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A

Strategic report

The Directors present the Strategic report of DWr Cymru Cyfyngedig for the year ended 31 March 2021.

Principal activities
The principal activities of the Company are the supply of water and the treatment and disposal of wastewater under the
Instrument of Appointment made by the Secretary of State for Wales under the Water Act 1989.

Business review
The Company is in a strong financial position as at 31 March 2021; gearing remains at 60% (2020: 60%) and we have retained
our sector-leading credit ratings. '

Revenue: DWr Cymru’s turnover in the year to 31 March 2021 was broadly in line with the prior year at £776 million (2020: £777
million): growth and price increases have been offset mainly by the impact of COVID-19 (although we continue to assume for
planning purposes that our allowed revenue shortfall will be recoverable in 2022/23 under Ofwat’s regulatory mechanism).

Operational items: DWr Cymru incurred total operational costs (excluding exceptional items, infrastructure renewals
expenditure on maintaining our underground pipe network and depreciation) of £328m (2020: £324m). This represents broadly
stable performance, excluding the impact of COVID-19 related costs which have been reported as exceptional in the year,
reflecting general inflationary cost pressures partially offset by savings from ongoing efficiency initiatives. In addition, many of
the new ways of working introduced in response to the pandemic have delivered sustainable cost savings. All water and
sewerage companies use a lot of power for treatment and pumping processes and the undulating topography across Wales
makes thisa particular challenge for us. Power costs during 2020-21 were £46 million (2020: £47 million). We strive to generate
our own power where possible, with an increase in revenue by £2m on last year (2021: £12million, 2020: £10 million): our gas-
to-grid facility at Five Fords treatment works now incorporates a fully operational advanced digestion facility. Future power
prices are uncertain and to help ensure that our operations remain financeable we have forward purchased the estimated
power requirements of the business for the current AMP through to 2025.

Water and sewerage companiesare not permitted to disconnect supplies to non-paying domestic customers and, as a result,
cash collection will always be challenging. The ongoing high priority attached to debt recoveryin the Company’s retail business
has resulted in very little deterioration in overall cash collection rates, exceeding expectations given the COVID-19 pandemic,
and our underlying bad debt charge {(excluding the impacts of COVID-19 on both years) was broadly inline with last year. We
hold around 7,000 charging orders, secured on property owned by customers, providing security over £12 million of our
customer debt as at 31 March 2021. We expect collections to deteriorate asa result of the economic impact of the COVID-19
pandemic and we have factored thisinto our year-end provision for overall bad debts, this forming part of the exceptional items
described below.

Exceptional items: in the year to 31 March 2021 'we have recognised ei(ceptional items totalling £34 million. These represent
additional costs incurred as a result of the COVID-19 pandemic: due to their size and nature these have been disclosed
separately on the face of the income statement. The costsinclude additional bad debtcharges (£13 million), personal protective
equipment (£8 million), additional National Grid charges (£3 million) and the incremental cost of putting in place increased
hygiene measures and deep cleaning (£6 million). A further restructuring cost following a reassessment of the restructuring
provision has been disclosed as exceptional (£4 million). An exceptional charge of £11 million in the year to 31 March 2020
related to the establishment of a restructuring provision associated with a headcount reductionof some 200 over the period to
31 March 2025. ‘ o

Financing-costs: netinterest payable of £134m (excluding accounting gains and losses on derivativesnoted below) was £31m
lower than the previousyear, primarily as a result of lower Retail Prices Index inflation. DWr Cymru has a number of derivative
swap contracts which fix or inflation-link the cost of debt which were entered into when the Group was highly geared. While
these are effective commercial hedges, they do not qualify for hedge accounting under IFRS 9. Changesin market values create
volatility in the income statement and net fair value gains in 2021 amounted to £39m (2020: net losses of £18m). There is,
however, no impact on cash flows: the Group intendsto 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. In addition, during 2020-21 we also renegotiated our
revolving credit facilities, each for two years with a one-year extension option. Three of the four facilities have been increased
by £10 million, increasing the total available from £170 million to £200million: all currently remain undrawn.

Loss before tax: the income statement shows a loss before taxation of £87m (2020 loss of £152m) which takes into account
the variances discussed above, includinginflation and fair value movements. .
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Strategic report (continued)

Taxation: The Company has no shareho|ders and is run solely for the benefit of our customers. The surpluses the Company
generates help keep water billsdown and are also reinvested to improve the quality of our services, rather than being paid to
shareholders as dividends. This investment may be in the form of capital expenditure, for example improving our treatment
works and network of pipes and pumping stations. By investing heavily in capital expenditure, we are able to benefit from
capital allowances, a Government tax relief whichaims to stimulate this type of investment. Capital allowances can be deducted
in calculating the Group’s taxable profits in ptace of accounting depreciation. In the years following investment, capital
allowances are typically higher than the accounting deprecation, reducing our taxable profits. This delays corporation tax
payments to future periods. The high leve! of capital investment planned for AMP7 (£1.8 billion over the period 2020 - 2025)
means that the company does not expect to pay corporation tax until AMP8 (2025 - 2030) at the earliest.

The Company seeks to utilise available tax reliefs and incentives put in place by the Government in order to maximise funds
available to benefit our customers. The Company has claimed a tax credit of £0.9 million (2020: £1.3 million) under the
Government’s Research & Development Expenditure Credit initiative, which has been induded within operating expenditure
(see Note 3 to the financial statements).

The total tax creditin the income statementis £13.8 million (2020: £2.0 million credit). The credit for the year ended 31 March
2020 was lower as it included acharge of £22.6 million as a result of deferred tax being recalculated at 19% (previously 17%)
- following the increase to the corporation tax rate announced in the 2020 Budget. Areconciliation is provided in Note 5.

Pension funding: the consolidated statement of comprehensiveincome reports a defined benefit pension scheme actuarial loss
of £1m (2020: loss of £1m)and the balance sheet liability as at 31 March 2021 was £30m (2020: £87m). This valuation is on an
1AS 19 basis for accounting purposesand is not consistent with the actuarial valuation of the scheme for funding purposes. The
latest such valuation of the scheme was completed asat 31 March 2019 and projected a deficit which has since been mitigated
by recovery payments totalling £12m 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 balance sheet shows netassets of £1,187m at 31 March 2021 (2020: £1,238m). The net book value of
property, plant and equipment has risen by £60m (1%), a consequence of revaluing the Group’s asset base to DWr Cymru’s
regulatory capital value. Cash balances are £209m which is £450m lower than last 'year due mainly to the repayment of
borrowings: intercompany loan repayments of £354m relating to B1 bonds (£325m) and EIB loans (£29m) along with other term
loan repayments (£21m) and finance leases (E13m). The net deferred tax liability has decreased by £8m (2%) principally as a
result of the loss in thé income statement and revaluation. Excluding non-cash fair value adjustments for derivative financda
instruments, referred to above, the Company has net assets of £1,450m (2020: assets of £1,540m).

Goingconcern: the Directorsare satisfied that the business has adequate resourcesto continue in business for the foreseeable
future. Accordingly, the financial statements for the year ended 31 March 2021 have been prepared on the going concern basis
{Full detailsare provided under “basis of preparation” in note 1 to the financial statements.)

Capital investment; DWr Cymru’s strong financial position has been built up over the last 20 years, and provides a stable base
from which it can respond positively to the challenges of economic uncertainty and drive forward its continuing large capita
programme. DWr Cymru works with an alliance of contracting partnersto 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 £353m (2020: £456m).

Financial key performance indicators ’
The Company is part of a group controlled by Glas Cymru Holdings Cyfyngedig (GCHC). The Directors of DWr Cymru Cyfyngedig
use group-wide key performance measures as indicators to the development, performance and position of the Company. These
are discussed in the 2020-21 Annual Report and Accounts of GCHC which does not form part of this report (available on the

Group’s website at http://www.dwrcymru.com/en/Reading Room _Library/Company-Reports.aspx).

Customers are at the heart of everything we do. We measure our performance via eight “Outcomes” which are based on broad
groupings of targets set by Ofwat at the last price review ~ “Outcome Delivery Incentives” (ODIs). The groupings represent the
key elements of the essential services we provide to our customersacross our supply area.

