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FOREWORD TO THE PRELIMINARY  
RESULTS ANNOUNCEMENT

BASIS OF PREPARATION

The following announcement of preliminary results includes information which has been  
extracted directly from the Glas Cymru Holdings Cyfyngedig Annual Report and Accounts 
for the year ended 31 March 2020.

The audited Annual Report and Accounts will be received by Members at the Glas Cymru Holdings Cyfyngedig 
Annual General Meeting on 3 July 2020. The Annual Report and Accounts will be made available online at 
dwrcymru.com shortly afterwards. 

The financial information does not constitute statutory accounts within the meaning of sections 434(3) and 
435(3) of the Companies Act 2006 or contain sufficient information to comply with the disclosure requirements 
of International Financial Reporting Standards (IFRS). The Company’s auditors, KPMG LLP, have given an 
unqualified report on the consolidated financial statements for the year ended 31 March 2020. The auditors’ 
report did not include reference to any matters to which the auditors drew attention without qualifying their report 
and did not contain any statement under section 498 of the Companies Act 2006. The consolidated financial 
statements will be filed with the Registrar of Companies following the Company’s Annual General Meeting. 

This report contains certain forward-looking statements with respect to the future business prospects and 
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. A number of factors exist which  
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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CHAIR OF THE BOARD’S MESSAGE

In my comments I seek to highlight what has absorbed the business over the past  
12 months and to reflect on what has, and will, have major influences on the  
Company, our customers, and our other stakeholders.

COVID-19

I must, therefore, start by saying a few words about how Welsh Water is reacting to the COVID-19 pandemic.  
Our primary concern is always the safety of our people and our customers, and we have fundamentally changed 
the way much of the Company works, moving swiftly to around two thirds of our colleagues working effectively 
from home across a wide range of business functions, including dealing from home with all customer calls,  
web chats and other forms of contact. Our infrastructure team did an amazing job reconfiguring the business  
in a few short weeks. Many of our operational teams have needed to remain active in the community on 
essential maintenance work, construction work and leakage detection to maintain supply through the summer, 
and reacting to bursts and blockages.

Where this has been necessary we have implemented safe working practices to protect both themselves and 
the wider public. We are very conscious of the financial impact of the crisis on our customers and we have used 
our social media platforms to promote the services that we offer, in particular our range of affordability tariffs for 
those customers who genuinely struggle to pay, and our Priority Services Register for customers with additional 
needs in the event of an incident such a burst main. Our management team has been marvellously proactive 
in planning how best to respond to a rapidly changing picture. This has involved ensuring that we can continue 
to operate our clean and wastewater facilities and respond to issues affecting our customers despite the impact 
of the virus on our available resource. As we do not know how long this situation will continue our planning must, 
and does, cover all foreseeable eventualities.

STORM DENNIS

Once again, the business demonstrated its ability to respond rapidly, comprehensively, and wholeheartedly to 
events outside of its control that threaten to disrupt our service to customers. While we had been “warmed up” 
by Storm Ciara the previous week, the damage caused by Storm Dennis to our infrastructure was arguably 
among the worst we have ever experienced over such a short period. Within the UK it was South Wales 
that received the highest red level of severe weather warnings for rain, and across the area records were 
comprehensively broken.

At our Caban Coch dam in the Elan Valley, the water level was the highest since records began in 1908. At our 
Pontsticill works serving over 140,000 properties near Merthyr Tydfil, eight landslides occurred close to the works 
into one so large that it damaged one of the critical trunk mains connecting the works into supply and also one 
of the main electricity supply cables to the works. With the Wye peaking at seven metres depth at the bridge 
in Monmouth we had to evacuate our Monmouth treatment works, and much of the electrical and mechanical 
equipment at the works was destroyed by flood water. We commissioned our largest ever mobile tanker 
operations to maintain supplies to the 7,400 affected properties in the Monmouth area, with over 50 tankers 
supporting the communities, albeit some of them having to take a 40 mile diversion to reach their discharge 
points because of the closure of many of the local roads. 

On the waste side of our business we were temporarily unable to access 26 treatment works, the largest being 
Llanfoist near Abergavenny and Eign near Hereford, and 18 pumping stations. Eleven sewer pipe bridges were 
completely washed away.

The response both from our own people and from our supply chain was amazing, resulting overall in minimal 
impact on our customers. Teams worked around the clock to replace and repair damaged equipment and 
get clean and wastewater works back operating. Colleagues from across the business volunteered to help, 
establishing bottled water distribution points in Monmouth in the event that we were unable to maintain supply. 
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Many who had been away from work on half-term holiday came in to help with the response alongside their 
colleagues. The strength of teamwork and the commitment to do the best we could by our customers was  
an enormous credit to the culture and values of the Company and the quality of our leadership. In turn, we had  
a fantastic response from our customers, our teams being offered tea and biscuits by the communities they  
were supporting.

We have to recognise that events like Storm Dennis are likely to become more frequent and severe until such 
time as there is a comprehensive global response to climate change. Flood defences that have been built in 
previous years in response to past flood events were overtopped this time. Long-term mitigation in the context 
both of our Welsh Water 2050 vision, and our planning for the next price review period starting in 2025, will be 
essential to protect current and future customers. We are, therefore, undertaking a post-incident review to assess 
the opportunities to further improve our emergency procedures and to identify future investment priorities to 
mitigate climate risk.

