘƛƻƴ 

Report. 

 
The independent AuditorsΩ Report set out on pages 10 and 11 refers to the Glas Cymru Cyfyngedig Annual 

wŜǇƻǊǘ ŀƴŘ !ŎŎƻǳƴǘǎ ŀǎ ŀ ǿƘƻƭŜΦ Lǘ ǘƘŜǊŜŦƻǊŜ ŀƭǎƻ ŎƻǾŜǊǎ ǇǊƻŎŜŘǳǊŜǎ ŎŀǊǊƛŜŘ ƻǳǘ ƻƴ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘΣ ǘƘŜ 

Corporate Governance Statement and the 2009 Remuneration Report, which are excluded from this 

Preliminary Announcement. 
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/ƘŀƛǊƳŀƴΩǎ {ǘŀǘŜƳŜƴǘ 
 

Despite the increasingly difficult economic environment, I am pleased to report a year of continued good 

progress in operational and environmental performance and in serving customers in our area.  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 ahead with our largest ever capital investment programme. 

 

It is clear that many of our household customers are now having real difficulties in paying their water bill.  Our 

ōƛƭƭǎ ǿŜǊŜ ƪŜǇǘ Řƻǿƴ ōȅ ǘƘŜ ƛƴŎǊŜŀǎŜ ƛƴ ƻǳǊ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩΣ ǿƘƛŎƘ ŘŜŘǳŎǘŜŘ ϻнм ŦǊƻƳ ƭŀǎǘ ȅŜŀǊΩǎ ōƛƭƭ ŦƻǊ 

water and sewerage.  Welsh Water is still the only regulated water company to pay a Ψcustomer dividendΩ and 

ǘƘŜ ǘƻǘŀƭ ǎǳƳ ǊŜǘǳǊƴŜŘ ǘƻ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎ ǘƻ ŘŀǘŜ ƴƻǿ ǎǘŀƴŘǎ ŀǘ ϻмрл ƳƛƭƭƛƻƴΦ  Lƴ ŀŘŘƛǘƛƻƴΣ ǿŜ ƘŀǾŜ 

been able to help low 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 around 9,000 customers will be eligible for this tariff and, as 

with our other assistance tariffs, we expect it to be self-funding.  

 

Affordability is also at the heart of our plans for the next regulatory period, making Welsh Water the only 

regulated water and sewerage 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 with standards 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 than 50,000 customers, 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 illness reported as a result of these two incidents.   

 

To avoid such incidents 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 Wales, which previously relied on single stage 

treatment of high quality source waters.  Pending completion of this major programme we have since last 

September installed ultraviolet treatment to protect against the risk posed by cryptosporidium.  

 

Since the year-end 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 our highest 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 the accelerated 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 which was the loss 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 across the 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 achieved млл҈ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ŘƛǎŎƘŀǊƎŜ Ψlook-upΩ 

consents at our wastewater treatment works.  We also 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 measure where we had 

previously lagged the rest of the sector.  

 

We completed more than 150 schemes to reduce the risk of sewer flooding for 256 properties and cut the Ψat 

risk registerΩ from 365 to 265.  However, the number of actual sewer flooding incidents increased from 319 to 

офнΣ ƛƴ ǇŀǊǘ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ƭŀǎǘ ȅŜŀǊΩǎ ǾŜǊȅ ǿŜǘ ǎǳƳƳŜǊΦ  5ŜǎǇƛǘŜ ǘƘŜ ǿŜǘ ǎǳƳƳŜǊ ŀƭƭ ōǳǘ ƻƴŜ ƻŦ ǘƘŜ ум 9¦ 

designated beaches around the coast of Wales passed the mandatory standard for coastal water quality, and 

for the 2009 summer season Wales has secured 43 Blue Flags, more than a 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 research carried 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 year and we judge that around a quarter of these 

are avoidable.  In order to tackle some of the main causes of complaints we are at the implementation stage of 

ŀ ϻфл Ƴƛƭƭƛƻƴ ǇǊƻƎǊŀƳƳŜ ƻŦ ΨIT-enabled changeΩ to replace ageing 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 will deliver good progress towards the 

Ǝƻŀƭǎ ƛƴŎƭǳŘŜŘ ƛƴ άhǳǊ {ǳǎǘŀƛƴŀōƭŜ CǳǘǳǊŜέ ς a document which sets out our vision for the water industry 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 environment ς 

including a reduction of 50% in our carbon footprint.  

 

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

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

ƪŜȅ ǘƻ ŀŎƘƛŜǾƛƴƎ ǘƘƛǎ ƻōƧŜŎǘƛǾŜΣ ōȅ ƳŀƪƛƴƎ ǎǳǊŜ ƛƴǾŜǎǘƻǊǎ ǊŜƎŀǊŘ ǘƘŜ ǿŀǘŜǊ ƛƴŘǳǎǘǊȅ ƛƴ ²ŀƭŜǎ ŀǎ ŀ ΨǎŀŦŜ ƘƻƳŜΩ ŦƻǊ 

long term, low risk funding.  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 to be amongst the best in the sector. 

 

[ƻƻƪƛƴƎ ŦǳǊǘƘŜǊ ŀƘŜŀŘΣ ǘƘŜ ǿŀǘŜǊ ƛƴŘǳǎǘǊȅ ƛǎ ƻƴ ǘƘŜ ΨŦǊƻƴǘ ƭƛƴŜΩ ƛƴ ŘŜŀƭƛƴƎ ǿƛǘƘ ǘƘŜ ŜȄǇŜŎǘŜŘ ŎƻƴǎŜǉǳŜƴŎŜǎ ƻŦ 

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 

ƛƴŘǳǎǘǊȅ ŀƴŘ ŎƻƴǎƛŘŜǊƛƴƎ ǘƘŜ Ǉƻǎǎƛōƛƭƛǘȅ ƻŦ ōǊŜŀƪƛƴƎ ƛǘ ǳǇ ƛƴǘƻ ŎƻƳǇŜǘƛƴƎ ΨŦƻǊ-ǇǊƻŦƛǘΩ ŜƴǘƛǘƛŜǎΦ This is of particular 

ŎƻƴŎŜǊƴ ŦƻǊ ǳǎ ǎƛƴŎŜ Dƭŀǎ /ȅƳǊǳΩǎ Ψƴƻǘ-for-ǇǊƻŦƛǘΩ ǎǘǊǳŎǘǳǊŜ ƛǎ ǳƴƛǉǳŜ ƛƴ ǘƘŜ ¦YΩǎ ǿŀǘŜǊ ƛƴŘǳǎǘǊȅΦ  Lǘ Ƙŀǎ ŀƭƭƻǿŜŘ 

all our financial surpluses and efficiency savings to be reinvested in the Company for the benefit of our 

ŎǳǎǘƻƳŜǊǎ ŀƴŘ Ƙŀǎ ƳŀŘŜ ƛǘ ǇƻǎǎƛōƭŜ ŦƻǊ ǳǎ ǘƻ ƛƴǘǊƻŘǳŎŜ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩΣ ƘŜƭǇƛƴƎ ǘƻ ƳŀƪŜ ǘƘƛǎ Ƴƻǎǘ 

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 than the 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 regulatory regime. 
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On behalf of the Board I 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 our customers, and the way in which they have responded to the many challenges 

throughout the year is truly appreciated.  

 

 

 

Lord Burns 

Chairman - Glas Cymru Cyfyngedig 

 