The regulatory targets are supplemented by our internal business and financial planning processes. Every year targets are
discussed and agreed by the Board of Directors. The Executive team is held to account by our Non-Executive Directors to ensure
that the targets are sufficiently challenging and to monitor performance in accordance with those targets.

Our Company vision to Earn the Trust of our Customers Every Day underpins our approach to delivering services, and the Board
is conscious of the need to set targets which maintain and build on that trust.
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Strategic report (continued)

The Board also takes the opportunity to understand the views expressed by customers and other stakeholdersin the extensive
engagement exercises undertaken as part of establishing Welsh Water 2050, and'in the context of setting the Company s five-
year business plans for 2020-25. -

Future developments

Working on our Welsh Water 2050 Strategy for the next 30-year period has allowed us to examine the role we play in the
communities we serve and to have a meaningful dialogue with our customers about how we will meet the external challenges
over time.

Our detailed business plan for AMP7, 2020-25 seeks to balance ensuring the affordability of the essential services we provide
with the investment neededto maintain aresilient infrastructure. All gains eventually go to our customers, so that the interests
of the Group and of customersare aligned, and the strategic direction of the Group takes thisinto account.

As well as'delivering excellent service for customers, we need to manage costs carefully to keep bills as affordable as possible.
The Board sets the Executive Remuneration policy which includes a significant element of variable pay, dependent on the
Executive Directors delivering strong and consistent performance which achievesimproved services for customers.

This isreinforced by a focus on transparency and honestyin all communications with our Members, customers and regulators,
acknowledging those areas where we can still do better, and building on the progress we have made to delnver better service
to customers.

Principal risks and uncertainties
From the perspective of the Company, the principal risks and uncertaintiesare integrated with the principal risks of the GCHC
group and are not managed separately and are discussed in the 2020-21 Annual Report and Accounts of GCHC. These include:
e health, safety and wellbeing (seriousinjury);
o loss of trust from our customersor key stakeholder groups;
e performance and cost targets;
e information, security, cyber and IT loss;
e resilience and business continuity (both generally and in response to plénningfor COVID-19 and EU exit situations);
e impact of severe recession (COVID-19 and Brexlt)
e climate change;
e changes inenvironmental regulation
Emerging risks which could affect the Group’s ability to achieve its 2020-25 business plan or longer-term strategic goals are also
closely monitored. The current such risksidentified include:
e occupational healthissues
e ' public health {(micropoliutantsin drinking water); and
e  public concern about environmental issues.
e approach to agile working
The above emerging risks are also discussed in the 2020-21 Annual Report and Accounts of GCHC.

$172(1) statement :

This section sets out the Group’s Section 172 Statement and should be read in conjunction with the Strategic Report on pages
2to 5 and the Directors’ Report on pages 6 to 12 of thisannual report and financial statements. Reference to the Board means
the joint Board of Directors of GCHC and Dwr Cymru Cyfyngedig.

Section 172 of the Companies Act 2006 requires Directors to take into consideration the interests of stakeholders in their
decision-making. The Directors continue to have regard to the interests of the Company’s employeesand other stakeholders,
including the impact of its activities on the community, the environmentand the Company’s reputation, when making decisions

The Board’s obliga‘tion to promote the long-term success of the company

The Board is very aware of the obligation to take into consideration the interests of stakeholdersin their decision-making, and
the benefits of doing so, to achieve the company’s key goals as the custodians of assets over the long-term which enable the
delivery of essential services to customers. We have set out below some examples of how the Board engages with our
stakeholders. As part of its involvement in the PR19 price review process, the Board was focused on understanding the views
of the Company’s key stakeholders as these would influence the delivery of essential services over the five-year period 2020~
25 and the longer term. Aswe prepare for the PR24 price review process, the Board hasreflected on past engagement exercises
and opportunities for enhancementin the future.
Engagement with stakeholders )

On pages 39 t0-43 of the Strateglc Reportin the 2020-21 Annual Report and Accountsof GCHC, a copy of which is available to
view on our website at http://www.dwrcymru.com/en/Reading Room Library/Company-Reports.aspx), we set out details of
our principal stakeholders,lhow and why we engage and the outcomes of those engagement processes.
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Strategic report (continued)

The relevance of each stakeholder group may increase or decrease depending on the matter or issue in question, so the Board
seeks to consider the needsand priorities of each stakeholder group during its discussions and as part of its decision-making.
The Board regularly hearsdirectly from our principal stakeholders, including representatives of Government, our regulators and
customers, and about how we engage with them. The stakeholder voice is brought into the Boardroom throughout the annual
‘cycle through information provided by management, and also by direct engagement with stakeholders themselves. in the case
of regulators, thiscan be through their attendance at Board meetings.

In the case of customers, during 2020-21 there have been opportunities for Board membersto listeniin to callsin our contact
and operations call centre, and to review the results of customer engagement exercises. The potential impact of the Board’s
decisions on our communities and customersis a key factor taken into account in decision-making, and views of stakeholders
are highlighted in Board papers seeking approval. ) R . ' I

Engagement with the workforce

The Board continues to enhance its methods of engagement with the wider workforce. The Chair and Non-Executive Directors
regularly have opportunities to take partin informal meetings with managers and engagement championsacross the business,
without the Executive team being present, and the Executive Directors also participate in employee engagement sessions with
the Executive team. These sessions are split between discussions on a pre-allocated topic of relevant to the Board in a future
Board meeting, and more general discussions intended as an opportunity for those attending to raise any concerns or issues.
During 2020-21 we held the first engagement session with the Chair and some Non-Executive Directors with a specific focus on
discussing the role of the Remuneration Committee and the link betweenpay and performance across the business.

Engagement with suppliers .
We work with over 2,000 suppliers and contractors, and we have dedicated Framework Agreements and close relationships
with suppliersin many areas of our business. We are continuing to enhance our contract and supplier management process,
which has helped to formalise our relationships W|th other key suppliers. We take our Anti-Slavery obligations very seriously —
during the year key members of our Procurement and Legal team attended further training to highlight the risks in this area
and the further steps we can look to take to ensure that unfair working practices are not arisk for our organisation.

Engagement with Glas Cymru Holdings Cyfyngedig

Glas Members fulfil an essential corporate governance role. Members receive no financial recompense for their involvement in
the Company and are drawn from a wide range of background and experiences, from across our supply area in Wales and
England. During 2020-21 our two formal meetingsin July and December 2020 were held remotely, and we also held anumber
of workshops on strategic issues, which were held remotely and were well attended by Members. ‘Given our AGM was held
remotely, we offered Members the opportunity to vote by proxy before the meeting; we also enabled them to change their
votes on all Resolutions before the meeting once they had heard from members of the Executlve team on performance, and
from the Chair of the Remuneration Committee on performance and pay.

Engagement with investors .

The Board is directly involved in engaging with the views of our investors. Formal communications with our bondholders are
subject to Board approval, and members of the Board attend the annual investor meeting held in July every year, where
investors have the opportunity to ask questions of the ChiefFinancial Officer and other members of the Board. During 2020-21
we held meetings with investors via video conference.

The role of the executive team : :
The DWr Cymru Executive team is responsible, with the Chief Executive and Chief Financial Officer, for the day to day
management of the Group, and is designated as senior management for the purpose of the Code but not for the purposes of
section 414C(8) of the Companies Act 2006. The team comprises the senior functional management roles and, together, is
comprised of those with responsibility for interacting with the Company’s principal stakeholders. The Board continues to
oversee measures to ensure that stakeholder interests are always taken into account. Papers prepared by management for
Board approval highlight relevant stakeholder considerations to be considered as part of the debate when making decisions, in
order to ensure that sufficient consideration is given to stakeholder issues, and that the interests of all stakeholders and
. differences within these stakeholder groups (for example, the interests of our various customer groups) can be properly
balanced.

By order of the Board.
N Williams

Company Secretary
4 June 2021
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Directors’ report

. The Board has prepared a Strategic report {pages 2 to5) which providesa summary of the development and performance of
the Company’s businessin the year ended 31 March 2021 and comments on likely future developments. Full details and analysis
of the operational performance of DWr Cymru Cyfyngedig during the year to 31 March 2021 are included in the published 2020-
21 Annual Report and Accounts of GCHC.