PR19

When I wrote last year, we were at the stage of having received and responded to Ofwat’s Initial Assessment of 
our plans for the five-year period starting April 2020, and we were awaiting their Draft Determination in July.  
This was duly received and responded to, as required, by the end of August. Having considered Ofwat’s 
proposals in the round we could only conclude that a plan of that shape was not financeable as it did not 
allow us to maintain credit ratios that support the investment grade criteria required by rating agencies. With 
our particular not-for-shareholder constitution, this was critical for Welsh Water as we have no shareholders to 
act as lender of last resort: we have to maintain access to the debt markets. At the same time, we considered 
we should not just identify the problem but also propose a solution – when we responded to Ofwat on the 
Draft Determination we, therefore, included a variant on our original plan that took on board some of Ofwat’s 
proposed changes but derived a plan that, while still very demanding to achieve, would be financeable and 
delivering on the principal themes that we had taken from our research with customers. Having explained our 
thinking to Ofwat it was then a case of waiting for the Final Determination that was published on 16 December 
2019. Without going into deep technical detail, Ofwat had flexed their draft plan sufficiently for us to conclude 
that it should now be financeable. We, therefore, accepted the plan in the round, despite it remaining a very 
challenging settlement and having a number of misgivings, in particular as to Ofwat’s imposition of common 
performance targets on all companies, some of which we believe may not be achievable given our company’s 
particular operating environment. That said, our management have set about working out how best to progress 
towards these demanding targets in order to minimise the risk of incurring the substantial penalties provided in 
Ofwat’s plan for non-performance.

WHAT, THEREFORE, WILL PR19 MEAN FOR THE BUSINESS AND OUR CUSTOMERS?

• By the end of the period 2020-25, average household bills will be 6% lower in real terms than they are now 
this following 10 years during which such average bills have already been reduced by 17% in real terms.

• Having already cut operating costs by 1% over the last five year price review, and by 9% since 2001, we 
have identified and will implement a further £38 million per annum of efficiency savings over the five years 
contributing to our ability to bring bills down.

• While we will be able to make some progress in improving the resilience of our assets for future generations,  
as, for example, a major new trunk main to connect the east and west sections of our south Wales networks, 
we will not get as far as we had hoped towards our Welsh Water 2050 vision.

• The imposition by Ofwat of common performance targets across all companies for, such as, service 
interruptions and sewer flooding without regard for local differences will create a real risk of significant financial 
penalties despite substantial progress against historic performance.

Challenges of this scale can only be tackled if the whole organisation is behind the plan. We were, therefore, very
appreciative to have agreed with our recognised trades unions a new five-year Working Together Agreement that 
underpins the changes in working practices that will be necessary to achieve the required efficiencies, and for 
this, in turn, to be approved by their members.
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FINANCING

The plan will also need financing, particularly given that over its five-year duration, around £1 billion of our 
existing debt will fall due for renewal. We were, therefore, also very pleased to have gone to the market in 
February 2020 to take advantage of the low interest rate environment and considerable appetite for our debt 
to raise £500 million of new money. While Ofwat’s tight financial settlement has put pressure on the ratings of 
the sector as a whole, our revised reduced ratings of A-/A3/A remains the best in the sector. The debt maturing 
during PR19 carries an average interest cost of 5% – good value when it was taken out in 2001 but now replaced 
at an anticipated cost of 2%, a saving that will make a material contribution to achieving the tight financial 
requirements of PR19.

THE LONG-TERM VIEW

In conclusion on PR19 we know what we have to do, we have a plan to achieve it that accords with our  
customers’ priorities, and we have the people and the necessary financing credentials to deliver it. We now 
need to reflect on the progress that this plan will enable us to make towards our Welsh Water 2050 vision 
and determine the priorities we will seek to advance in our submission for the next price review covering the 
succeeding five years starting in 2025. While the overriding trends to which we must respond over the next  
30 years are unlikely to have changed materially, we will have new insight into the form they are likely to take 
and the speed with which they will come about. Once again we will work with all our stakeholders, in particular 
those that determine political and regulatory priorities, to establish where we should focus in the best long-term 
interests of our customers.

OUR PURPOSE

We must obviously plan for what we want to achieve in the next five years but near-term plans require a  
longer-term context and an understanding by the business and its stakeholders as to what is its purpose.  
Its purpose is why it exists, defining the contribution it makes to its stakeholders, both those directly involved  
with it – its employees, customers, and suppliers, but also those indirectly benefitting from its activities  
– communities where it is based or operates, and society more generally through the impact it has on the 
environment and on delivering society’s goals.

Many companies are now writing purpose statements in response to the development within investor thinking 
over recent years that the businesses in which they are invested should be about more than just the creation  
of shareholder value. In the case of Glas Cymru the purpose of the Company came first, with the ability to  
then design on a blank sheet the optimal corporate form and ownership model for the Company to deliver  
that purpose.

In December we held an Extraordinary General Meeting of our members to consider, and subsequently  
approve, the writing of Glas Cymru’s Purpose Statement into our Articles of Association, in order to formalise  
our commitment to public service and our singular customer focus while recognising the long-term nature  
of our business:

To provide high-quality and better value drinking water and environmental services, so as to enhance the 
wellbeing of our customers and the communities we serve, both now and for generations to come.

We use the term “better” to signify both better than what has gone before but also better than under other,  
more usual, ownership models. Our Glas Purpose and Vision, a comprehensive statement of our Purpose, 
Vision, Culture, and Strategy in the context of our Long-Term Mission as set out in Welsh Water 2050, 
is published on our website.
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LEADERSHIP

Plans, people, and finance are nothing without leadership. This also changed materially at this transition from 
one price control to the next with Chris Jones retiring at the end of March. Chris had been CEO since 2013,  
and he is succeeded by Peter Perry, who had been our Managing Director for the past two years.