5 June 2009 
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Key Performance Measures 
 

Year to 31 March 2009 Monitoring 

plan 

target
3 

Previous 

performance 

2007-08 

Actual 

performance 

2008-09 

At or better 

than 

previous 

year 

Customer Service     

tǊƻǇŜǊǘƛŜǎ Ψŀǘ ǊƛǎƪΩ ƻŦ ǊŜŎŜƛǾƛƴƎ ƭƻǿ ǇǊŜǎǎǳǊŜ 242 220 197  

Properties affected by unplanned water supply 

interruptions lasting more than 6 hours 

1,080 3,848 894  

tǊƻǇŜǊǘƛŜǎ Ψŀǘ ǊƛǎƪΩ ƻŦ ǎŜǿŜǊ ŦƭƻƻŘƛƴƎ  308 365 265  

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%  

Written complaints answered within 10 days 99.9% 99.2% 99.3%  

Number of written complaints received  n/a 10,586 12,486 X 

Customer meters read within year 99.9% 99.9% 99.9%  

Telephone calls abandoned 1.3% 2.9% 4.7% X 

Telephone calls receiving engaged tone 0% 0.4% 0.04%  

Call handling satisfaction (score out of 5) n/a 4.61 4.65  

Water Quality     

hǾŜǊŀƭƭ ǿŀǘŜǊ ǉǳŀƭƛǘȅ ŎƻƳǇƭƛŀƴŎŜ Ψŀǘ ǘƘŜ ǘŀǇΩ
1 c

 n/a 99.9% 99.9%  

.ŀŎǘŜǊƛƻƭƻƎƛŎŀƭ ŎƻƳǇƭƛŀƴŎŜ Ψŀǘ ǘƘŜ ǘŀǇΩ 
c
 n/a 99.6% 99.8%  

LǊƻƴ ŎƻƳǇƭƛŀƴŎŜ Ψŀǘ ǘƘŜ ǘŀǇΩ 
c
 99/1% 99.5% 99.4% X 

Operational Performance Index 
c
 n/a 99.7% 99.9%  

Operational Performance Index (TIM) 
2 c

 n/a 99.8% 99.8%  

Environmental     

Leakage m3/km/day 7.5 7.5 7.2  

bǳƳōŜǊ ƻŦ ΨŎŀǘŜƎƻǊȅ м ŀƴŘ нΩ Ǉƻƭƭǳǘƛƻƴ 

incidents
 c
 

n/a 9 3  

bǳƳōŜǊ ƻŦ ΨŎŀǘŜƎƻǊȅ оΩ Ǉƻƭƭǳǘƛƻƴ ƛƴŎƛŘŜƴǘǎ 
c
 n/a 260 230  

Wastewater treatment works complying with 

Ψƭƻƻƪ ǳǇΩ ǘŀōƭŜ 
c
 

n/a 99.1% 100%  

Sewage sludge recycled satisfactorily 
c
 100% 100% 100%  

ΨaŀƴŘŀǘƻǊȅΩ Ŏƻŀǎǘŀƭ ōŀǘƘƛƴƎ ǿŀǘŜǊ ŎƻƳǇƭƛŀƴŎŜ 
c
 100% 99% 99%  

ΨDǳƛŘŜƭƛƴŜΩ Ŏoastal bathing water compliance 
c
 Ψ{ǘŀōƭŜΩ 86% 77% X 

1 ¢Ƙƛǎ ƳŜŀǎǳǊŜ ƛǎ ōŀǎŜŘ ƻƴ ΨaŜŀƴ ½ƻƴŀƭ /ƻƳǇƭƛŀƴŎŜΩ 
2 Incorporates performance against turbidity, iron and manganese 
c Calendar year 2008, all other figures are for the year ended 31 March 2009 
3 The Monitoring Plan sets out the targets agreed with regulators at the Regulatory Price Review in 2004 and covers the five year period to 

31 March 2010 
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Financial Review  
 

While Glas Cymru has not been immune to the impact of the severe economic recession, we have delivered a 

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

ƻǳǊ ƻƴƎƻƛƴƎ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ Ƙŀǎ ƘŜƭǇŜŘ ŎǳǎǘƻƳŜǊǎ ǘƻ ŎƻǇŜ ŘǳǊƛƴƎ ǘƘŜ ŘƻǿƴǘǳǊƴΦ 

Appointed revenue has grown due to regulatory price increases which support our extensive capital investment 

and the delivery of better customer service. Despite the impact on operating profits of reduced demand and 

ƘƛƎƘŜǊ ƻǇŜǊŀǘƛƻƴŀƭ ŜȄǇŜƴŘƛǘǳǊŜΣ ǿŜ ƛƴŎǊŜŀǎŜŘ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ƛƴ the year to £21 per customer. 

 

Capital investment in our regulated water and wastewater operations including infrastructure renewals 

ŜȄǇŜƴŘƛǘǳǊŜ όΨIREΩ) amounted to £355 million during the year. This is 18% higher than last year, and represents 

a record level of investment spend for Glas Cymru. 

  

The group has a strong liquidity position, with capital investment pre-funded through to 31 March 2010. This 

was enhanced recently by the signing of a £100 million loan facility with the European Investment Bank and a 

£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  

Dƭŀǎ /ȅƳǊǳΩǎ ǘǳǊƴƻǾŜǊ ƛƴ ǘƘŜ ȅŜŀǊ ǘƻ ом aŀǊŎƘ 2009 was £657 million (2008: £623 million), an increase of 5.5% 

on last year. This increase primarily reflects the price increase of 7.6%, however oǳǊ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ǇƻƭƛŎȅ 

means that our total charges in the year were some £27 million lower than if we had 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 charging. The impact of reduced consumption amounts to 

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

 

During the year we introduced a new tariff - Welsh Water Assist ς broadening our existing range of assistance 

tariffs to help support customers who have difficulty paying their water bills. 

 

Operational expenditure  

Dƭŀǎ /ȅƳǊǳΩǎ ǘƻǘŀƭ ƻǇŜǊŀǘƛƴƎ Ŏƻǎǘǎ όŜȄŎƭǳŘƛƴƎ Lw9 ŀƴŘ ŘŜǇǊŜŎƛŀǘƛƻƴύ ǿŜǊŜ ϻнст Ƴƛƭƭƛƻƴ όнллуΥ ϻноп ƳƛƭƭƛƻƴύΣ 

representing an increase in real terms of some 11% due to higher power costs and an increase in the provision 

for bad debts.  

 

Around two thirds 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 (for the operation 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 need to draw on significant energy resources, particularly for water 

treatment and pumping processes, and Welsh Water ς ǿƛǘƘ ƛǘǎ ƴŜǘǿƻǊƪ ǎǇǊŜŀŘ ŀŎǊƻǎǎ ²ŀƭŜǎΩǎ ǳƴŘǳƭŀǘƛƴƎ 

topography ς is no exception. This year we have experienced increases in energy prices which have driven 

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 pressures are not borne in full by our service partners.  

 

 

 

 



 

Page 7 

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 companies have no sanction to 

disconnect supplies to non-paying 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 reflects an increase in the provision based on a review of historical collections and 

having regard to the deterioration experienced towards the end of the year. 

 

Investment income and finance expense 

Reported net interest payable of £166 million is £7 million higher than last year - the impact of lower interest 

rates has been offset by a higher indexation charge in respect of the index-linked bonds (calculated using July 

2007 to July 2008 RPI). The average cost of debt during the period was 6.6% (2008: 6.3%). 

 

In response 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 average interest receivable rate has fallen (from 6.0% to 3.9%) further 

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 hedge 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 daily variances 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, the loss before taxation was £11 million (2008: profit before taxation of £11 

ƳƛƭƭƛƻƴύΦ ¢Ƙƛǎ ƭƻǎǎ ǿŀǎ ƳŀŘŜ ŀŦǘŜǊ ŦǳƴŘƛƴƎ ǘƘŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ƻŦ ϻнм ŦƻǊ ŀƭƭ ŎǳǎǘƻƳŜǊǎ ǊŜŎŜƛǾƛƴƎ ōƻǘƘ ǿŀǘŜǊ 

and wastewater services, at a total of £27 million (2008: £20 per 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 at 28% 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 long-term 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 

ǘƘǊƻǳƎƘ ƻǳǊ ǇǊƻƎǊŜǎǎƛǾŜ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩ ǇƻƭƛŎȅΦ 

 

In addition to cash generated from ongoing business operations, Welsh Water has undrawn committed 

liquidity facilities of £420 million (2008: £345 million). £305 million relates to a committed syndicated revolving 

credit facility available to be drawn until 30 September 2011. There is also a bilateral facility of £40 million 

available to be drawn until 30 June 2012, and the balance of £75 million on the European Investment Bank loan 

facility (see below). In view of the high level of liquidity totalling £559 million (2008: £469 million), the business 

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

hƴ Dƭŀǎ /ȅƳǊǳΩǎ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊ ƛƴ aŀȅ нллмΣ ƎŜŀǊƛƴƎ ǎǘƻƻŘ ŀǘ фо҈Φ {ƛƴŎŜ ǘƘŜƴΣ its financial 

position has improved steadilyΣ ǎǳŎƘ ǘƘŀǘ ƎŜŀǊƛƴƎ ƘŀŘ ŦŀƭƭŜƴ ǘƻ тн҈ ŀǎ ŀǘ ом aŀǊŎƘ нллф ŀƴŘ ΨŦƛƴŀƴŎƛŀƭ ǊŜǎŜǊǾŜǎΩ 

(RCV less net debt) had reached £1 billion for the first time. 

 

Credit ratings and bond spreads 

Dƭŀǎ /ȅƳǊǳΩǎ listed bonds have continued to be valued 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 continued strong 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 markets, Glas Cymru has 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 £75 million 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 to March 2017. 