The Directors have pleasure in presenting their annual report, together with the audited financial statements for the year ended
31 March 2021 on pages 17 to 56.

Directors and employees
The Directors who held office during the year and up to the date of signing the financial statements are lusted on page 1.

At 31 March 2021, the Company had 3,602 employees (2020: 3,514). Our success is fundamentally dependent upon our highly
engaged and motivated people and we are committed to developing our people to meet the challenges of operating our
business in the future and to encourage a diverse workforce that fully reflects the communities that we serve (see “Corporate
social responsibility” below).

Health and safety

Our health and safety performance for the year is encouraging and reflects the extensive efforts throughout the Company to
instil a culture of proactive reporting and a safety-first mindset for every role in the Company. The number of RIDDORs
(Reportingof Injuries, Diseases and Dangerous Occurrences Regulations 2013) - injuries that need to be reported to the Health
and Safety Executive (HSE) — is 6 which is lower than the record low reported last year (2020: 8). However, we consider any
seriousinjury as one too many — and will continue our efforts to reach our ultimate aim of zero lost time injuries.

Engagement with stakeholders

Details of how the Directors have had regard to the need to foster the Company’s business relationships with suppliers,
customers and others, and the effect of that regard, including on the principal decisions taken by the Company during the year
ended 31 March 2021 are set out within the Strategic Report on pages4 and 5.

Corporate Governance

At DWr Cymru, we view corporate governance as a core discipline which generates value for our stakeholders and allows us to
deliver an essential public service. Our governance processes are in pursuit of the Company Purpose and are based on
transparency and fairness, underpihned by the values of the Group.

Ofwat’s Principles of Leadership, Trahsparency and Governance and the UK Corporate Governance Code 2018 (the “Code”) are
the standards against which we measure our governance practices. We have applied the Code’s principles and complied with
its provisions during the financial year. Our Annual Report for 2019-20 noted that we had-not fully complied with Provision 41
of the Code, as regards engaging with the workforce to explain how executive remuneration aligns with wider company pay
policy. This year (2020-21) some of our Non-Executive Directors held a specific employee engagement session with workforce
representatives to discuss the principles of executiveremuneration and the role of the Remuneration Committee, as part of the
regular Employee Engagement sessions that take place with both the Executive team and our Non-Executive Directors. These
engagement sessions prowde aforum for employee queriesto be discussed, by way of elected representatives, across a broad
range of topics.

For further information on how we have complied with the above, please refer to pages 105 to 129 contained in the Corporate
Governance section of the 2020-21 Annual Report and Accounts of Glas Cymru. A copy of the report is available to view at
http://www.dwrcymru.com/en/Reading_Room Library/Company-Reports.aspx) or by emailing the Company Secretary at
company.secretary@dwrcymru.com.

Also within the 2020-21 GCHC Annual Report and Accounts, is the Directors’ Remuneration Report, which contains the new
disclosure of the CEO pay ratio to UK employees, and the Report of the Nomination Committee which includes detailson the
Group's Diversity Policy. .
Innovation )

Innovation is central to our work to reduce our environmental impact and develop more sustainable outcomes, helping to
reduce our carbon footprint and our impact on riversor the sea, and to realise the positive contributions we can make, such as
in relation to the biodiversity of our land holdings, and those of our partners. Over the past year we have been focusing our
efforts on supporting the development of innovative nature-based solutions, as these can reduce our carbon footprint, resolve
specific water quality issues, and enhance biodiv_ersity all at the same time. We expect to support the Wye and Usk Foundation
in the construction of two wetlands on the River Lugg with the aim of offsetting the impact of development on the river and
improving local biodiversity. Similarly, we are supporting Herefordshire Council on preliminary work on eight additional sitesin
the same waterbody. Regulators, local developersand landowners are also partnersin these pro;ects and we report progress
to the Herefordshire led Wye Nutrient Management Board.
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Directors’ report (continued)

Innovation (continued)

This is an example of a major change away from the sorts of carbon-hungry investments of the past which did not improve
biodiversity and increased our carbon footprint, and marks a move to a way of working aligned with methodology set outin the
Wellbeing of Future Generations Act, where partnerships and the sharing of resources are recognised as central to providing
solutions to the environmental challenges we face. We are also focused on our ‘first line of defence’ catchment scale
improvements to the environments around our water sources, and we are optimistic that these approaches will be supported
by the new land management approaches driven by the regulatory changes Welsh Government is currently making in a post-
Common Agricultural Policy, post-Brexit world. We plan to double the innovation investment for 2020-25 (£39 million in 2015-
20) which will include developing a number of ‘disruptive’ technologies and working jointly with government and other
stakeholders, to co-design and co-deliver truly sustainable solutions. Our AMP7 proposals for innovation include our catchments
work, our Sustainable Management of Natural Resources (SMNR) investments, and monitoring our environment to help shape
Welsh Government policy and our investment portfolio for PR24. As well asinvestingin driving innovative change, we continue
to work closely with our Independent Environmental Advisory Panel (made up of regulators, academics and environmenta
stakeholders) who advise the business on the science and research we undertake. The Panel continues to support the Group
through the expertise and resources available in such bodies and to build our relationships with them, in order to leverage
funding and -expertise into our science and research work. More generally, we continue to drive elements of the national
research agenda through our strategic relationship with the National Environmental Research Council (NERC) and UK Research
Institute (UKRI), and by participation in water industry research initiatives, most notably through membership of the UK Water
Ihdustry Research partnership (UKWIR) which manages and coordinates the common research interests of UK water companies.
Our 2020 Innovation Conference welcomed over 1,000 guests, albeit virtually, from all over the globe, where we were able to
showcase our innovation needs.

. Greenhouse gas emissions
Due to our commitment to transparent and best practice reporting, we have included our streamlined energy and carbon
reporting (SECR) disclosures in the 2020-21 Annual Report and Accounts of Glas Cymru in the Responsibility section of this
report alongside our annual GHG (greenhouse gas) emissions footprint and an intensity ratio appropriate for our business,
which fulfil the requirements of the Companies Act 2006 (Strategic and Directors’ Report) Regulations 2013. This report is
available on the Group’s website at http://www.dwrcymru.com/en/Reading_Room_Library/Company-Reports.aspx.

Corporate social responsibility

We see ourselves as more than just a water company providing drinking water and taking away wastewater — we are at the
heart of the communities we serve and want to play a positive role to improve the world around us. We are committed to
playing our partin ensuring we benefit not just the customers we have now — but also our future customers. ’

Education . . .

Our extensive education programme for p'rimary schools includes school assemblies, workshops and visits to our Discovery
Centres and usually attracts more than 65,000 school children a year. We recognise the importance of education in helping
build customer trust and wider understanding of our work, as well as ininfluencing the behaviour of customers by educating
future customers about the water cycle. Thisis why we want toincrease the number of children reached each year through the
education programme to 75,000 every year between 2020 and 2025. However, the closure of schools for extended periods and
the temporary closure of our Discovery Centresin 2020-21 had a significant impact on our education programme. When pupils
returnedto school!sin September, we offered live school sessions, utilising Microsoft Teams to engage directly with pupils and
school staff. Pupilswere given access to a bespoke 360° imagery platform, 'complete with ‘hotspots’ to promote learning. This
will serve as a long-term alternative to face-to-face sessions, allowing rural schools within our operational area to benefit from
additional services. Despite our efforts to amend our content and delivery platforms, school closures, reduced attendance and
restrictions on face-to-face delivery has resulted in us only reaching 5,834 school children in 2020-21. Nonetheless, we remain
committed to supporting future generations and educating young people about how they can make a difference to their
environment. :

Community fund

During 2020-21 we contributed £90,000 to community projects and supporting our employees in their fundraising and
volunteering. The Fund particularly aims to support projects that are closely related to our environmental, educational and
other activities, and also communities which are heavily impacted by our investment programmes. We also contributed a
further £176,000, in recognition of the additional demands faced by third sector organisations caused by COVID-19.
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Directors’ report (continued)

Communities

We want to play a positive role to improve the communities we serve and the world around us. We are committed to playing
our part in ensuring we provide a benefit to future customers as well as current ones. In 2020, the impact of the COVID pandemic
led us to reconfigure the Fund and provide additional funding to key organisations who were helping support our most
vulnerable customersand communities. We contributed £40,000 to Businessin the Community Wales, £30,000 to Community
Foundation Wales, Hereford and Cheshire and £106,000 to the Trussell Trust to support each of 106 local foodbanks. We also
wanted to involve colleagues and offered them the opportunity to apply for up to £200 to help support theirlocal organisations
and charitiesin the fight against the pandemic.