In 2001 Chris and former Managing Director, Nigel Annett, assembled a team committed to securing the 
ownership of the then distressed Company Welsh Water and implemented a new corporate structure.

The successful acquisition was financed by a £1.9 billion bond issue, then the largest non sovereign bond issue 
in the UK. Despite initial scepticism in some quarters, the last 18 years have provided ample evidence of the 
inherent strengths of the not for-shareholder model and the motivational leadership of its founding team.

Welsh Water now ranks as the water company in England and Wales most trusted by its customers; has the 
highest customer satisfaction ratings of all UK utility companies; and has returned over £440 million in value 
to customers since 2001 through lower bills, additional financial support for those struggling to pay, and 
accelerated investment to improve services to customers. This is against a backdrop of a decade of below 
inflation price increases for its customers, record levels of capital investment (over £6 billion since 2001), 
significantly improved environmental performance, and an annual economic boost to the Welsh economy  
of up to £1 billion.

Chris has been an inspirational Chief Executive, ever-conscious of his role as a custodian of long-term assets as 
evidenced by Welsh Water 2050 – our ambitious long-term vision. The Company’s direction under his leadership 
reflects his belief that it is our collective duty to tackle environmental challenges including climate change; his 
desire to increase the diversity of the workforce to better reflect the whole of our customer base; and his drive 
to ensure that customers have a strong voice in the strategic direction of the Company. He is passionate in his 
support of Welsh language service provision, having learnt Welsh to a high standard himself, and committed to 
our communities in Wales, supported through projects such as our innovative Water Resilient Communities and 
award-winning sustainable urban drainage initiative, RainScape.

I am intensely sorry to be losing Chris’ commitment, intellect, deep integrity and a belief that we are not here  
for what we can get out of it ourselves but for what we can contribute more broadly to the society of which we  
are a part. We were very grateful to Chris for his willingness to postpone his retirement for several weeks past 1 
April, his continuing as an Executive Director until 15 May in order to increase the bench strength of our senior 
leadership during the COVID-19 emergency. 

We are extremely fortunate to have someone of Peter Perry’s stature, experience and capability to succeed 
Chris to lead the business through what will, over the next five years at least, be a highly challenging regulatory 
environment. It should, in my view, be every Chair’s objective to create planned internal succession for the 
most senior executive roles, all the more so when the business in question has a very distinctive identity and 
culture that sets it apart from the rest of the industry of which it is a part. I am delighted to have achieved that 
objective. Peter has hit the ground running with strong decisive leadership during the COVID-19 crisis and a 
clear articulation to the business of our strategic and operational objectives for the new five-year price control, 
reshaping of the executive leadership to align with the priorities of this next phase in our development. As his 
own message in this report demonstrates, he shares Chris’ unshakeable commitment to our vision – to earn 
the trust of our customers every day – and to our ethos of always acting in the interests of our customers and 
operating in a socially responsible manner. 

I would also take this opportunity to congratulate Mike Davis, our new Chief Financial Officer, on his appointment 
to the Board with effect from 1 January 2020, leading finance, strategy, and regulation. As Director of Strategy 
and Regulation for the past 10 years, Mike has led three price reviews and has been a central member of the 
Welsh Water executive team advising the Board. This appointment follows Peter Bridgewater leaving after five 
years in the role of Finance and Commercial Director. I would like to thank Peter for his contribution to the 
business over that time, having broadened his area of responsibility outside of the pure financial to provide 
oversight over the commercial activities that lie outside of our licence, and also over the development of our 
information technology capability.
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THE BOARD

We are also saying goodbye to two long-standing Non-Executive Directors who are not offering themselves for 
re-election at this year’s AGM, having reached the end of their maximum three terms on our Board. Menna 
Richards, who is our Senior Independent Director, joined the Board in 2010 and has served on several of our 
Board committees during her term of office. She has also been part of our Independent Members Selection 
Panel and has developed strong relationships across our member base, forging a valuable connection between 
the Board and the Glas Membership. She has demonstrated a passionate commitment to promoting the 
interests of our customers, bringing to the Board a deep understanding of the environment within which we 
operate in Wales. 

Anna Walker, our Remuneration Committee Chair, also retires this year, having been first appointed in 2011.  
As a former Chair of the Office of Rail Regulation, Anna has a great insight into the regulatory mindset,  
making a material contribution to our regulatory relationships and, in particular, to our preparations for PR19. 

In the context of these retirements, we are delighted to have had Debra Bowen Rees join us with effect from  
1 January 2020 as a Non-Executive Director and a member of our Quality and Environment Committee  
(QEC), which has operational oversight of our wholesale clean water and wastewater activities. We ask all  
new Non-Executive Directors to join this Committee for at least a year as part of their learning our business,  
but given Debra’s very strong operational and customer-facing background, currently as Chief Executive of 
Cardiff Airport, and previously with the military, we are very pleased that she will be an ongoing member of the 
QEC. Her experience of managing substantial and ambitious change and investment projects will be invaluable  
as we tackle the long-term challenges set out in our strategic vision, Welsh Water 2050.

MY THANKS

On behalf of our Board, my thanks to everyone in Welsh Water who has worked so hard over the past year, and 
particularly during the current crisis, to provide essential water and environmental services to the people and 
communities we serve. We all have our individual roles to play – directors, executives, managers, employees, 
members – but what we achieve is the result of everyone working together for a common purpose. Like a jigsaw 
we cannot deliver unless everyone plays their part and the quality of our delivery is testament to what Welsh 
Water people achieve.