 

To protect the Dƭŀǎ /ȅƳǊǳΩǎ high credit quality, the Board has always adopted prudent financial policies, 

ǇǊŜŘƻƳƛƴŀƴǘƭȅ ŎƻǾŜǊƛƴƎ ǘƘŜ ŦƛȄƛƴƎ ƻŦ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ ŀƴŘ ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ƻŦ ŎŀǎƘ ōŀƭŀƴŎŜǎΦ Dƭŀǎ /ȅƳǊǳΩǎ ǇƻƭƛŎȅ ƛǎ 

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 (ΨRPIΩ) or matched by cash balances. The Board considers that 

linking debt to UK RPI inflation is particularly appropriate, as WelǎƘ ²ŀǘŜǊΩǎ ǊŜǾŜƴǳŜǎ ŀƴŘ wŜƎǳƭŀǘƻǊȅ /ŀǇƛǘŀƭ 

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 2009, approximately 58% of gross 

debt was index-linked via bonds and derivatives (2008: 56%). 

 

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 two-year period, in accordance with our refinancing policy.  

 

Capital investment 

Dƭŀǎ /ȅƳǊǳΩǎ strong financial position has been built up over the last seven years, and provides a stable base 

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 customer 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 five-year AMP4 period to £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 £350 million for the first time ever for Welsh Water, and building on this achievement 

Welsh Water is planning to invest a further £350m to the end of the current AMP period in 2010. 

 

Looking ahead 

¢ƘŜ .ƻŀǊŘΩǎ ǇƻƭƛŎȅ ƛǎ ǘƻ ǊŜŘǳŎŜ ƎŜŀǊƛƴƎ ǘƻ ŀǊƻǳƴŘ тл҈ ŀƴŘ Ƴŀƛƴǘain it at around this level. A key part of our 

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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Welsh ²ŀǘŜǊΩǎ ǇǳōƭƛǎƘŜŘ Ǉƭŀƴ ŦƻǊ ǘƘŜ ǇŜǊƛƻŘ нлмл ǘƻ нлмр ǇǊƻǇƻǎŜǎ ŀ ǎǳǎǘŀƛƴŜŘ ƘƛƎƘ ƭŜǾŜƭ ƻŦ ŎŀǇƛǘŀƭ 

investment, including key projects to enhance the protection of drinking water quality, mitigate the worst 

impacts of sewer flooding, reduce the environmental impact of the business and improve customer service. All 

ǘƘƛǎ ƛǎ ǘƻ ōŜ ŀŎƘƛŜǾŜŘ ǿƛǘƘ ǘƘŜ ŀǾŜǊŀƎŜ ƘƻǳǎŜƘƻƭŘ ŎǳǎǘƻƳŜǊΩǎ ōƛƭƭ ƛƴ нлмр ōŜƛƴƎ ǘƘŜ ǎŀƳŜ ƛƴ ǊŜŀƭ ǘŜǊƳǎ ŀǎ ƛǘ ƛǎ 

ǘƻŘŀȅΦ !ŎŎƻǊŘƛƴƎ ǘƻ hŦǿŀǘ ǊŜǎŜŀǊŎƘΣ ƻǾŜǊ фл҈ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎ ŜƴŘƻǊǎŜŘ ƛǘǎ ŘǊŀŦǘ business plan 

which was released last summer. 

 

Achievement of our financial objectives is threatened mainly by upward cost pressures and the risk of RPI 

deflation. Welsh Water has sought to minimise the risk of cost increases by securing in advance the resources 

for a long-term programme of work, and by maximising the efficiency of programme design and working 

practices. 

 

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. 
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LƴŘŜǇŜƴŘŜƴǘ ŀǳŘƛǘƻǊǎΩ ǊŜǇƻǊǘ ǘƻ ǘƘŜ ƳŜƳōŜǊǎ ƻf Glas Cymru Cyfyngedig     

²Ŝ ƘŀǾŜ ŀǳŘƛǘŜŘ ǘƘŜ ƎǊƻǳǇ ŀƴŘ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ όǘƘŜ ΨΨŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΩΩύ ƻŦ Dƭŀǎ 

Cymru Cyfyngedig for the year ended 31 March 2009 which comprise the Consolidated Income Statement, the 

Consolidated Statement of Recognise Income and Expense, the Consolidated Statement 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 under the accounting policies set out 

ǘƘŜǊŜƛƴΦ ²Ŝ ƘŀǾŜ ŀƭǎƻ ŀǳŘƛǘŜŘΣ ŀǘ ǘƘŜ ǊŜǉǳŜǎǘ ƻŦ ǘƘŜ ŘƛǊŜŎǘƻǊǎΣ ǘƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ 

Report that is described as having been audited. 
 

Respective responsibilities of directors and auditors 

The directorsΩ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŦƻǊ ǇǊŜǇŀǊƛƴƎ ǘƘŜ !ƴƴǳŀƭ wŜǇƻǊǘ ŀƴŘ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ 

applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are 

ǎŜǘ ƻǳǘ ƛƴ ǘƘŜ {ǘŀǘŜƳŜƴǘ ƻŦ 5ƛǊŜŎǘƻǊǎΩ wŜǎǇƻƴǎƛōƛlities. The directors are also responsible for preparing the 

5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ όōŜŎŀǳǎŜ ǘƘŜ /ƻƳǇŀƴȅ ŀǇǇƭƛŜǎ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻŦ {ŎƘŜŘǳƭŜ т! ǘƻ ǘƘŜ 

Companies Act 1985 as if it were a listed company). 

 

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

requirements and International Standards on Auditing (UK and Ireland). We also, at the request of the 

ŘƛǊŜŎǘƻǊǎΣ ŀǳŘƛǘ ǘƘŜ ǇŀǊǘ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇort to be audited (because the company applies 

the requirements of Schedule 7A to the Companies Act 1985 as if it were a listed company). This report, 

ƛƴŎƭǳŘƛƴƎ ǘƘŜ ƻǇƛƴƛƻƴΣ Ƙŀǎ ōŜŜƴ ǇǊŜǇŀǊŜŘ ŦƻǊ ŀƴŘ ƻƴƭȅ ŦƻǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƳŜƳōŜǊǎ ŀǎ ŀ ōƻŘȅ ƛƴ ŀŎŎƻǊŘŀƴŎŜ 

with Section 235 of the Companies Act 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 prior consent in writing. 

 

We report to you our opinion as to whether the financial statements give a true and fair view and whether the 

ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ǘƘŜ ǇŀǊǘ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ ǘƻ ōŜ ŀǳŘƛǘŜŘ ƘŀǾŜ ōŜŜƴ ǇǊƻǇŜǊƭȅ 

prepared in accordance with 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 

ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘ ƛƴŎƭǳŘŜǎ ǘƘŀǘ ǎǇŜŎƛŦƛŎ ƛƴŦƻǊƳŀǘƛƻƴ ǇǊŜǎŜƴǘŜŘ ƛƴ ǘƘe Business and Financial Review that is 

cross-ǊŜŦŜǊǊŜŘ ŦǊƻƳ ǘƘŜ .ǳǎƛƴŜǎǎ wŜǾƛŜǿ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘΦ ²Ŝ ŀƭǎƻ ǊŜǇƻǊǘ ǘƻ ȅƻǳ ƛŦΣ ƛƴ ƻǳǊ 

opinion, the company has not kept proper accounting records, if we have not received all the information and 

ŜȄǇƭŀƴŀǘƛƻƴǎ ǿŜ ǊŜǉǳƛǊŜ ŦƻǊ ƻǳǊ ŀǳŘƛǘΣ ƻǊ ƛŦ ƛƴŦƻǊƳŀǘƛƻƴ ǎǇŜŎƛŦƛŜŘ ōȅ ƭŀǿ ǊŜƎŀǊŘƛƴƎ ŘƛǊŜŎǘƻǊǎΩ ǊŜƳǳƴŜǊŀǘƛƻƴ ŀƴŘ 

other transactions is not disclosed. 

 

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

auŘƛǘŜŘ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΦ ¢ƘŜ ƻǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ ŎƻƳǇǊƛǎŜǎ ƻƴƭȅ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘΣ ǘƘŜ ǳƴŀǳŘƛǘŜŘ ǇŀǊǘ 

ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘΣ ǘƘŜ /ƘŀƛǊƳŀƴΩǎ {ǘŀǘŜƳŜƴǘΣ ǘƘŜ Business and Financial Review, the 

Corporate Governance Statement and all of the other information set out on the contents page. We 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 information. 