Water resilient communities

Our innovative Water Resilient Communities projects aim to build a lasting legacy in the areas where we are carrying out major
work. Following the completion of our successful pilot project in Rhondda Fach, we launched two further projects in Rhyl (north
Wales) and Rhymney-Bargoed (south east Wales) in 2020. The projects challenge the business to work with and involve
customersin a way not done before - to co-create and co-deliver more resilient services within the area. From helping people
struggling with their bills, providing water-saving devices, heading to schools with fun lessons and supporting local community
projects, we target sections of the community to deliver real and tangible value.

Stakeholder

The Board continuesto oversee measures to ensure that stakeholder interests are always taken into account. Papers prepared
by management for Board approval highlight relevant stakeholder considerations to be considered as part of the debate when
making decisions, in order to ensure that sufficient consideration is given to stakeholder issues, and that the interests of all
stakeholders and differences within these stakeholder groups (for example, the interests of our various customer groups) can
be properly balanced.

WaterAid

The Board continues to oversee measures to ensure that stakeholder interests are always taken into account. Papers prepared
by management for Board approval highlight relevant stakeholder considerations to be considered as part of the debate when
making decisions, in order to ensure that sufficient consideration is given to stakeholder issues, and that the interests of all
stakeholders and differences within these stakeholder groups {for example, the interests of our various customer groups) can
be properly balanced. Ball. We continued to carry out smaller scale, socially distanced fundraising activities, while for our
partners in Uganda the impact has been even more profound, and their focus has shifted to increased campaigning around
hygiene and hand washing. To celebrate World Water Day 2021 (22 March), we undertook a number of fundraising activities
during the same week to help raise money to fund some key WaterAid projects. Colleaguesalso enjoyed a live video link with
our friends in Uganda who are benefiting from the money raised.

Prince’s Trust Cymru

We have also continued our support of the Prince’s Trust Cymru, a charity which helpsvulnerable young people get their lives
back on track. It supports 11-30 year olds who are unemployed, and those struggling at school and at risk of exclusion. This
partnership has included fundraising by colleagues through “Million Makers” —and our team of graduates didn’t let COVID stop
them raising £13,400 through several fundraising activities. Our Community Fund also pledges to match funds raised by
colleagues for WaterAid and Prince’s Trust to the value of £15,000 each per year, while individual employees can claim up to
£200 match funding for their own charity efforts. We are supporting the Government’s Kickstart scheme, and will be offering
16-24-year-oldsa six month work experience placement across the business to help train and support young people to get a
job in the future or join an apprenticeship scheme. The COVID-19 pandemic has limited the opportunities for colleagues to
undertake usual fundraising activities to support our two strategic partners (WaterAid and the Prince’s Trust). However, we
donated £15,000 to each organisation during 2020-21 to help support their work. We continue to carry out smaller, socialy
distanced fundraising activities, in line with COVID guidelines, as well as the WaterAid lottery continuing to support the
WaterAid lottery which is open to all colleagues to join through payroll. We are really grateful that many of our customers have
chosen to respond to opportunities to support WaterAid highlighted in the leaflet we enclose with our annual bills. Since our
partnership with WaterAid began in 2008, colleagues and customers have together raised over £1 million for WaterAid.

Community access to our sites

Prior to the pandemic, more than one million visitors a year were coming to our sites, and we continue to invest and progress
visitor centre sites to benefit local users and communities: :

Swiss Valley Reservoirs, Llanetli: Qur first ever community adoption was launched in November thanks to an innovative
partnership between Welsh Water and Llanelii Rural Council. Workingin partnership with the Council, Natural Resources Wales
and Canoe Wales, we secured an Access to Water grant from the Welsh Government. This has enabled the fast tracking of plans
to open up the Lower Lleidi for arange of paddle sports. A ramp and pontoon that allows easy access to water for people ofall
abilities hasbeen installed together with a boat wash for biosecurity; and the toilet facilities have been refurbished and brought
back into use. Bank angling has also been enabled through the creation of recreational zones. Local stakeholders are currently
working to develop a programme of environmental enhancements, to provide volunteering opportunities for local people.
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Directors’ report (continued)

Community access to our sites {continued)

Lliw Reservoir, Swansea: Workingin partnership with Natural Resources Wales, Swansea Council and Canoe Wales, we secured '
a £103,000 ‘Access to Water’ grant from Welsh Governmentin November. The grant has enabled visitorimprovements atthe
site and access to water for a range of paddle sports, including stand-up paddleboarding and paddleboarding, canoeing and
kayaking. Other improvements include the creation of a circular walking route around the reservoir and upgrading of other
trails to improve wheelchair and bicycle access. New interpretation and a nature trail with wood carvings have been installed
for visitors to enjoy the nature around the reservoir. ‘

Llys-y-Frdn, Pembrokeshire: Our major redevelopment at this location hasbeen delayed as a result of the pandemicrestrictions
Llys-y-Fran will reopen in Spring 2021 and benefit from a £4 million redevelopment (supported by £1.7 million of European
Regional Development Funds through the Welsh Government). We aim to create a first-class tourism destination, to include a
new Outdoor Activity Centre and waterside cabin enablinga range of watersports on the lake. The path around the reservoir
has been upgraded and extended to create over 14km of mountain bike trails to explore.

Lisvane & Llanishen Reservoirs, Cardiff: We launched our proposals for thissite in late 2020, including a new visitor hub with a
watersports centre and restaurant, circular paths and recreation, learning and conservation zones. We received nearly 2,000
responses to our public consultation with more than 86% approving the plans. This is a unique natural resource of significant
ecological value - designated as a Site of Scientific Interest (SSSI) for overwintering birds and for waxcap fungi, so we need to
balance the needs of visitors with protecting the site’s ecology. Through the Enabling Natural Resources and Well-being
(ENRaW) Scheme and our partnership with the Reservoir Action Group (RAG), Cardiff Council and Cardiff and Vale University
Health Board, a community engagement programme has been developed.

Open Water Swimming: Open water swimming isone of the fastest growing water sports in the UK and we have been working
with partners to explore how we can safely allow access to water at designated reservoirs for organised activities. Last summer,
we worked on a pilot at Llandegfedd reservoir in partnership with Welsh Triathlon and Swim Wales which involved over 700
open water swimmers from four clubs participating in 34 organised swimming sessions. We plan to roll out open water
swimming to other staffed sitesat Llyn Brenigin Denbighshire and Llys-y-Fran in 2021.

Biodiversity

In 2020 we refreshed our 2018 plan — Making Time for Nature — highlighting both the good progress we are makingin complying
with our duty to enhance biodiversity and ecosystem resilience across our supply area, and also setting out our proposals to
enhance and maintain biodiversity further over the next few years. Our focus on biodiversityin 2020 wasimpacted by COVID-
19 which forced many of our partners to furlough their staff and so we have not been able to progress any third party projects
However, we have continued to progress our own projects, including the River Lugg wetlands creation project and the
restoration project at Lower Neuadd reservoir. )

Our People

As one of the biggest employersin Wales and serving 3.1 million people across our supply area in Wales and England, we are
very aware of our responsibility to our employeesand to the wider community. Our success is fundamentally dependent upon
our highly engaged and motivated people, and we are committed to developing them to meet the challenges of operating our
business in the future and to encourage a diverse workforce that fully reflects the communities that we serve.