Alastair Lyons CBE
Chair of the Board



OUTGOING CHIEF EXECUTIVE  
MESSAGE: CHRIS JONES

This is my seventh, and last, report as Chief Executive of Welsh Water, written in the early 
stages of our response to the unprecedented challenges of the COVID-19 pandemic. It is 
a good opportunity both to reflect on the progress that our Company has made over its 
first 20 years and to consider how we should be preparing to meet the challenges of an 
uncertain future.

LOOKING BACK

Back in 2000, Nigel Annett and I first conceived of the idea of Glas Cymru – a commercial, non-shareholder- 
company limited by guarantee, which would seek to acquire Welsh Water – we foresaw that such a corporate 
model would have many commercial and social advantages. From a financial point of view, the non-shareholder 
structure meant that we would not need to distribute funds from the business as dividends and we believed that 
the capital markets would be very attracted to the long-term low-risk bonds that we would need to issue. We also 
felt that the new ownership model would help to address the problem of “legitimacy” that some customers at 
the time perceived with for-profit ownership of essential public services. 

After a considerable struggle, Glas Cymru was able to acquire Welsh Water in May 2001, following a successful 
£1.9 billion bond issue. In the period since, we have maintained very strong support in the capital markets, 
as demonstrated by a credit rating that is best-rated in the water sector, despite a recent downgrade in the 
aftermath of the PR19 Regulatory Review. We were pleased to have secured a large portion of our financing 
need for the next five years in a very well supported fixed rate bond issue in February 2020, raising £500 million 
through a 1.375% 2033 senior bond and a 1.625% 2026 junior bond. 

Over the last 20 years, Welsh Water has returned over £440 million of value to our customers, including last year 
£8 million funded by the Company to help low income customers to pay their water bills. Through our sustained 
investment programme of some 6 billion since 2001, in part-funded by “return of value” by the Company, 
we have made huge strides in improving the quality of our service to or customers and in the quality of the 
environment around us, on which we all depend. 

LOOKING FORWARD

However, while much has been achieved over the last 20 years, there remains a great deal to do.  
The COVID-19 pandemic and the impact of Storm Dennis in recent months are vivid warnings of the  
challenges that we know we will face over the next 20 years and beyond. That is why the Board took the 
significant step in 2018 of publishing a long-term strategy for the future, called Welsh Water 2050. In this 
document, we set out the eight major challenges that the business is likely to face, including the impact of 
climate change and the risk of pandemic. 

The recent series of extreme weather events, culminating in Storm Dennis in February 2020, demonstrates 
that our business is continually “in the front line” when it comes to changing weather patterns. The heroic and 
well-planned response of colleagues right across Welsh Water to minimise the impact of these storms on our 
customers was hugely impressive. Equally, colleagues have shown great flexibility and ingenuity in maintaining 
our essential public health service in the face of the COVID-19 restrictions, for example by switching to delivering 
a full customer contact service through homeworking in the space of a week. 

The recent substantial investment in the Company’s digital strategy has already proven its worth in these most 
unexpected circumstances. 

However well we have responded to these immediate challenges, the fact remains that we need to be  
investing now in innovative ways to make our essential services more resilient for future generations of  
customers, against the known future challenges, such as climate change, possible further global pandemics  
or the risk of a severe UK recession. 
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During last year, we took two further important steps to ensure that we remain committed to that effort.  
At an Extraordinary General Meeting in December 2019, approved a new statement of corporate purpose to 
be included in the Articles of Glas Cymru, to ensure that we always remain focused on trying to improve the 
wellbeing of the customers and communities we serve, both now and for generations to come. Following on from 
that, we published in March 2020 a set of Wellbeing Commitments, which set out clear and measurable targets 
and objectives for the next five years, which will contribute to the seven wellbeing goals set out in the Wellbeing  
of Future Generations (Wales) Act . This long-term approach also framed our business plan for the next  
five-year regulatory period, which had very strong support from our customers and other stakeholders. The Final 
Determination for PR19, issued by Ofwat in December 2019, represents an extremely challenging set of price 
reductions, service targets and cost efficiency challenges for our business. 

While the Final Determination will enable us to deliver significant improvements in service and value for money 
for our customers over the next five years, it is only a first step towards addressing the challenges facing us 
over the longer term as set out in Welsh Water 2050. For this reason, we believe that the next regulatory review, 
PR24, needs to be based on an explicit set of long-term objectives agreed by stakeholders for the water industry 
in Wales, setting out timescales and objectives for carbon neutrality, enhanced infrastructure resilience, improved 
environmental standards and so on. This would mark a significant evolution from previous regulatory reviews and 
will require early engagement by all stakeholders over the next couple of years.

CUSTOMER-LED SUCCESS

When we set up Glas Cymru 20 years ago, we did not fully foresee all the advantages from a people perspective 
that it would bring. Having a strong sense of social purpose has enabled us to attract highly motivated new 
people to join us and helps us to maintain very high levels of engagement. It has also engendered a very strong 
culture of innovation within the business, continually seeking better ways to deliver for our customers and the 
environment, and a willingness to embrace change to that end. 

While the tremendous commitment and ingenuity of my colleagues are most obvious at times of operational 
crisis, such as during Storm Dennis or in response to COVID-19, it takes every one of us to be focused on trying 
to provide great customer service every single day, if we are going to achieve real “customer-led success”. I am 
very heartened by our performance in 2019-20 in terms of customer satisfaction and trust, for example, being 
the first water company ever to be placed in the top 50 of the UK Customer Satisfaction Index, and in being 
the top performing company in the water sector on Ofwat’s new C-MeX customer satisfaction measure, in its 
shadow year of operation. 