 

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

rules as if it were a listed company), review whether the Corporate Governance Statement reflects the 

company's compliance with the nine provisions of the 2006 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 

ǿƘŜǘƘŜǊ ǘƘŜ ōƻŀǊŘΩǎ ǎǘŀǘŜƳŜƴǘǎ ƻƴ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ŎƻǾŜǊ ŀƭƭ Ǌƛǎƪǎ ŀƴŘ controls, or to form an opinion on the 

ŜŦŦŜŎǘƛǾŜƴŜǎǎ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǇǊƻŎŜŘǳǊŜǎ ƻǊ ƛǘǎ Ǌƛǎƪ ŀƴŘ ŎƻƴǘǊƻƭ ǇǊƻŎŜŘǳǊŜǎΦ 
 

Basis of audit opinion 

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

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

ŀƴŘ ŘƛǎŎƭƻǎǳǊŜǎ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ǘƘŜ ǇŀǊǘ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ ǘƻ ōŜ ŀǳŘƛǘŜŘΦ Lǘ 
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also includes an assessment of the significant estimates and judgments made by the directors in the 

ǇǊŜǇŀǊŀǘƛƻƴ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΣ ŀƴŘ ƻŦ ǿƘŜǘƘŜǊ ǘƘŜ ŀŎŎƻǳƴǘƛƴƎ ǇƻƭƛŎƛŜǎ ŀǊŜ ŀǇǇǊƻǇǊƛŀǘŜ ǘƻ ǘƘŜ ƎǊƻǳǇΩǎ 

ŀƴŘ ŎƻƳǇŀƴȅΩǎ ŎƛǊŎǳƳǎǘŀƴŎŜǎΣ ŎƻƴǎƛǎǘŜƴǘƭȅ ŀǇǇƭƛŜŘ ŀƴŘ ŀŘŜǉǳŀǘŜƭy disclosed. 

 

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 part of tƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ ǘƻ ōŜ ŀǳŘƛǘŜŘ ŀǊŜ ŦǊŜŜ ŦǊƻƳ ƳŀǘŜǊƛŀƭ 

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 financial statements and the part of the 

5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ ǘƻ ōŜ ŀǳŘƛǘŜŘΦ 
 

Opinion 

In our opinion: 

 

 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 groǳǇΩǎ ŀŦŦŀƛǊǎ ŀs at 31 March 2009 and of its loss and cash flows 

for the year then ended; 

 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 the Companies Act 

мфурΣ ƻŦ ǘƘŜ ǎǘŀǘŜ ƻŦ ǘƘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅΩǎ ŀŦŦŀƛǊǎ ŀǎ ŀǘ ом aŀǊŎƘ нлл9; 

 ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ǘƘŜ ǇŀǊǘ ƻŦ ǘƘŜ 5ƛǊŜŎǘƻǊǎΩ wŜƳǳƴŜǊŀǘƛƻƴ wŜǇƻǊǘ ǘƻ ōŜ ŀǳŘƛǘŜŘ ƘŀǾŜ ōŜŜƴ 

properly prepared in accordance with the Companies Act 1985; and 

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

 

 
 

PricewaterhouseCoopers LLP 

Chartered Accountants and Registered Auditors 

Cardiff 

5 June 2009 
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Consolidated Income Statement for the year ended 31 March 2009 
 

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

 
 
 
(Loss)/profit before taxation and fair value adjustments

As restated

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 Recognised Income and Expense for the year 
ended 31 March 2009 
 

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

Consolidated Statement of Changes in Reserves for the year ended  
31 March 2009 
 

 
 
 
 
There were no changes in reserves of the parent company during the year (2008: none). 
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Consolidated Balance Sheet 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 - 2.5

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 pages 12 to 41 were approved by the Board of directors on 5 June 2009 and were signed on its 
behalf by: 
 
N C Annett 
Managing Director 
 
C A Jones 
Finance Director 
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Parent Company Balance Sheet as at 31 March 2009 
 

 
 

 
 
The financial statements on pages 12 to 41 were approved by the Board of directors on 5 June 2009 and were signed on its 
behalf by: 
 
N C Annett 
Managing Director 
 
C A Jones 
Finance Director  
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Consolidated Cash Flow Statement 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 cash flows during the year (2008: none). 
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1. Accounting policies, financing risk 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 been prepared 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 current year, 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 of these 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 these financial 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 Equipment (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 Associates (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 (revision) 
IFRS 1 First-time Adoption of International Financial Reporting Standards (revision) 
IFRS 2 Share-based Payment (revision) 
IFRS 3 Business Combinations (revision) 
IFRS 5 Non-current 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 Non-cash Assets to Owners 
 
The application of the revisions to IAS 23 ς .ƻǊǊƻǿƛƴƎ /ƻǎǘǎ ǿƛƭƭ ōŜ ǊŜǉǳƛǊŜŘ ƛƴ Dƭŀǎ /ȅƳǊǳΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŦƻǊ 
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 period of 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 
Dƭŀǎ /ȅƳǊǳΩǎ ŜȄƛǎǘƛƴƎ ǇƻƭƛŎȅ ς it is likely that some borrowing costs which 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 directors anticipate 
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 its accounting policy in respect of defined benefit pŜƴǎƛƻƴ ǎŎƘŜƳŜ ŎƻǎǘǎΦ ¢ƘŜ ƎǊƻǳǇΩǎ ŘŜŦƛƴŜŘ 
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 recognised in full in the 
consolidated Statement of Recognised Income and Expense (SORIE). Previously, all actuarial movements had been 
reflected in full in the Income SǘŀǘŜƳŜƴǘ ŀǎ ǇŜǊƳƛǘǘŜŘ ǳƴŘŜǊ L!{ мфΦ ¢ƘŜ ŎƻƳǇŀǊŀǘƛǾŜ ȅŜŀǊΩǎ Income Statement and 
SORIE have therefore 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 2008 by £2.3m, 
and to reduce the reported loss after tax for 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 are dealt with in the consolidated financial statements 
from the date of acquisition. Intra-group transactions and profits are eliminated on consolidation. 
 
 
Accounting policies for the year ended 31 March 2009 
 
The principal accounting policies adopted in the preparation 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 provided, excluding value 
added tax. Where services have been provided, but for which no invoice has been raised at the year-end, an estimate 
of the value is included in revenue. See the critical accounting estimates section for further details. 
 
Revenue recognised reflects the actual charges levied on customers in the year. The difference between the actual 
revenue and the level of revenue that could have resulted had the full Ofwat allowed level of charges been levied is 
ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ŀ ΨŎǳǎǘƻƳŜǊ ŘƛǾƛŘŜƴŘΩΦ 
 
 
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: 
 
(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, 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 reviewed annually. 
 
 
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 categories of asset 
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 assets 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 infrastructure ŎƻƳǇƻƴŜƴǘǎΣ άƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǊŜƴŜǿŀƭǎ ŜȄǇŜƴŘƛǘǳǊŜέΣ ƛǎ 
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 
ŜŀŎƘ ŎƻƳǇƻƴŜƴǘΩǎ ŎƻǎǘΣ ŜǎǘƛƳated residual value and the expected remaining average useful life. The useful average 
economic lives of the infrastructure components range principally from 60 to 150 years. 
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Other assets 
 
Other assets are depreciated on a straight line basis over their estimated useful economic lives, which are as follows: 

 
Freehold buildings    60 years 
Leasehold properties   over the lease period 
Operational structures   40 ς 80 years 
Fixed plant    8 ς 40 years 
Vehicles, mobile plant, equipment and  
  computer hardware & software  3 ς 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 
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. 
 
The carrying values of intangible assets are reviewed for impairment if circumstances dictate the carrying value may 
not be recovered.  
 
Intangible assets are amortised on a straight line basis over their estimated useful economic lives, which range 
between 3 and 15 years. These asset lives are reviewed annually.  
 
 
Leased assets 
 
Where assets are financed by leasing arrangements, which transfer substantially all the risks and rewards of ownership 
ƻŦ ŀƴ ŀǎǎŜǘ ǘƻ ǘƘŜ ƭŜǎǎŜŜ όŦƛƴŀƴŎŜ ƭŜŀǎŜǎύΣ ǘƘŜ ŀǎǎŜǘǎ ŀǊŜ ŎŀǇƛǘŀƭƛǎŜŘ ŀƴŘ ƛƴŎƭǳŘŜŘ ƛƴ άǇǊƻǇŜǊǘȅΣ Ǉƭŀƴǘ ŀƴŘ ŜǉǳƛǇƳŜƴǘέ 
ǿƛǘƘ ǘƘŜ ŎƻǊǊŜǎǇƻƴŘƛƴƎ ƭƛŀōƛƭƛǘȅ ǘƻ ǘƘŜ ƭŜǎǎƻǊ ƛƴŎƭǳŘŜŘ ǿƛǘƘƛƴ άŦƛƴŀƴŎƛŀƭ ƭƛŀōƛƭƛǘƛŜǎ ς ōƻǊǊƻǿƛƴƎǎέΦ [ŜŀǎƛƴƎ ǇŀȅƳŜƴǘǎ ŀǊŜ 
treated as consisting of a capital element and a finance charge, the capital element reducing the obligation to the 
lessor with the finance charge being recognised over the period of the lease based on its implicit rate 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 under operating leases are charged to the 
income statement on a straight-line basis over the period of the lease. 
 