Equality, diversity and inclusivity

Our people are our greatest asset and we are passionate about creating a workforce that reflects the diversity of the
communities we serve. We are committed to recognising and promoting equality, diversity and inclusivity and treating others
with dignity and respect at all times. To meet our commitment to work to increase the diversity of our workforce and to attract
individuals who may otherwise feel that there are significant barriers to employment, we continue to work with charities and
organisations such as WISE, Stonewall, Chwarae Teg, Education and Engineering Scheme Wales, Business Disability Forum and
the Prince’s Trust. Welsh Water’s commitment to a gender-diverse workforce is supported by our work with WISE, a campaign
for gender balance in science, technology and engineering. Following their 10-step model and attending events such as the
STEM Women Careers Fair, means making the right cultural changes that can in turn have a signiﬁcant impact on attraction,
recruitment and retention. We have sought to ensure that greater numbers of women in senior positions take leadingroles as
mentorsand as role modelsin the business, including taking part in our International Women’s Day and International Women
in Engineering Day events. We have signed up and are committed to the Social Mobility Pledge in partnership with the rest of
the water industry —we continue to work and partner with schools and colleges providing coaching, mentoring, structured
work experience, and apprenticeship opportunities. This year we made sure that the pandemic didn’t halt our apprenticeship
opportunitiesand 21 abprenticesjoined us during the year. We have pledged to open up employee recruitment practices to
promote a level playing field for people from disadvantaged backgrounds or circumstances, and to promote Welsh Water as a
supportive environment for colleagues from all backgrounds, beliefs and ethnicities. Last year we were delighted to have
achieved our Disability Employer status and since then we have continued to make changesto create a culture and environment
where all colleagues are comfortable and can be themselves. This has resulted in successfully achieving our “Disability Confident
Leader” award — we join only 20 other companiesin Wales that have achieved thisievel ofaward.
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Directors’ report (continued)

Equality, diversity and inclusivity (continued) )

We are continuing our membership of the Equality and Human Rights Commission's “Working Forward” initiative — a network
committed to making workplaces the best they can be for pregnant women and new parents. Our team of “Inclusivity
Ambassadors”, made up of colleagues across each of the Protected Characteristics defined by the Equality Act, have been
examining the Company’s equality, diversity and inclusivity strategy and working through an action plan together. The
ambassadors have created a film, which we share on our careerssite and have worked with colleaguesacross the business to
set up employee led network groups, such as LGBT+ and Allies, BAME+, Women at Welsh Water and a Disability network. During
the year we also set up a task and finish Re:Think Group to provide a forum for individuals from across the business to be
inspired by external speakers to promote inclusivity, and to seek to promote Welsh Water externally as a diverse and inclusive
organisation. To ensure we attract and retain a truly diverse workforce we will continue to:

¢ engage with relevant organisations and communities that we know are underrepresented in our organisation;

» seek relevantideas and initiatives from our current workforce; and

e offer candidates from under-represented groups a guaranteed interview for any Welsh Water job they apply for, provided
they meet the basic criteria for the role. -

Career Paths
We offer a number of different development routes to those choosmg to join our business for graduates, degree
apprenticeships, various other apprenticeships, and internships and work experience.

Supporting our colleagues

During 2020-21 we continued to focus on wellbeingissues across our colleague base, and during the year we appomted a further
11 Wellbeing Champions. We have enhanced the training we offer to managersin relation to mental health and have introduced
i-act training and developed a Talking Toolkit. We continue to work alongside mental health charity, Mind Cymru, to help us
stay focused on reducing the stigma surrounding mental health and we have spoken at events at NRW and Public Health Wales
about the work we have done in supporting colleagues who need assistance. The focus on mental health wellbeing has been
broughtinto sharp relief with the additional pressureson colleaguesasa result of the COVID pandemic. We have been acutely
aware of the pressures faced by colleagues working remotely and the anxiety felt by colleagues workingin the community as
they have had to adapt to new ways of working. Our interna‘licommunications campaign “Am | ok?”. was the culmination of a
focus on mental health wellbeing-related events held throughout the year, and we have held regular “pulse” surveys which
have provided snapshots of how our colleagues were feeling and have allowed us to tailor support accordingly.

Supporting our supply chain
During the COVID-19 pandemic we have taken steps to ensure the safety of our capital and operations contractors and to |
continue to promote fair work practices across our supply chain, despite changesin working practices. We have adopted COVID-
19 safe working construction practices, as set out by the Construction Leadership Council, and have re-planned work to enable
social distancing, wherever possible, and the use of appropriate PPE. At the start of the pandemic we amended our payment
cycle so that invoices were paid within 10 days of approval. ’

Human rights
We are committed to respecting human rightsin relation to colleagues, and our supply chain. Our internal Code of Conduct was
relaunched in December 2020. The Code is supported by several Group policies, including:

Anti-bullying and harassment

We respect human dignity and the rights of individuals. Our Group policy artrculates how colleagues should behave towards
each other. We offer unconscious bias training to all colleagues through eLearning as part of our induction programme for new
colleagues.

Supplier Code of Conduct

We are in the process of implementing our Supplier Code of Conduct. Our suppllers play an essential part in enabling us to

deliver services to our customersand we expect all of our suppliersto operate to the highest standards of openness, honesty,
. mtegrlty and business ethics as set outin the Code. :
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Directors’ report (continued)

Safeguarding

We are committed to ensuring that colleagues who work with children and vulnerable adultsare properly supported and this
year we have held a series of training events for designated safeguarding leads and their deputies who work with children and
vulnerable adults. During the year we also became corporate subscribers to the “Safe spaces” initiative ~ which providesalink
to support for individuals suffering domestic abuse. The link - which includes an “Escape” feature in case the person viewing
the informationis disturbed - is now visible on our customer website pages.

Whistleblowing

A healthy culture where individuals feel able to speak out about anything that causes them concern isan important part of our
three lines of defence compliance model. Colleagues, suppliers, business partners and other stakeholders are encouraged to
-‘Speak Up’ to raise concernsabout conduct which is contrary to our values. Where appropriate, concerns will be investigated
by the Business Assurance Team, reportingdirectly to the Audit Committee. The Committee receivesreportson the outcome
of investigationsin private sessions with the Head of Business Assurance. We are fully committed to protecting any employee
who reportsa breach or suspected breach of the Code of Conduct or raises any other public interest disclosure. We publicise
an external helpline, which provides an additional confidential and secure means to raise concerns, )

Modern slavery act 2015

Our Anti-Slavery Policy sets out Welsh Water’'s commitment to acting ethically and with integrity in our supply chain
arrangements and to ensuring fair work practicesacross our business. In 2020 the Procurement Department commenced the
supply chain mapping of commodity supplies and servicesthat may be at greater risk of modern-day slavery. Our People and
Change Team maintains recruitment polices to protect against slavery and human trafficking in our own operationsand we are
working towards meeting the Welsh Government's 12 commitments in its Code of Practice on Ethical Employment in supply
chains. Our Anti-Slavery statement can be found at dwreymru. com/AR2021- antlslavery

Anti-bribery & corruption and anti-fraud

Our Group policy makes it clear that we will not tolerate any acts of fraud, dishonesty, bribery, corruption, theft or improper
disclosure of confidential information. The Group treats these issues very seriously and expects any issues to be reported
immediately. This is reinforced by our strict policy on hospitality and gifts from suppliers, which is regularly monitored and
actively enforced. The Audit Committee carries out an annual review of our systems of internal control as part of our ongoing
efforts to prevent bribery and corruption in our business and our supply chain.

Conflicts of interest

We require our employeesto perform their duties honestly and to avoid conflict between any personal, financial or commercial
interests and their responsibilities to Welsh Water. .

Data protection and information security

Welsh Water is committed to ensuring that we handle the personal information of our customers and employees in a
responsible and honest way, including respecting their data protection rights in compliance with legislation. Qur Privacy
Statement is available on our website: https://corporate.dwrcymru.com/en/legal-privacy/privacy-policy. Our policies also
reinforce the role of individualsin keeping information secure and accurate. The Technology Committee of the Board regularly
reviews our approach to cyber security risk {see the report of the Chair of the Technology Committee on page 128 of the 2020-
21 Annual Report and Accounts of GCHC). .

Political donations .

- Itis Board policy not to make donations to political partiesor to incur political expenditure. During the year we agreed to make
payments of £22,500 to Citizens Advice to fund a debt adviser providing advice to our customers in Rhondda Cynon Taff, and
£25,579 to Step Change.to support the work the charity doesin providing debt advice to our customers. We are disclosing these
payments as both organisations also campaign for government policy change, including on debtissues, however, none of the
funding provided would have been used directly to support campaign work. Other than this, no donations or payments were
made which would require to be disclosed under section 366 of the Companies Act 2006 .