However, there is much more improvement to come, with an exciting new range of digital service offerings 
and other service enhancements for our household, business and developer customers. I have been fortunate 
throughout my time as Chief Executive to have a great executive team and fantastic colleagues to work with  
– to all of whom I am hugely grateful. I have also been very fortunate to have a clear succession plan in Peter 
Perry, who already had some 39 years’ involvement with the business when he took over as Chief Executive 
Officer on 1 April. I would also like to thank the Board of Directors of the Company for their consistent support 
over 20 years and the Members of Glas Cymru, who have been unfailing in their commitment to the Company 
and the important governance role that they play. 

Looking ahead, the business already faces some very tough regulatory challenges over the next five years. 
Now, above all, we will need to ensure the safe delivery of essential public health services through the period of 
COVID-19, while providing all help that we can to those many families and businesses who will be struggling to 
cope with its effects. However, I am very confident that, with our guiding sense of social purpose, a robust plan  
in place, tremendous people and a strong new team under Peter Perry to lead them, Welsh Water will continue 
to rise to the challenge and to deliver great results for our customers, communities and environment. I wish them 
all the very best for the future and the next stage in the Glas Cymru story.

Chris Jones
Chief Executive (until 31 March 2020)



CHIEF EXECUTIVE MESSAGE: 
PETER PERRY

I am truly humbled and honoured to be taking on the role of Chief Executive Officer  
in the business I joined as an apprentice. First, I would like to pay tribute to Chris Jones  
who has led the organisation through considerable change, achieved consistently high  
levels of performance, and played a key role in establishing our unique business model  
in the water sector.

OUR VISION AND ETHOS

In taking over the helm from Chris there are some things that are so fundamental to our business and its 
success that I want to make it clear they remain firmly in place. The first is our vision – “to earn the trust of our 
customers every day”. This clarity of purpose has served us well and has produced a culture where customer 
service and care for the environment are well understood priorities for all of us in the business. Second is the 
ethos in the organisation that is embodied in our not-for-shareholder model, which underlines the importance  
of always acting in the interests of our customers and operating in a socially responsible manner.

AMP7 2020-2025

Our AMP7 business plan will deliver further improvements for customers and the environment. We have planned 
intensively for this over the last couple of years and our focus is now on delivery. This five-year business plan has 
been developed on the strong foundation of effective operational strategies and a clear investment programme, 
both aimed at achieving improved performance and cost efficiency. 

Not only do our own teams understand fully the part they have to play in delivering our plans but these have also 
been built with input and commitment to improved performance from our main supply chain partners. We have 
contract arrangements in place that will ensure a smooth transition into the new regulatory period. Achieving 
tougher service and efficiency targets will also require further flexibility from our people. We have agreed a 
comprehensive programme of change with our recognised trade unions, covered in our progressive new five year 
Working Together Agreement. 

Fundamental to the next five years will be our continuing to innovate in terms of technology and new ways of 
working. We have partnerships with over 30 organisations and academic institutions, each aligned to projects 
focused on our priorities for improved performance and reduced cost. Our AMP7 plan contains a broad series 
of innovation opportunities ranging from our large-scale catchment management programme in the Brecon 
Beacons to individual digital improvements to our online service to customers. Much of our AMP7 innovation 
programme benefits will flow through to delivering our longer-term plan outlined in our Welsh Water 2050 vision.

PREPARING FOR THE LONG TERM

As well as planning for the next five years, we will also review our progress towards our long-term aims set out in 
Welsh Water 2050. In AMP7 we will continue to work towards the 18 Strategic Goals that form the foundation of 
the long-term objectives we are targeting in the best interests of current and future customers. As we close out 
2019-20, uppermost in our minds is the impact of climate change. 

Having just responded to Storms Ciara and Dennis, they serve as a timely reminder of the devastating impact 
these events have on our communities, and that this is one of the most significant challenges we face going 
forward. The emergence of the COVID-19 crisis as we enter the new regulatory period is clearly going to present 
significant immediate and long-term challenges for us. Our main priority will be to do the right thing for our 
customers and to ensure the safety of our colleagues. The importance of safe drinking water and effective 
sanitation become even more critical at such a difficult time.
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We also recently launched our Wellbeing Commitments; the blueprint for how we will bring benefit to the 
communities we work for in the long term. Setting out our wider social and environmental ambitions defines 
a broader context for our primary objectives of delivering high-quality water and sewerage services. It also 
highlights how we will work in partnership with others to achieve this.

In order to achieve our long-term goals, we also need to continue to build an inclusive work environment that  
will support a truly diverse workforce who are fully committed to Earning the Trust of our Customers Every Day.

Peter Perry
Chief Executive Officer (from 1 April 2020)



FINANCIAL REVIEW

FINANCIAL PERFORMANCE

The Group is in a strong financial position as at 31 March 2020; gearing remains low at 60% (2019: 58%) 
and we have retained our sector-leading credit ratings.

REVENUE

Glas Cymru’s turnover in the year to 31 March 2020 remained stable at £779 million (2019: £782 million). 
A price increase of 0.8% in line with Ofwat’s PR14 Final Determination, along with the impacts of increased 
consumption resulting from a dry summer and new customers have been offset by reduced revenues due  
to a higher number of customers benefiting from subsidised tariffs.