 
Asset revaluations 
 
¢ƘŜ ŜŎƻƴƻƳƛŎ ǾŀƭǳŜ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ǿŀǘŜǊ ŀƴŘ ǎŜǿŜǊŀƎŜ ōǳǎƛƴŜǎǎ ƛǎ ŘŜǊƛǾŜŘ ŦǊƻƳ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ŎŀǇƛǘŀƭ ǾŀƭǳŜ όw/±ύ ǎŜǘ 
by Ofwat during its five yearly price reviews. Accordingly, the carrying values of the regulatory assets will be revalued 
periodically to their economic values at five-yearly intervals, starting on 31 March 2010. The previous revaluation of 
regulatory assets was undertaken at 31 March 2004. ¢Ƙƛǎ ǿŀǎ ǳǎŜŘ ŀǎ ŀ ΨŘŜŜƳŜŘ ŎƻǎǘΩ ŦƻǊ ǘƘŜ ƎǊƻǳǇΩǎ ŦƛȄŜŘ ŀǎǎŜǘǎ 
under the transitional rules available on first time adoption of IFRS. 
 
 
Grants and customer contributions 
 
Grants and customer contributions in respect of expenditure on 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 incentive payments 
 
¢ƘŜ ƎǊƻǳǇΨǎ ŀƎǊŜŜƳŜƴǘǎ ǿƛǘƘ ƛǘǎ ŎƻƴǎǘǊǳŎǘƛƻƴ ǇŀǊǘƴŜǊǎ ƛƴǾƻƭǾŜŘ ƛƴ ŘŜƭƛǾŜǊƛƴƎ ŎŀǇƛǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ǇǊƻƎǊŀƳƳŜǎ 
incorporate incentive bonuses payable after completion of the programmes. The cost of fixed asset additions includes 
an accrual for incentive bonuses earned to date, relating to projects substantially completed at the year-end, where 
the likelihood of making the incentive payment is considered probable.  Amounts recoverable from contract partners 
relating to targets not being achieved are only recognised on completed projects. 
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Target cost contracts 
 
¢ƘŜ ƎǊƻǳǇ Ƴŀƛƴǘŀƛƴǎ ǘŀǊƎŜǘ Ŏƻǎǘ ŎƻƴǘǊŀŎǘǎ ǿƛǘƘ ƛǘǎ Ƴŀƛƴ ƻǇŜǊŀǘƛƴƎ ǇŀǊǘƴŜǊǎΦ ¢ƘŜ ƎǊƻǳǇΩǎ ǇƻƭƛŎȅ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǇŀƛƴκƎŀƛƴ 
share receivables/payments arising from these contracts is to recognise gain payments over the period to which the 
charge relates, and pain receipts as income only when final agreement with the relevant service partner has been 
achieved. 
 
 
Trade receivables and their impairment 
 
Trade receivables are recognised initially at fair value 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 impairment for an individual receivable, it is included 
in a group of receivables with similar credit risk characteristics and these are assessed collectively for impairment 
based on their ageing. Movements in the provision for impairment are recorded in the income statement. 
 
 
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 normally those with less than 
ǘƘǊŜŜ ƳƻƴǘƘǎΩ ƳŀǘǳǊƛǘȅ ŦǊƻƳ ǘƘŜ ŘŀǘŜ ƻŦ ŀŎǉǳƛǎƛǘƛƻƴ ŀƴŘ ǘȅǇƛŎŀƭƭȅ ƛƴŎƭǳŘŜ ŎŀǎƘ ƛƴ ƘŀƴŘ ŀƴŘ ŘŜǇƻǎƛǘǎ ǿƛǘƘ ōŀƴƪǎ ƻǊ 
other financial institutions, less any overdrafts. 
 
 
Pension costs 
 
i) Defined benefit scheme 

 
! ƳŀƧƻǊƛǘȅ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ŜƳǇƭƻȅŜŜǎ ōŜƭƻƴƎǎ ǘƻ ǘƘŜ ƎǊƻǳǇΩǎ ŘŜŦƛƴŜŘ ōŜƴŜŦƛǘ ǇŜƴǎƛƻƴ ǎŎƘŜƳŜΣ ǿƘƛŎƘ ƛǎ ŦǳƴŘŜŘ ōȅ 
ōƻǘƘ ŜƳǇƭƻȅŜǊΩǎ ŀƴŘ ŜƳǇƭƻȅŜŜǎΩ ŎƻƴǘǊƛōǳǘƛƻƴǎΦ !ŎǘǳŀǊƛŀƭ Ǿŀƭǳŀǘƛƻƴǎ ƻŦ ǘƘŜ ǎŎƘŜƳŜ ŀǊŜ ŎŀǊǊƛŜŘ ƻǳǘ ŀǘ ƛƴǘŜǊǾŀƭǎ ƻŦ 
not more than three years. Contribution rates are based on the advice of a professionally qualified actuary.  

 
The net asset or liability recognised in the balance sheet represents the present value of the defined benefit 
ƻōƭƛƎŀǘƛƻƴǎ ƭŜǎǎ ǘƘŜ ŦŀƛǊ ǾŀƭǳŜ ƻŦ ǘƘŜ ǇƭŀƴΩǎ ŀǎǎŜǘǎΦ  

 
¢ƘŜ ƎǊƻǳǇΩǎ ŘŜŦƛƴŜŘ ōŜƴŜŦƛǘ ǎŎƘŜƳŜ ǎŜǊǾƛŎŜ Ŏost, being the increase in the present value of the liabilities 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 costs in the 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 contribution scheme 

 
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 which 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 recognised in the income 
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 are non-derivative, with fixed or determinable payments 
and fixed maturities 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. Derivative instruments are 
used for hedging purposes to alter the risk profile of existing underlying exposures within the group. 
 
Derivatives are recognised initially and subsequently re-measured at fair value (based on market prica data from 
relevant counterparties). 
 
5ǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ǘƻ ом aŀǊŎƘ нллфΣ ƴƻƴŜ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ŘŜǊƛǾŀǘƛǾŜǎ ǉǳŀƭƛŦƛŜŘ ŦƻǊ ƘŜŘƎŜ ŀŎŎƻǳƴǘƛƴƎ ǳƴŘŜǊ L!{ оф όнллуΥ 
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, carry-forward of unused tax assets and tax losses, to the extent that they are 
regarded as recoverable. They 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 tax assets 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 are measured 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 is made 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 occupied by the 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 or where there 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 treasury policies 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 rate, currency and inflation risk and that 
for managing lƛǉǳƛŘƛǘȅ Ǌƛǎƪ ŀǊŜ ŀǇǇǊƻǾŜŘ ōȅ ǘƘŜ .ƻŀǊŘ ŀƴŘ Ƴŀȅ ƻƴƭȅ ōŜ ŎƘŀƴƎŜŘ ǿƛǘƘ ǘƘŜ ŎƻƴǎŜƴǘ ƻŦ 5ȂǊ /ȅƳǊǳ 
/ȅŦȅƴƎŜŘƛƎΩǎ ǎŜŎǳǊƛǘȅ ǘǊǳǎǘŜŜ όǘƘŜ ά{ŜŎǳǊƛǘȅ ¢ǊǳǎǘŜŜέύΦ ¢ƘŜ Ǌƛǎƪ ƛǎ ŦǳǊǘƘŜǊ ƳƛǘƛƎŀǘŜŘ ōȅ ƭƛƳƛǘƛƴƎ ŜȄǇƻǎǳǊŜ ǘƻ ŀƴȅ ƻƴŜ 
counterparty. We use financial instruments, which principally include listed bonds, finance leases, bank loan facilities 
and derivatives, to raise finance and manage risk from our operations. 
 