Financial risk management

The Company’s operations expose it to a variety of financial risks thatinclude the effect of changesin debt market prices, credit
risk, liquidity risk and interest rate risk. The Company hasin place a risk management programme that seeks to limitthe adverse
effects on the financial performance of the Company by monitoringlevels of debt finance and the related finance costs.

. Dividend
No dividend was declared or paid in the year (2020: none).
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Directors’ report (continued)

Weish Language Scheme

The Welsh Government has set a target of doubling the number of Weish speakers by 2050. As a flagship company in Wales,
we are committed to supporting this goal, and set ourselves the challenge of increasing the proportion of Welsh speakers who
are registered to receive our servicesin Welsh from 6,472 in 2019to 25,000 by 2025. Our ambitious target is recognised by the
Welsh Language Commissioner as the first of itskind in the private sector in Wales. To help improve the take-up of

Welsh language services, we have invested in ensuring that all our new digital platforms (e.g. live-chat functionality;, online
account management and virtual exhibitions) are now available in Welsh to allow customers to interact with us and in the
language of their choice. There are still some areas being developed (such as emergency textsissued to customers to warn them
of any disruption to water supplies that are currently only sentin English). In 2020-21, there are 6,472 customers registered on
our Welsh language register. A further 2,575 customers contacted us in Welsh via another contact channel (e.g. webchat) and,
on average, we received 6,500 visitors to our Welsh website every month. We encourage the use of Welsh among our
colleaguesand have invested in online training to help those who wish to improve their proficiency of this language. This aiso
helps ensure that we have the necessary skillsetsto provide an excellent bilingual service.

Regulatory accounts . .
Condition F of the Instrument of Appointment under which DWwr Cymru Cyfyngedig operates requires that Dwr Cymru Cyfyngedig
publish additional financial information as an ‘appointed business’. A copy of thisinformation will be published on DWr Cymru
Cyfyngedig’s website by 15 July 2021 and will also be available on request from the Company Secretary. -

Group structure

These financial statements for DWr Cymru Cyfyngedig cover the year to 31 March 2021. The Company’s immediate parent
company is DWr Cymru (Holdings) Limited. The entire share capital of DWr Cymru (Holdings) Limited isowned by Glas Cymru
(Securities) Cyfyngedig, which is wholly owned by Glas Cymru Anghyfyngedig. The ultimate holding company and controlling
party is Glas Cymru Holdings Cyfyngedig, a company registered in England and Wales.

Disclosure of information to auditor

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as they are each aware, there
is no relevant audit information of which the Company’s auditor is unaware; and each Director has taken all the stepsthat he
ought to have taken as a Director to make himself aware of any relevant audit information and to establish that the Company’s
auditor is aware of that information. .

Auditor
In accordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment of KPMG LLP as auditor of the
Company isto be proposed at the forthcoming Annual General Meeting.

By order of the Board

N Williams
Company Secretary

Registered office; : '
Linea ' ’

Fortran Road

St Mellons

Cardiff
CF30LT

1

4 June 2021
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statementsin accordance with
applicable law and regulations. .

Company law requires the Directors to prepare financial statements for each financial year. Underthat law they have elected to prepare
the financial statementsin accordance w:th international accounting standardsin conformity with the requ1rements ofthe Companies
Act 2006 and appllcable law.

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a true and fair view
of the state of affairs of the profit or loss for that period. In preparing each of the financial statements, the Directors are required to:

. select suitable accounting policies and then apply them consistently;
. make judgementsand estimates that are reasonable, relevant and reliable;
. state whether they have been prepared in accordance with international accounting standards in conformity with the

requirements of the Companies Act 2006;
e assess the company’s ability to continue asa going concern, disclosing, as applicable, matters related to goingconcern; and

. use the going concern basns of accountingunlessthey either mtend to I|qu1date the group or the parent company or to cease
operations, or have no realistic alternative but to do so.

The directorsare responsible for keeping adequate accounting records that are sufficient to show and explain the company’s
transactions and disclose with reasonable accuracy at any time the financial position of the company and enable them to ensure that
the financial statements comply with the Companies:Act 2006. They are responsible for such internal control as they determine is

necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error,
and have general responsibility for taking such stepsas are reasonably open to them to safeguard the assets of the company and to ’
prevent and Idetect fraud and otherirregularities.
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Independent auditor’s report to the members of DWr Cymru Cyfyngedig

Opinion

We have audited the financial statements of Dwr Cymru Cyfyngedig (“the company”) for the year ended 31 March 2021 which comprise
the income statement, statement of comprehensive income, balance sheet, statement ofchanges in equity, cash flow statement and
related notes including the accounting policiesin note 1.

In our oplnlon the financial statements:
e give atrue and fair view of the state of the company’s affairs as at 31 March 2021 and of its loss for the year then ended;

e  have been properly prepared in accordance with international accounting standards in conformity with the requirements ofthe
Companies Act 2006;

e the financial statements have been prepared in accordance with thesrequirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)") and applicable law. Our
responsibilities are described below. We have fulfilled our ethical responsibilities under, and are independent of the company in
accordance with, UK ethical requirementsincluding the FRC Ethical Standard. We believe that the audit evidence we have obtained is
a sufficient and appropriate basis for our opinion.

Going concern R

The directors have prepared the financial statements on the going concern basis as they do not intend to liquidate the company or to
cease its operations, and as they have concluded that the company’s financial position means that this is realistic. They have also
concluded that there are no material uncertainties that could have cast significant doubt over its ability to continue as a going concem
for at least a year from the date of approval of the financial statements (“the going concern period”).

We used our knowledge of the Company, its industry, and the general economic environment to identify the inherent risks to its
business model and analysed how those risks might affect the Company’s financial resources or ability to continue operations over the
going concern period. The risks that we considered most likely to adversely affect the Company’s available financial resources and the

‘interest cover and regulated asset ratios relevant to debt covenants over this period was the impact of a reduction in customer
collectionsasa result onOVID-19.

We considered whether these.risks could plausibly affect the liquidity or covenant compliance in the going concern period by assessing
the degree of downside assumption that, individually and collectively, could resultin aliquidity issue, taking into account the current
and projected cash and facilities (a reverse stress test).

We assessed the combleteness ofthe going concern disclosure.

. Our conclusionsbased on this work:

. we consider that the Directors’ use of the going concern basis of accounting in the preparation of the financial statementsis

appropriate;
. we have notidentified, and concur with the Dlrectors assessment that there isnot, a material uncertainty related to events

or conditions that, individually or collectively, may cast significant doubt on the Company's ability to continue as a going
concern for the going concern period; and -
. we found the going concern disclosure in note 1 to be acceptable.

However, as we cannot predict all future events or conditionsand as subsequent events may resultin outcomes that are inconsistent
with judgements that were reasonable at the time they were made, the above conclusionsare not a guarantee that the Company will
continue in operation. :

Fraud and breachesof laws and regulations — ability to detect
Identifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud (“fraud risks”) we assessed events or conditions that could indicate an incentive
or pressure to commit fraud or provide an opportunity to.commit fraud.
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Independent auditor’s reportto the members of DWr Cymru Cyfyngedig (continued)

Our risk assessment proceduresincluded:

. Enquiring of directors, the audit committee, internal audit and inspection of policy documentation as to the Company’s high-
level policies and proceduresto prevent and detect fraud, including the internal audit function, and the Company’s channel
for “whistieblowing”, as well as whether they have knowledge of any actual, suspécted or alleged fraud.

. Reading Board/ audit committee minutes.

. Considering remuneration incentive schemes and performance targets for management/ directors including the AVPS and
LTVPS target for management remuneration. )

. Using analytical procedures to identify any unusual or unexpected relationships.

We communicated identified fraud risks throughout the audit team and remained alert to any indications of fraud throughout the audit

As required by auditing standards, we perform procedures to address the risk/ofmanagement override of controls, in particular the risk
that Company management may be in a position to make inappropriate accounting. On this audit we do not believe there isa fraud risk
related to revenue recognition because of the regulated nature of the revenues récognized and limited opportunity or incentive for
management to manipulate these revenues.