OPERATIONAL ITEMS

Glas Cymru incurred total operational costs (excluding exceptional items, infrastructure renewals expenditure 
on maintaining our underground pipe network and depreciation) of £326 million (2019: £336 million). This 
reduction is mainly due to lower expenditure on weather-related events; we spent £16 million in 2018-19 as 
a direct result of the long, dry summer, while at the end of 2019-20 addressing the operational impacts of 
Storms Ciara and Dennis cost us some £4 million. We estimate that the full impact of Storm Dennis, including 
expenditure incurred in 2020-21, will be around £18 million, although ongoing insurance claims will reduce the 
total cost to the business. Other significant movements include the circa £5 million impact of general inflation 
on our operating costs and a £4 million COVID-19-related increase to our bad debt charge, which have been 
offset by ongoing efficiency initiatives across the organisation including increased energy generation (£5 million) 
and the insourcing of activities (£2 million). 

All water and sewerage companies use a lot of power for treatment and pumping processes. The undulating 
topography across Wales makes this a particular challenge for us. Power costs during 2019-20 were £46 million 
(2019: £46 million).

There remains significant uncertainty over future energy costs, and we have forward purchased a proportion 
of the estimated power requirements of the business for the current AMP through to 2025.

Water and sewerage companies are not permitted to disconnect supplies to non-paying domestic customers 
and, as a result , cash collection will always be challenging. The high priority attached to debt recovery in the 
Retail business has resulted in further collections improvements during the year. We are targeting customers  
who won’t pay their bills, as opposed to those who can’t pay, and the reduction comes principally from  
securing charging orders over property owned by customers, with over 7,000 orders secured over £12 million  
of our customers’ debt as at 31st March 2020. We expect collections to be impacted adversely by the  
COVID-19 pandemic and have factored this into our year-end provision for overall bad debt charge,  
increasing the charge by £4 million to £25 million.

EXCEPTIONAL ITEMS

In the year to 31 March 2020 we have recognised exceptional items totalling £10.5 million. These relate to 
restructuring costs during the next price control period 2020 to 2025 (AMP7) and comprise severance costs 
associated with headcount reduction and the cost of one-off payments to colleagues affected by changes to 
working patterns.

The restructuring is on a smaller scale to those we have announced at the beginning of previous regulatory 
periods, and is focused on delivering identified savings in specific areas of the business, as already 
communicated to those business areas. We have provided for severance costs totalling £8 million, which will be 
a key enabler of our plans to reduce headcount by around 200 FTEs during the period. There are firm plans in 
place, with most reductions expected to take place in 2020-21. 
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During 2019-20 we renegotiated a five-year Working Together Agreement with our recognised trade unions, 
effective from 1 April 2020, which included modifying certain colleagues’ standard working hours and expected 
levels of overtime. As part of this, we committed to making one-off payments in 2020-21 to some 1,500 
colleagues affected by this which will total some £2 million. In the light of the COVID-19 pandemic we have 
temporarily suspended the introduction of these changes; we currently expect that these will come into effect 
later in 2020-21, once the impact of COVID-19 has been better understood and managed, and we are able  
to achieve a smooth transition.

FINANCING COSTS

Net interest payable of £158 million (excluding accounting gains or losses on derivatives noted below) was 
£6 million lower than the previous year, primarily as a result of lower Retail Prices Index inflation. 

Glas Cymru has a number of derivative swap contracts which fix or inflation-link the cost of debt which were 
entered into when the Company was highly geared. While these are effective commercial hedges, they do not 
qualify for hedge accounting under IFRS9. Changes in market values create volatility in the income statement 
and fair value losses in 2019-20 amounted to £48 million (2018-19: losses of £29 million). There is, however,  
no impact on cash flows: the Group intends to hold its remaining swaps to the maturity of the underlying debt 
and, over the life of the swaps, such gains and losses will revert to zero. 

Following Board approval on 30 January 2020 and investor roadshows held in early February 2020, on 17 
February 2020 we successfully priced £200 million of subordinated (junior) bonds and £300 million of senior 
bonds at respective fixed rates of 1.625% and 1.375%. Formal issuance and cash drawdown took place on 24 
February 2020. 

In line with the Group’s AMP7 financing plans, on 5 March 2020 we also entered into contracts to swap the new 
bond debt to RPI along with the existing £350 million of 2028 6% fixed rate bonds, reducing the level of cash 
interest payable during AMP7. 

Operating profit has fallen from £69 million last year to £30 million: infrastructure renewals expenditure has 
increased in line with a higher level of capital investment, and depreciation is £23 million higher than the prior 
year principally due to the revaluation of fixed assets.

TAXATION

The Group continues to invest heavily in capital expenditure for the benefit of our customers. The tax relief for 
this capital expenditure and the interest we pay to fund it have the effect of delaying corporation tax payments 
to future periods. A tax credit of £0.8 million has been generated from the surrender of tax losses relating to our 
investment in energy efficient capital expenditure under a Government-approved scheme. The Company has 
also claimed a tax credit of £1.3 million under the Government’s Research & Development Expenditure Credit 
initiative, which has been included within operating expenditure in Note 3 to the financial statements. 

The total tax credit in the income statement was £7.1 million (2019: £20.8 million credit). This includes a charge 
of £23.2 million as a result of deferred tax being calculated at 19% (2019: 17%) following the increase to the 
corporation tax rate announced in the 2020 Budget. 

If this is excluded from the total tax credit then the effective rate for the year is 17.2% (2019: 16.8%). 
A reconciliation is provided in Note 5.

LOSS BEFORE TAX

The consolidated income statement shows a loss before taxation of £176 million (2019: loss of £124 million) 
which takes into account the variances discussed above, including inflation and fair value movements.