 
Credit risk 
 
¢ƘŜ ƎǊƻǳǇ Ƙŀǎ ŀ ǇǊǳŘŜƴǘ ǇƻƭƛŎȅ ŦƻǊ ƛƴǾŜǎǘƛƴƎ ŎŀǎƘ ŀƴŘ ǎƘƻǊǘ ǘŜǊƳ ōŀƴƪ ŘŜǇƻǎƛǘǎ όάŎŀǎƘ ƛƴǾŜǎǘƳŜƴǘǎέύΦ /ƻǳƴǘŜǊǇŀǊǘƛŜǎ 
for cash investments must meet minimum short term and/or long term credit ratings as published by Standard & 
tƻƻǊΩǎ όά{ϧtέύΣ aƻƻŘȅΩǎ LƴǾŜǎǘƻǊ {ŜǊǾƛŎŜ [ƛƳƛǘŜŘ όάaƻƻŘȅΩǎέύ ŀƴŘ CƛǘŎƘ wŀǘƛƴƎǎ [ƛƳƛǘŜŘ όάCƛǘŎƘέύΦ ¢ƘŜ ƳƛƴƛƳǳƳ ǎƘƻǊǘ 
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 AA-/Aa3/AA- ŜŀŎƘ ŦƻǊ {ϧtΣ aƻƻŘȅΩǎ ŀƴŘ CƛǘŎƘ ǊŜǎǇŜŎǘƛǾŜƭȅΦ ¢ƘŜ .ƻŀǊŘ ǊŜǾƛŜǿǎ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎ ŦƻǊ ŎŀǎƘ 
investments and the credit limit assigned 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 
ōŀƴƪƛƴƎ ƳŀǊƪŜǘΦ Lƴ ŎƻƴǎŜǉǳŜƴŎŜΣ ǿƛǘƘ ǘƘŜ ŜȄŎŜǇǘƛƻƴ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ŎƭŜŀǊƛƴƎ ōŀƴƪ όǿƘƛŎƘ Ƙŀǎ ŀ ƭƻƴƎ-term rating of 
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 was £69m (2008: £25m). 
 
Interest rate and currency risk 
 
The group hedges 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 and cash balances. The regulatory framework under which revenues and the regulatory asset 
value are indexed also exposes the group to inflation risk. Subject to market constraints and Board approval, the group 
therefore may seek to raise new debt through index-linked 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, alternative financing and hedging. Of total borrowings of 
£2,760m as at 31 March 2009 (2008: £2,649m), only £156m 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 31 March 2009, 94҈ όнллуΥ фп҈ύ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ƎǊƻǎǎ ŘŜōǘ ǿŀǎ ŀǘ ŦƛȄŜŘ ƻǊ ƛƴŘŜȄ-ƭƛƴƪŜŘ όάwtLέύ ǊŀǘŜǎ ƻŦ ƛƴǘŜǊŜǎǘ 
ŀŦǘŜǊ ǘŀƪƛƴƎ ƛƴǘƻ ŀŎŎƻǳƴǘ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ŀƴŘ wtL ǎǿŀǇǎΦ ¢ƘŜ άƘŜŘƎŜǎέ ŜǎǘŀōƭƛǎƘŜŘ ǘƻ ƳŀƴŀƎŜ ƛƴǘŜǊŜǎǘ ǊŀǘŜ Ǌƛǎƪǎ ŀǊŜ 
economic in nature, but do not satisfy the specific requirements of IAS 39 in order to be treated as hedges for 
accounting purposes. Accordingly, all movements in the fair value of derivatives are reflected in the income statement. 
 
The group minimises exposure to currency risk in respect of any 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 
 
Refinancing risk 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 excessive strain on our ability to repay loans.  Under this policy, no more than 20% of the 
principal of group borrowings of £2,760m can fall due in any 24 month period. 

 
 
Liquidity risk 
 
We maintain committed banking facilities in order to provide flexibilitȅ ƛƴ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ƭƛǉǳƛŘƛǘȅΦ  
 
¦ƴŘŜǊ ǘƘŜ /ƻƳƳƻƴ ¢ŜǊƳǎ !ƎǊŜŜƳŜƴǘ ǿƘƛŎƘ ƎƻǾŜǊƴǎ ǘƘŜ ƎǊƻǳǇΩǎ ƻōƭƛƎŀǘƛƻƴǎ ǘƻ ƛǘǎ ōƻƴŘ ƘƻƭŘŜǊǎ ŀƴŘ ƻǘƘŜǊ ŦƛƴŀƴŎƛŀƭ 
creditors, the group is required to have cash available to fund operations for a duration of 18 months. As at 31 March 
2009, the group had committed undrawn borrowing facilities of £420m (2008: £345m) and cash and cash equivalents 
(excluding debt service payments account) of £124m (2008: £112m). 
 
There is also a special liquidity facility of £150m; this is 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, 
ŦƻƭƭƻǿƛƴƎ ŀƴ ŜǾŜƴǘ ƻŦ ŘŜŦŀǳƭǘ ǳƴŘŜǊ ǘƘŜ ƎǊƻǳǇΩǎ ŘŜōǘ ŦƛƴŀƴŎƛƴƎ ŎƻǾŜnants. 
 
 
Capital risk management 
 
¢ƘŜ ƎǊƻǳǇΩǎ ƻōƧŜŎǘƛǾŜ ǿƘŜƴ ƳŀƴŀƎƛƴƎ ŎŀǇƛǘŀƭ ƛǎ ǘƻ ǎŀŦŜƎǳŀǊŘ ƛǘǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ DƛǾŜƴ ǘƘŜ 
regulatory environment in which the group operates, the group monitors capital on the basis of the gearing ratio. This 
ƛǎ ŎŀƭŎǳƭŀǘŜŘ ŀǎ ƴŜǘ ŘŜōǘ όŀǎ ŘŜŦƛƴŜŘ ƛƴ ǘƘŜ ƎǊƻǳǇΩǎ ōƻǊǊƻǿƛƴƎ ŎƻǾŜƴŀƴǘǎύ ŀǎ ŀ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ƛǘǎ wŜƎǳƭŀǘƻǊȅ /ŀǇƛǘŀƭ ±ŀƭǳŜ 
(RCV) as linked to movements in the Retail Price Index and determined by Ofwat. 
 
The Board considers that it is in the best long-ǘŜǊƳ ƛƴǘŜǊŜǎǘǎ ƻŦ ²ŜƭǎƘ ²ŀǘŜǊΩǎ ŎǳǎǘƻƳŜǊǎ ǘƻ ŎƻƴǘƛƴǳŜ ǘƻ ǊŜŘǳŎŜ ǘƘŜ 
level of gearing, with a view to achieving further reductions in its cost of finance. The Board intends to operate at a 
level of gearing of around 70%. 
 
In respect of the risks detailed 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 that affect 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 
ŀǊŜ ōŀǎŜŘ ƻƴ ƳŀƴŀƎŜƳŜƴǘΩǎ ōŜǎǘ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ ŀƳƻǳƴǘΣ ŜǾent or actions, actual results ultimately may differ from 
those estimates. 
 
 
Provision for impairment of trade receivables 
 
Individual impairment losses on customer debts are calculated based on an individual assessment of the cash flows 
that are expected. Collective 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 recover is determined by past experience, adjusted for changes in external factors. The 
accuracy of the impairment calculation would therefore be affected by unexpected changes to the economic situation, 
and to changes in customer behaviour. To the extent that the failure to recover debts in arrears alters by +/-5%, the 
provision for impairment would increase or decrease by £5.0 million (2008: £4.3 million).  
 
 
Pension benefits 
 
The present value of the pension obligations is dependent on the actuarial calculation, which 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 discount rate 
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 value of the pension obligations would increase or reduce by £0.7 million (2008: £0.8 million). 
 
Measured income accrual   
 
Revenue includes an accrual for unbilled charges at the year-end. The accrual is estimated using a defined 
methodology based upon the weighted average water consumption by 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/decreasing the accrual by £2.3 million (2008: £2.2 million). 
 
 

2. Segmental information 
 
The directors consider that there is only one reporting segment, being the operation of water and sewerage business in the 
UK. Therefore the disclosures for the primary segment have already been given in these financial statements.  

 
The secondary reporting format is by geographical analysis by origin and destination. As the group has only domestic 
activities there is only one geographical segment; therefore, the disclosures for the secondary segment have also already 
been given in these financial statements. 