We performed proceduresincluding:

‘e Identifyingjoufnal entries and other adjustments to test based on risk criteria and comparing the identified entries to
supporting documentation. These included fixed asset, and cash entries made to unrelated accounts.

. Assessing significant accounting estimates for bias.
Identifying and responding to risks of material misstatement due to non-compliance with laws and regulations

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the financial statements
from our general commercial and sector experience, through discussion with the directors and other management (as required by
auditing standards), and from inspection of the Company‘s. regulatory and legal correspondence and discussed with the directorsand
other management the policiesand proceduresregarding compliance with laws and regulations. ’

We communicated identified laws and regulations throughout our team and remained alert to any indications of non-compliance
throughout the audit. '

The potential effect of these laws and regulatiohs on the financial statements varies considerably.

Firstly, the Company is subject to laws and regulations that directly affect the financial statements including financial reporting
legislation (including related companies legislation), distributable profits legislation, taxation legislation, pension legislation and we
assessed the extent of compliance with these laws and regulations as part of our procedureson the related financial statementitems

Secondly, the Company is subject to many other laws and regulations where the consequences of non-compliance could have a material
effect on amountsor disciosuresin the financial statements, for instance through the imposition of fines or litigation or the loss of the
Company’s license to operate. We identified the following areas as those most likely to have such an effect: compliance with OFWAT
regulatory legislation, environmental legislation, water quality, health and safety and employment law recognising the financial and
regulated nature of the Company’s activitiesand itslegal form. Auditing standards limit the required audit procedures to identify non-
compliance with these laws and regulations to enquiry of the directorsand other management and inspection of regulatory and lega
correspondence, ifany. Therefore ifa breach ofoperat'ional regulationsis not disclosed to us or evident from relevant correspondence,
an audit will not detect that breach.

.Context of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there isan unavoidable risk that we may not have detected some material misstatements
in the financial statements, even though we have properly planned and performedour auditin accordance with auditing standards. For
example, the further removed non-compliance with lawsand regulationsis from the events and transactions reflected in the financial
statements, the less likely the inherently limited procedures required by auditing standards would identify it.

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as these may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of intemal controls. Our audit procedures are designed to detect material misstatement.
We are not responsible for preventing non-compliance or fraud and cannot be expected to detect non-compliance with all laws and
regulations. \
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Independent auditor’s ré’portto the membersof DWrCymru Cyfyngedig (continued)

Strategic réport and Directors’ report

The directorsare responsible for the strategic report and the qirecto'rs’ report. Our opinion on the financial statements does not cover
those reportsand we do not expressan audit opinion thereon. ’ :

Our responsibility is to read the strategic report and the directors’ report and, in doing so, consider whether, based on our financial
statements audit work, the information therein is materially misstated or inconsistent with the financial statements or our audit
knowledge. Based solely on that work:

. we have not identified material misstatementsin the strategic report and the Directors’ report;
. ” in our opinion the information given in those reports for the financial year is consistent with the financial statements; and
. in our opinion those reports have been prepared in accordance with the Companies Act 2006.

Matters on which we are required to report by exception
Under the Companies Act 2006, we are required to report to you if, in our opinion:

. adequate accounting records have not been kept, or returns adequate for our audit have not been received from branches
not visited by us; or :

. the financial statements are not in agreement with the accountingrecords and'returns; or
. certain disclosures of Directors’ remuneration specified by law are not made; or
. we have not received all the information and explanations we require for our audit.

We have nothing toreportin these respects.

Directors’ fesponsibilities

.

As explained more fully in their statement set out on page 13, the directors are responsible for: the preparation of the financia
statements and for being satisfied that they give a trué and fair view; such internal control as they determine isnecessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error; assessing the company’s
ability to continue asa going concern, disclosing, as applicable, matters related to going concern; and using the going concern basis of *
accounting unless tHey eitherintend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from materia
misstatement, whether due to fraud or error, and to issue our opinionin an auditor’s report. Reasonable assurance isa high level of
assurance, but does not guarantee that an audit conducted in accordance with ISAs (UK} will always detect a material misstatement -
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements.

A fuller description of our responsibilitiesis provided on the FRC’s website at www.frc.org.uk/auditorsresponsibilities.
The purpose of our audit work and to whom we owe our responsibilities

This reportis made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit work has been undertaken so that we might state to the company’s members those matters we are required to state to them
inan auditor'sreport and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members, as a body, for our audit work, for thisreport, or for the opinions we have
formed. ' ’

James Ledward (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

3 Assembly Square

Britannia Quay

Cardiff

CF10 4AX

4 June 2021
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Income statement for the year ended 31 March 2021

, - 2021 2020
" Continuing activities Note £m '  £m
Revenue o 2 776.2 ‘ 777.3
Operaiing costs: ) ' .
- Operational expenditure -3 (327.6) , (324.0)
- Exceptional item 3 (33.5) (10.5)
- Infrastructure renewals expenditure 3 (74.4) (96.5)
- Depreciation and amortisation 3 (333.1) - {315.1)
’ (768.6) (746.1)
Operating profit ) _ 7.6 31.2°
Profit on disposal of property, plant and equipment . ’ 0.1 0.4
. 7.7 31.6
Financial expenses: . '
Financialincome _ . 4a . 48 6.1
Financial expenses . 4a ) (139.0) (171.3)
Fair value gains/(losses) on derivative financial instruments  ~ 4b 394 (18.1)
' (94.8) (183.3)
Loss before taxation ' - (87.1) (151.7)
Taxation , " , . -5 138 . 2.0
Loss for the year A (73.3) (149.7)

‘The noteson pages 22 to 56 form part of these financial statements.
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Statement of comprehensive income for the year ended 31 March 2021

2021 © 2020
Note . Em £m
Loss for the year _ ) (733) - (149.7)
Items that will not be reclassified to profit or loss
Actuarial loss recognised in the pension scheme 21 (1.3) ' (0.9)
Related deferred tax } 6 ' 0.3 . 027
Revaluation of property, blant and equipment ‘s 7 28.6 : 132.0
Related deferred tax . 6 (5.4) (52.1)
22.2 79.2
Total comprehensive loss for the year ’ ' " (51.1) (70.5)
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BalancesheefasatSl March 2021 .

. 2021 . 2020
Note £m £m
Assets - '
Non-current assets _
Property, plant and equipment '8 5,808.8 5,748.6
Intangible assets ) 9 " 203.6 . 191.8
Other financial assets: . ' ’ )
- derivative financial instruments 14 ) 3.3 0.2
6,015.7 5,940.6
Currentassets ) . )
Inventories 4.3 4.0
Trade and other receivables 10 : 569.0 574.6,
Cash and cash equivalents ’ 11 : 208.8 658.7
Other financial assets: ’
- derivative financial instruments 14 4.5 0.1
. 786.6 ’ 1,237.4
Total assets ’ . 6,802.3 7,178.0
Liabilities
Current liabilities .
Trade and other payables : 12 (542.2) (564.1)
Provisions ‘ 16 (8.5) (6.4)
Other financial liabilities: . '
- borrowings ' 13 {77.5) ° (415.3)
- derivative financial instruments 14 (32:6) ) (23.4)
(660.8) (1,009.2)
Net current assets . 125.8 s 228.2:
Non-current liabilities ) '
Trade and other payables 12 (401.9) (314.4)
Employee benefits . 21 R (89.9) (87.4)
Provisions ’ - 16 (7.8) (8.7)
Other financial liabilities: : -
- borrowings . 13 ‘ (3,744.2) (3,760.1)
- derivative financial instruments o 14 (237.7) (278.7)
Deferred tax - net D 6 (473.0) (481.4)
' _ (@,954.5) (4,930.7)
Total liabilities ... (5,615.3) (5,939.9)
Net assets : 1,187.0 ’ 1,238.1
Equity
Share capital 17 ' 309.9 309.9
‘Capital redemptidn reserve - -166.2 166.2
Revaluation reserve : 7 . 7321 778.7
Retained earnings ) (21.2) (16.7)
Total equity ' ) 1,187.0 ) 1,238.1

The financial statementson pages 17 to 56 were approved by the Board of Directorson 4 June 2021 and were signed on its
behalfby: .