GROUP TAX STRATEGY

Full details of the Group’s Tax Strategy are published annually on our website.
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PENSION FUNDING

The statement of comprehensive income reports a defined benefit pension scheme actuarial loss of  
£1 million (2019: loss of £20 million) and the balance sheet liability as at 31 March 2020 was £87 million  
(2019: £96 million). This valuation is on an IAS 19 basis for accounting purposes and is not consistent with the 
actuarial valuation of the scheme for funding purposes. The latest such valuation of the scheme was completed 
as at 31 March 2019 and projected a deficit which has since been mitigated by recovery payments totalling 
£12 million during the year ended 31 March 2020. Exposure to any significant additional future liabilities was 
mitigated by the closure of the majority of sections of the scheme with effect from 1 April 2017.

NET ASSET POSITION

The consolidated balance sheet shows net assets of £1,144 million at 31 March 2020 (2019: £1,234 million).  
The net book value of property, plant and equipment has risen by £226 million (4%), a consequence of revaluing 
the Group’s asset base to Dŵr Cymru’s regulatory capital value. Cash balances are £166 million (33%) higher 
than the prior year, following the Group’s 2020 bond issues and there has been a corresponding increase in 
borrowings (by 9%). The net deferred tax liability has increased by £47 million (11%) principally as a result of the 
increase in the UK corporation tax rate (effective 1 April 2020) from 17% to 19%. Excluding non-cash fair value 
adjustments for derivative financial instruments, referred to above, the Group has net assets of £1,619 million 
(2019: assets of £1,660 million).

GOING CONCERN

The Directors are satisfied that the business has adequate resources to continue in business for the foreseeable 
future. Accordingly, the financial statements for the year ended 31 March 2020 have been prepared on the 
going concern basis.

DIVIDEND POLICY – APPOINTED BUSINESS (DŴR CYMRU CYFYNGEDIG)

In March 2016 the Glas Board approved a Dividend Policy to permit up to £100 million of funds to be  
paid intra-Group, outside the regulatory ringfence, in order to enable the funding of commercial projects.  
No dividends were declared or paid during the year ended 31 March 2020 (2019: none).

RETURN OF VALUE “DIVIDEND” TO CUSTOMERS

Our corporate structure enables all surpluses to be applied for the benefit of customers. Since 2001, Glas Cymru 
has applied over £440 million in total for the benefit of customers. Return of Value in 2019-20 was set at  
£47 million in total. This ensured that the gearing target could be maintained at just below 60% in 2020,  
to preserve a strong credit rating and financial resilience for the longer-term benefit of customers. It takes 
account of known and expected costs and also of the Group’s pension funding position.

CAPITAL INVESTMENT

Glas Cymru’s strong financial position has been built up over the last 19 years, and provides a stable base from 
which it can respond positively to the challenges of economic uncertainty and drive forward its continuing large 
capital programme. Glas Cymru works with an alliance of contracting partners to deliver the capital investment 
programme at the best value for money for customers. Total net capital expenditure during the year (including 
infrastructure renewals expenditure) was £456 million (2019: £452 million).
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CREDIT RATING AND INTEREST RATE MANAGEMENT

Glas Cymru has the strongest credit ratings in the UK water sector, reflecting the Group’s high level of 
creditworthiness. All three credit rating agencies have issued rating updates following Ofwat’s publication  
in December 2019 of the challenging Final Determination for the AMP7 price control.
 
On 30 January 2020, Fitch confirmed the rating of our bonds as A and amended the outlook from negative 
to stable; on 7 February 2020, Moody’s announced that they were downgrading our corporate family rating 
and class B senior secured debt from A2 to A3 (with stable outlook); and also on 7th February 2020, S&P 
downgraded the class B senior secured debt from A to A- and revised the outlook to stable. The class A bonds 
(which are subject to a financial guarantee from Assured Guaranty (Europe) plc) are unaffected by these actions, 
which are in line with our expectations and do not materially affect our overall credit quality. 

As at 31 March 2020, around 70% of gross debt was index-linked via bonds and derivatives (2019: 60%), with 
the remainder at fixed interest rates. The expected maturity of the outstanding fixed-rate and index-linked bonds 
ranges from 2021 to 2057, with not more than 20% falling due in any two-year period, in accordance with our 
refinancing policy.

GEARING POLICY

Glas Cymru’s gearing to Regulatory Capital Value (RCV) policy is to target gearing at or around 60% and 
interest cover ratios commensurate with maintaining our sector leading “A” grade credit ratings. This should help 
us to maintain our low-risk profile giving the Group access to low-cost financing throughout AMP7 and beyond.

LIQUIDITY AND FINANCIAL RESERVES

Glas Cymru aims to offer a secure, low-risk investment to debt investors. By building and maintaining a strong 
financial position, we intend to keep our borrowing costs low, enabling us to finance future investment efficiently. 
On Glas Cymru’s acquisition of Welsh Water in May 2001, gearing (net debt/RCV) stood at 93%. Since then,  
the financial position has improved steadily. Gearing to RCV had fallen to 59.5% by 31 March 2020 (2019: 
58.5%) and “customer reserves” (RCV less net debt) were £2.4 billion (2019: £2.4 billion). As at 31 March 2020, 
the Group had available total liquidity of £837 million, including cash balances of £667 million.

EVENTS AFTER THE FINANCIAL YEAR END

On 11 March 2020, the World Health Organisation declared the COVID-19 outbreak to be a pandemic and 
the virus has continued to spread throughout the UK after 31 March 2020. We have taken into account the 
estimated impact of the pandemic on the valuation of the Group’s balance sheet as at 31 March 2020 and 
discuss the impact on our operations and performance in the Annual Report and Accounts. 