 
Parent company 

 
¢ƘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅΩǎ ōǳǎƛƴŜǎǎ ƛǎ ǎƻƭŜƭȅ ǘƻ ŀŎǘ ŀǎ ŀ ƘƻƭŘƛƴƎ ŎƻƳǇŀƴȅ ŀƴŘ ǘƘŜǊŜŦƻǊŜ ƛǘ ƻǇŜǊŀǘŜǎ ƛƴ ŀ ǎƛƴƎƭŜ ǎŜƎƳŜƴǘΦ 
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3. Financing costs 
 

a)   Net interest before fair value losses on derivative financial instruments 

As restated

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)

Group

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

 
b)     Fair value losses on derivative financial instruments 
 
Derivative financial instruments are held for economic hedging purposes although they do not qualify as accounting hedges 
under IAS 39. /ƻƴǎŜǉǳŜƴǘƭȅΣ ǘƘŜ ƎǊƻǳǇΩǎ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ŀƴŘ index-linked swaps are fair valued at each balance sheet date 
with the movement (net loss or gain) disclosed in the income statement. Over the life of these swaps, if held to maturity, 
these fair value adjustments will reverse and reduce to zero. (See note 13 in respect of derivative financial instruments held 
on the balance sheet.)  
 

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)

Group

 
 
During the year to 31 March 2008, swaps with a nominal value of £433m were closed out with a payment of £32.5m. 
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4. Loss before taxation 
 
The following items have been included in arriving at the loss before taxation: 

As restated

2009 2008

£m £m

Operating charges from outsourced activities

- Operating services agreements 138.4 116.1

- Customer services agreement 19.5 19.0

- Laboratories and analytical services 6.7 6.3

- Other contracts 14.2 13.9

178.8 155.3

Employee costs (note 18)

- Wages and salaries 10.7 9.2

- Social security 1.0 1.0

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

12.7 11.9

Research and development expenditure 0.5 0.5

Trade receivables impairment 18.8 13.4

Rates 25.5 24.1

Environment Agency charges 14.9 14.3

Fees paid to auditors (see below) 0.2 0.2

Staff costs capitalised (5.7) (5.2)

Other operating charges 21.2 19.7

Total operational expenditure 266.9 234.2

Infrastructure renewals expenditure 101.1 97.5

Depreciation and amortisation

- Owned assets 89.1 81.2

- Under finance leases 40.7 40.2

- Amortisation of intangible assets 3.7 0.9

133.5 122.3

Loss/(profit) on disposal of fixed assets 0.8 (0.8)

502.3 453.2

Group

 
 
{ŜǊǾƛŎŜǎ ǇǊƻǾƛŘŜŘ ōȅ ǘƘŜ ƎǊƻǳǇΩǎ ŀǳŘƛǘƻǊ 
During the year, ǘƘŜ ƎǊƻǳǇ ƻōǘŀƛƴŜŘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ǎŜǊǾƛŎŜǎ ŦǊƻƳ ǘƘŜ ƎǊƻǳǇΩǎ ŀǳŘƛǘƻǊ ŀǎ ŘŜǘŀƛƭŜŘ below: 

2009 2008

£'000 £'000

Non-discretionary audit fees

Statutory audit of parent company and consolidated financial statements 11 11

Statutory audit of subsidiary companies 75 72

Total statutory audit fees 86 83

Review of interim financial statements 21 20

Regulatory audit services pursuant to legislation 33 29

Review of draft business plan (required by Ofwat) 81 -

Total audit fees 221 132

Other services

Tax advisory services 10 27

Other 2 4

Total other services 12 31

Total cost of services provided by the group's auditor 233 163

Group
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Regulatory audit services include audit 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 £13,000 (2008: £11,000). 
 
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. Taxation  
 
a) Taxation (charge)/credit  
 
Analysis of (charge)/credit  in the year 
 

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

Group

 
 
 
The effective rate of tax for the year is higher (2008: lower) than the standard rate of corporation tax in the UK (2009: 28%, 
2008: 30%). The differences are explained below: 
 

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)

Group

 
 
The charge of £37m provides for the phasing out of Industrial Buildings Allowances 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% (2008: 28%). 
 
The movement in the deferred tax provision is as shown below: 
 

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 - -

CompanyGroup

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

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 - -

Group Company

 
 
 
 

6. Property, plant and equipment 
 

Group 
 

 

The net book value of property, plant and equipment includes £160.9m in respect of assets in the course of construction 

(2008: £158.1m). 
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Assets held under finance leases 
Included within the above are assets held under finance leases, analysed as below: 
 
Group 
 

Current year

Infrastructure 

assets

Operational 

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 
 
 

Prior year

Infrastructure 

assets

Operational 

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 no property, 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 includes £18.1m 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 

 

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 Shares of £1 

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

(b) Parent Company 

 

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

 Principal activity Country of incorporation Holding 

5ȂǊ Cymru (Holdings) Limited Holding company England and Wales 100% 

5ȂǊ Cymru Cyfyngedig Water and sewerage England and Wales 100% 

5ȂǊ Cymru (Financing) Limited Raising finance Cayman Islands 100% 

Welsh Water Utilities Finance plc Raising finance England and Wales 100% 
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9. Trade and other receivables 

 
 
All non-current receivables are due within five years from the balance sheet date. 
 
As at 31 March 2009, based on a review of historical collection rates it was considered that £70.6m of trade receivables 
were impaired and these have therefore been provided for (2008: £58.8m). The impaired receivables mainly relate to 
measured and unmeasured water supply debtors.  
 
The ageing of receivables was as follows: 
 

 
 
 

 
 
Movements in the provision for impairment of trade receivables are as follows: 

 
 
The creation and release of provision for impaired receivables have been included in operational expenditure.  
 
The other classes within trade and other receivables do not contain impaired assets. All trade and other receivables are 
denominated in sterling. 
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10. Cash and cash equivalents 
 

 
 
The effective interest rate on short-term deposits as at 31 March 2009 was 0.6% (2008: 5.5%) and these deposits have an 
average maturity of 8 days (2008: 13 days). All cash and cash equivalents were held in sterling. 
 
 

11. Trade and other payables 
 

 
 

 
12. Financial liabilities ς borrowings 

2009 2008 2009 2008

Current £m £m £m £m

Interest accruals 6.9 12.4 - -

Unamortised bond premium 0.5 0.5 - -

Unamortised bond issue costs (0.7) (0.7) - -

European Investment Bank loan 4.4 4.4 - -

Local authority loans 0.3 0.3 - -

Finance lease obligations 8.6 8.0 - -

20.0 24.9 - -

2009 2008 2009 2008

Non-current £m £m £m £m

Interest accruals 35.0 29.7 - -

Bonds 1,664.5 1,623.0 - -

Unamortised bond premium 11.8 12.4 - -

Unamortised bond issue costs (4.2) (4.9) - -

European Investment Bank loan 146.8 126.3 - -

Local authority loans 2.3 2.6 - -

Finance lease obligations 883.5 834.5 - -

2,739.7 2,623.6 - -

Group Company

Group Company
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A security package was granted by 5ȂǊ /ȅƳǊǳ /ȅŦȅƴƎŜŘƛƎ ό5//ύΣ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ōƻƴŘ ǇǊƻƎǊŀƳƳŜ ŦƻǊ ǘƘŜ ōŜƴŜŦƛǘ ƻŦ 
holders of senior bonds, finance lessors and other senior financial creditors.  
 
The obligations of DCC are guaranteed by the company, Glas Cymru (Securities) Cyfyngedig and 5ȂǊ Cymru (Holdings) 
Limited. The main elements of the security package are: 
 
i)  a first fixed ŀƴŘ ŦƭƻŀǘƛƴƎ ǎŜŎǳǊƛǘȅ ƻǾŜǊ ŀƭƭ ƻŦ 5//Ωǎ ŀǎǎŜǘǎ ŀƴŘ ǳƴŘŜǊǘŀƪƛƴƎΣ ǘƻ ǘƘŜ ŜȄǘŜƴǘ ǇŜǊƳƛǘǘŜŘ ōȅ ǘƘŜ ²ŀǘŜǊ 

Industry Act, other applicable law and its licence; and 
 
ii) a fixed and floating security given by the guarantors referred to above which are accrued on each of these 

ŎƻƳǇŀƴƛŜǎΩ ŀǎǎŜǘǎ ƛƴŎƭǳŘƛƴƎΣ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ 5ȂǊ Cymru (Holdings) Limited, a first fixed charge over its shares in 
DCC. 

 
¢ƘŜ ƎǊƻǳǇΩǎ /ƭŀǎǎ ! .ƻƴŘǎ of £902.3m (2008: £875.8) benefit from a guarantee from MBIA ¦Y LƴǎǳǊŀƴŎŜ [ƛƳƛǘŜŘ όάa.L!έύΦ 
a.L!Ωǎ ŎǊŜŘƛǘ ǊŀǘƛƴƎ Ƙŀǎ ōŜŜƴ ǊŜŘǳŎŜŘ ǘƻ .о ŀƴŘ ...Ҍ ōȅ aƻƻŘȅΩǎ ŀƴŘ {ǘŀƴŘŀǊŘ ŀƴŘ tƻƻǊΩǎ ǊŜǎǇŜŎǘƛǾŜƭȅΣ ŀƴŘ ƛǎ ƴƻ ƭƻƴƎŜǊ 
rated by Fitch Ratings. The credit rating of the Class A bonds has therefore defaulted to the higher underlyging rating of 
ǘƘŜǎŜ ōƻƴŘǎΣ ƻŦ !оκ!κ! ŦǊƻƳ aƻƻŘȅΩǎΣ {ǘŀƴŘŀǊŘ ϧ tƻƻǊΩǎ ŀƴŘ CƛǘŎƘ wŀǘƛƴƎǎ ǊŜǎpetctively. The underlying rating reflects the 
standalone credit quality of these bonds without the benefit of the MBIA guarantee, and is the same as the credit ratings of 
ǘƘŜ ƎǊƻǳǇΩǎ /ƭŀǎǎ . ōƻƴŘǎ ƻŦ ϻсотΦнƳ όнллуΥ ϻсннΦнƳύΦ 
 
 

 

13. Derivative financial instruments 
 
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 Statement (see note 3b). 
 

 
 
 

 
 
Lƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ L!{ офΣ ΨCƛƴŀƴŎƛŀƭ ƛƴǎǘǊǳƳŜƴǘǎΥ wŜŎƻƎƴƛǘƛƻƴ ŀƴŘ ƳŜŀǎǳǊŜƳŜƴǘΩΣ the group has reviewed all contracts for 
embedded derivatives that are required to be accounted for separately if they do not meet certain requirements set out in 
the standard. The group has no embedded derivatives as per IAS 39. 
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Parent Company 
 
The parent company has no derivative financial instruments or embedded derivatives. 

 
 
Interest rate swaps 
 
At 31 March 2009 the interest rate swaps fix the interest rate on £192 million (2008: £192 million) of floating rate liabilities 
held by the group. The maturity date of the swap is 31 March 2031 and the quarterly fixed interest rate is 5.67%. 
 
In addition £568 million (2008: £571 million) of finance lease liabilities are converted  from 3 month to 12 month floating 
for a period of one year; the swaps expire on 31 March 2010. 
 
 
Index-linked swaps 
 
Finance lease swaps 
The index-linked swaps have the effect of index-linking the interest rate on £617 million (2008: £622 million) of finance 
ƭŜŀǎŜ ƭƛŀōƛƭƛǘƛŜǎ ōȅ ǊŜŦŜǊŜƴŎŜ ǘƻ ǘƘŜ ǊŜǘŀƛƭ ǇǊƛŎŜ ƛƴŘŜȄ όάwtLέύΦ  
 
The notional amount of the swaps as at 31 March 2009 is £563 million (2008: £571 million), representing the average 
balance on the finance leases subject to floating interest rates for the year to 31 March 2010. The notional amount 
amortises over the life of the swaps to match the average floating rate balances of the leases. These swaps are matched 
against the same liabilities as the finance lease interest rate swaps noted above. 
 
The principal terms are as follows: 
 
Notional Amount:   £563 million (amortising) 
Average swap maturity:  24 years 
Average interest rate:  1.64% (fixed) plus RPI 
 
Bond swap 
The index-linked swaps have the effect of index-linking the interest rate on £100 million of fixed rate bonds by reference to 
the RPI. 
 
The principal terms are as follows: 
Indexed notional Amount:  £111 million 
Swap maturity:   48 years 
Interest rate:   1.35% (indexed by RPI) 

 
 

14. Financial risk management 
 
The policies of the group in respect of financial risk management are included in the accounting policies note on page 20. 
The numerical financial instrument disclosures as required by IFRS 7 are set out below. 
 
a) Interest rate risk 
 
The effective interest rates at the balance sheet dates were as follows: 
 

 
 
Trade and other receivables and payables are non interest-bearing. 
 
The effective interest rates ignore the effect of the interest rate and index-linked swaps set out in note 13. They also 
exclude the indexation charge applicable to the index-linked bonds. 
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b) Liquidity risk 

 

 
 

 
 
As at 31 March 2009, the Bonds maturing between 1-2 years represent £125 million of subordinated Bonds with an 
expected maturity date of 31 March 2011. If these Bonds are not redeemed on or before 31 March 2011, the interest rate 
will step-up from a fixed rate of 8.174% to a floating 3 month LIBOR interest rate plus a margin of 5.75%. 
 
The minimum lease payments under finance leases fall due as follows: 

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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c) Fair values 
 
The faƛǊ ǾŀƭǳŜǎ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ŘŜǊƛǾŀǘƛǾŜ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘǊǳƳŜƴǘǎ ŀǊŜ ǎŜǘ ƻǳǘ in note 13. The following table summarises the fair 
ǾŀƭǳŜ ŀƴŘ ōƻƻƪ ǾŀƭǳŜ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ōƻƴŘǎΦ 

 

 
 
The fair values of all other financial instruments are equal to the book values. 

 
d) Borrowing facilities 
 
As at 31 March 2009, the group had available undrawn committed borrowing facilities of £420m expiring in more than one 
year, in respect of which all conditions precedent had been met (2008: £345m). 

 
5ȂǊ Cymru (Financing) Limited also has a special liquidity facility of £150 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 standstill would arise in the event that 5ȂǊ Cymru Cyfyngedig 
defaults on its debt financing covenants. 5ȂǊ Cymru 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, are at floating rates of interest. 
 
e) Capital risk management 
 
Gearing ratios 

 
 
As set out on page 22, the group monitors its capital structure based on a regulatory gearing ratio which compares its net 
debt to the Ofwat-determined RCV.  
 

15. Provisions 
 

 
 
The parent company has no provisions at 31 March 2009 (2008: nil). 
 
Restructuring provision 
This provision relates to estimated dilapidation costs, which will be incurred over the next two years. 
 
Provision for uninsured losses 
This provision is in respect of uninsured losses and instances where insurance does not cover a deductible amount. The 
utilisation period of these liabilities is uncertain due to the nature of claims, but is 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 cash generated from operations: 
 

As restated

2009 2008

£m £m

Operating profit 154.9 169.7

Adjustments for:

- Depreciation and amortisation 133.5 122.3

- Loss/(profit) on disposal of fixed assets 0.8 (0.8)

- Changes in working capital:

     Decrease/(increase) in trade and other receivables 11.1 (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

Group

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

b) Interest paid 

As restated

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 - 32.5

(44.9) 40.9

Interest paid 129.4 212.3

Group

 
 
31 March 2007 fell on a Saturday and in consequence a majority of the annual finance lease and bond interest payments in 
respect of the year ended 31 March 2007 were due and actually paid on 2 April 2007, i.e. during the following year. 31 
March 2008 was a Monday and all annual finance lease and bond interest payments due for the year were made by this 
date. A further £32.5m was paid in April 2007 on termination of swaps no longer required. As a result, interest paid in the 
comparative year was significantly higher than in 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: 

2009 2008 2009 2008

£m £m £m £m

Cash and cash equivalents 139.3 124.1 0.1 0.1

Debt due after one year (1,821.2) (1,759.2) - -

Debt due within one year (4.5) (4.7) - -

Finance leases (892.1) (842.5) - -

Accrued interest (41.9) (42.1) - -

(2,759.7) (2,648.5) - -

Net debt (2,620.4) (2,524.4) 0.1 0.1

Group Company

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

2009 2008 2009 2008

£m £m £m £m

Net debt at start of year (2,524.4) (2,427.8) 0.1 0.1

Increase/(decrease) in net cash 15.2 (33.9) - -

Increase in debt (69.9) (71.0) - -

Increase in net debt arising from cashflows (54.7) (104.9) - -

Movement in accrued interest 0.2 38.9 - -

Indexation of index-linked debt (41.4) (30.4) - -

Other non-cash movements (0.1) (0.2) - -

Movement in net debt during the year (96.0) (96.6) - -

Net debt at end of year (2,620.4) (2,524.4) 0.1 0.1

Group Company

 
 

 
 

18. Employees and directors 
 
a) Staff costs for the group during the year 
 

2009 2008

£m £m

Wages and salaries 10.7 9.2

Social security costs 1.0 1.0

Other pension costs 1.0 1.7

12.7 11.9 
 
Of the above, £5.7 million (2008: £5.2 million) has been charged to capital. 
 
Average monthly number of people (including executive directors) 2009 2008

employed by the group Number Number

Regulated water and sewerage activities 187 173 
 
b) Parent Company 
The parent company had no employees (2008: nil) in the year.  
 
 
 
 
 