Mike Davis
Chief Financial Officer
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CONSOLIDATED INCOME STATEMENT 
for the year ended 31 March 2020

Continuing activities 
 

Note
2020

£m
2019

£m
Revenue  779.2 781.6
Operating costs:
Operational expenditure 3 (325.9) (336.0)
Exceptional item 3 (10.5) –
Infrastructure renewals expenditure 3 (96.5) (83.9)
Depreciation and amortisation 3 (316.2) (293.0)

3 (749.1) (712.9)
Operating profit 3 30.1 68.7
Profit on disposal of fixed assets 0.4 0.2
Profit before interest 30.5 68.9

Financial expenses:  
Financial income 4a 6.2 5.0
Financial expenses 4a (164.3) (168.6)
Fair value losses on derivative financial instruments 4b (48.3) (29.2)
  (206.4) (192.8)
Loss before taxation (175.9) (123.9)
Taxation 5 7.1 20.8
Loss for the year  (168.8) (103.1)

The Company has taken the exemption under section 408 of the Companies Act 2006 not to present the parent 
Company’s income statement. The profit of the parent Company for the year to 31 March 2020 was £0.9m 
(2019: £1.1m). 
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME 
for the year ended 31 March 2020

Note
2020

£m
2019

£m
(168.8) (103.1)

21 (0.9) (19.9)
6 0.2 2.6
7 132.0 132.2

Loss for the year

Items that will not be reclassified to profit or loss 

Actuarial loss recognised in the pension scheme 

Related deferred tax
Revaluation of property, plant and equipment 
Related deferred tax 6 (52.1) (22.5)
Total items that will not be reclassified to profit or loss 79.2 92.4
Total comprehensive loss for the year (89.6) (10.7)
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CONSOLIDATED BALANCE SHEET 
as at 31 March 2020

 
 

Note
2020

£m
2019

£m
Assets    
Non-current assets    
Property, plant and equipment 8 5,762.3 5,536.7
Intangible assets 9 192.2 175.1
Trade and other receivables 11 0.8 0.9
Other financial assets:  
derivative financial instruments 15 0.2 3.8
  5,955.5 5,716.5
Current assets  
Inventories 4.0 4.0
Trade and other receivables 11 576.5 573.5
Cash and cash equivalents 12 667.4 501.1
Other financial assets:  
derivative financial instruments 15 36.2 4.6
  1,284.1 1,083.2

Total assets 7,239.6 6,799.7

Liabilities  
Current liabilities  
Trade and other payables 13 (562.7) (558.2)
Provisions 17 (6.4) (4.0)
Other financial liabilities:  
– borrowings 14 (412.8) (195.4)
– derivative financial instruments 15 (28.3) (27.7)
  (1,010.2) (785.3)
  
Net current assets  273.9 297.9
Non-current liabilities  
Trade and other payables 13 (314.4) (264.7)
Employee benefits 21 (87.4) (96.2)
Provisions 17 (7.9) (2.6)
Other financial liabilities:  
– borrowings 14 (3,706.1) (3,570.3)
– derivative financial instruments 15 (482.7) (406.9)
Deferred tax – net 6 (486.9) (440.1)
  (5,085.4) (4,780.8)
Total liabilities (6,095.6) (5,566.1)
Net assets  1,144.0 1,233.6
  
Reserves
Revaluation reserve 7 1,203.7 1,189.5
Retained earnings (59.7) 44.1
Total reserves  1,144.0 1,233.6

The financial statements on pages •• to •• were approved by the Board of Directors on 4 June 2020 and were signed 
on its behalf by:

 

P Perry Mike Davis 
Chief Executive Chief Financial Officer
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Peter Perry
Chief Executive Officer

Mike Davis
Chief Financial Officer
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CONSOLIDATED STATEMENT OF CHANGES IN RESERVES 
for the year ended 31 March 2020

Revaluation 
reserve

£m

Retained 
earnings

£m

Total
reserves

£m
At 1 April 2018 1,142.8 101.5 1,244.3
Loss for the year – (103.1) (103.1)
Actuarial loss net of tax – (17.3) (17.3)
Revaluation net of tax 109.7 – 109.7
Transfer to retained earnings (63.0) 63.0 –

1,189.5 44.1 1,233.6
– (168.8) (168.8)
– (0.7) (0.7)

79.9 – 79.9

At 31 March 2019
Loss for the year
Actuarial loss net of tax 

Revaluation net of tax 

Transfer to retained earnings (65.7) 65.7 –
At 31 March 2020 1,203.7 (59.7) 1,144.0
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CONSOLIDATED CASH FLOW STATEMENT 
for the year ended 31 March 2020

 Note
2020

£m
2019

£m
Cash flow from operating activities   
Cash generated from operations 18a 340.7 361.0
Interest paid 18b (136.7) (132.7)
Income tax received 2.1 0.5
Net cash flow from operating activities 206.1 228.8

Cash flow from investing activities
Interest received 6.1 4.9
Purchase of property, plant and equipment (337.0) (354.5)
Purchase of intangible assets (46.1) (48.5)
Proceeds from sale of plant and equipment 0.6 0.9
Grants and contributions received 24.6 19.3
Net cash outflow from investing activities (351.8) (377.9)

Net cash flow before financing activities (145.7) (149.1)

Cash flows from financing activities
Repayment of borrowings (139.3) –
Increase in borrowings – 134.2
Bond issue 500.0 –
Bond issue costs (7.2) –
Long-term loans received – 250.0
Term loan repayments (29.2) (21.6)
Payment of lease liabilities (2019: finance lease principal payments) (12.3) (0.9)
Net cash flow from financing activities 312.0 361.7

Increase in cash and cash equivalents 19b 166.3 212.6

Cash and cash equivalents at 1 April 501.1  288.5
Cash and cash equivalents at 31 March 12 667.4 501.1
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