P M Davis
Chief Financial Officer
Registered N22366777
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Statement of changes in equity forthe year ended 31 March 2021

Capital _ »
Shal_'e redemp;ion Revaluation Retained Total
capital ) reserve - _reserve earnings . equity
£m £m £m £m £m :
At 1 April 2019 3099 166.2 769.5 68.0 1,308.6
Loss for the year ‘ - - - ] - (149.7) (149.7)
Actuarial loss net of tax - ' - 7 s - 0.7) 0.7)
Revaluation net of tax : - - - 799 - 79.9
Transfer to retained earnings - - . (65.7) 65.7 ol
At 31 March 2020 309.9 166.2 778.7 (-16.7) 1,238.1
Loss for the year - - - o (73.3) (73.3)_ °
Actuarial loss net of tax - - - (1.0) (;.0)
Revaluation net of tax | R T ' - 232
Transfer to retavin'ed earnings - - (69.8) B 69.8 ) -
At 31 March 2021 309.9 V . 166.2 732.1 (21.2) 1,187.0
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Cash flow statement for the year ended 31 March 2021

2021 2020

Note £m £m
Cash flow from operating activities
.Cash generated from operations ™ ) 18 347.5 340.9
Interest paid : (110.7) (136.8)
Income tax received A ] 2.5 2.1
Net cash flow from opgrating activities . : . 239.3 206.2
Cash flow from investing activities .
Interest received 5.1 6.0
Purchase of property, plant and equipment (277.8) (337.0)
Purchase of intangible assets . (44.6) ° (46.1)
Grants and contributionsreceived - : 18.2 . 246
Proceeds from sale of property, plant and equipment . 0.2 0.6
Net cash flgw'from_ investing activities . . (298.9) - (351.9)
Net cash flow before financiné activities . {59.6) (145.7)
Cash flow from financing activities
Repayment of borrowings ) . (2.6) (140.1)
Intercompany loan received - 495.6
Long-term loans repaid (20.7) -
Loan repaid to group undertaking ’ {354.1) . (29.1)
Payment of lease liabilities ' (12.9) (12.3)
Net cash flow from financing activities (390.3) 314.1
{Decrease)/increase in cash and cash equivalents - . 19b . (a49.9) 168.4
Cash and cash equivalentsat 1 April 658.7 490.3
Cash and cash equivalents at 31 March 11 208.8 ’ 658.7
s

* Exceptional costs are included in cash flows generated from operations.
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Notes to the financial statements

Accounting policies for the year ended 31 March 2021

Dwr Cymru Cyfyngedig (the Company) is a private company incorporated, domiciled and registered in Walesin the UK. The
registered numberis 2366777 and the registered addressis Linea, Fortran Road, St Mellons, Cardiff, CF3 OLT.

The principal accounting policies adopted in the preparation of these financial statementsare set out below. These policies
have been applied consistently to both of the years presented.

Basis of preparation

The financial statements of DWr Cymru Cyfyngedig statements have been prepared and approved by the Directorsin
accordance with international accounting standards in conformity with the requirements of the Companies Act 2006. The
financial statements have been prepared under the historical cost convention, as modified by the revaluation of fixed assets,
financial assets and liabilities (including derivative financial instruments) at fair value through profit or loss. The
presentatlonal currency of these accountsis GBP and all balances are shown roundedin £m.

The preparation of financial statements to conform with IFRS requires the use of certain critical accounting estimates. It also
requires management to exercise its judgement in the process of applying the Group’s accounting policies. The areas
including a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the
financial statements, are disclosed on page 31.

Going concern

The financial statements have been prepared on the going concern basis as the Directors have a reasonable expectation that
the Company has adequate resources for a period of at least 12 months from the date of their approval and, that there are
'no material uncertainties to disclose.

In assessing the app(opriatenessﬁfthe going concern basis of accounting the Directors have reviewed the resources available
to the Company in the form of cash and committed bank facilities as well as consideration of the Company’s capital adequacy, |
along with abaseline plan which reflects a view of the estimated impact of the COVID-19 pandemic on the Company.

This baseline plan assumes that the lifting of restrictions continues to follow the Government’s 22 February Roadmap, which

would ease restrictionsin June, with elements of social distancing continuinginto the foreseeable future. Unemployment is

assumed to peak around 6.5% at the end of 2021, recovering slowly to pre-pandemic levels by 2025; CPIH falls to an average

of 1.5% during 2021 and recovers to the government’s long-term target of 2% in 2022/23. The worst-case scenario impacton’
turnover is considered to be behind us, with 2020/21 seeing a circa £21m reduction in non-household revenues (12%,

demand-driven), with a further circa £5m of revenue voluntarily abated, offset by anincrease in household revenuesofcirca

£9m. However under regulatory mechanisms lost revenues are recoverable in future years.

This baseline plan has then been subject to a furthermore extreme downside stress scenario, which assumes an additiona
drop in CPIH to -2%, recovering to 3% by March 2023 and unemployment at around 6.5%. Consequential impacts on the
Group’s cost base are greater pressure on bad debts (circa £4m per annum through to 2022/23) aswell as further reductions
inrevenues.

Reduced cash flows would impact on key financial metrics, in particular interest cover ratios. In the extreme downside
scenario, gearing and interest coversretain significant headroom within the trigger levels specified in borrowing covenants
and whilst the reduced cash flows weaken financial metrics, they remain within rating agencies’ guidance for currentratings

Having considered these matters, the Directorsdg not believe there are any material uncertainties to disclose in relatlon to
the Company s ability to continue asa going concern.
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Notes to the financial statements (continued)

Changes in accounting policies and disclosures

The following new standards, amendments and interpretations have been adopted by the Company for the first time for the
financial year beginningon 1 April 2020: )

e IFRS 9 ‘Financial Instruments’, IAS 39 ‘Financial Instruments: Recognition and Measurement’ and IFRS 7 ‘Financial
Instruments: Disclosures’ amendments relating to Interest Rate Benchmark Reform (‘IBOR’) reform Phase 1

exceptions. )
e |FRS 3 ‘Business Combinations’ amendments to the definitions of a business
e IFRS 16 amendments relafing to COVID-19 related rent concessions
e IAS 1 'Presentation of Financial Statements and IAS 8 ‘Accounting Policies, Changingin Accounting Estimates and
Errors’ amendments to the definition of materiality
e  Conceptual framework revision
The adoption of these standards, amendments and interpretations has not had a material impact on the financial statements
of the Company or parent company.

IFRS, IAS 39 and IFRS 7 amendments relating to IBOR:

The Phase 1 exceptions modify specific hedge accounting requirements which allow for the aséumption that the interest rate
benchmark on which the hedged cash flowsand cash flows from hedged instruments are based will not be altered asaresult
of the interest rate benchmark reform. This exception is not intended to provide relieffrom any other consequences arising
from the interest rate benchmark reform, such as the discontinuation of hedge accounting due to a termination of the hedge
relationship. It also ‘identifies the specific disclosures about the extent to which the Group’s hedging relationships are
affected. '

The Phase 1 exceptionsdid not impact the Gyroup at the balance sheet date as the Group’s hedged instruments do not qualify
for hedge accounting. For transparency and understanding of the potential impact the IBOR reforms have on the Group’s
Treasury dealings, we have included an impact assessment below:

Following the financial crisis, the reform and replacement of benchmark interest rates such as GBP LIBOR and Gther interbank
offered rates (IBORs) has become a priority for global regulators. The Financial Conduct-Authority (FCA} has set UK financial
institutions a deadline of 30th September 2021 to agree and implement LIBOR reform language changes, which will impact
several of the Group's bilateral Treasury contracts. The Group’s risk exposure that is directly affected by the interest rate
. benchmark reform is £100m floating-rate debt (see note 15). This is made up of £1,405m of floating rate nominal debt
consisting of a mixture of loans, leases, and Revolving Credit Facility {'RCF’), offset by £741m notional swaps value. The Group
has hedged thisdebt with interest rate swaps and index-linked swaps, although the Group does not hedge account for any
of its derivatives. At 31 March 2021, the Group had fixed the interest rate through interest rate swaps on £192m of floating
rate liabilities, and index-linked the interest rate on £391m notional value of lease liabilities by reference to the Retail Price
Index.

N .

It is currently expected that Sterling Overnight Index Average (SONIA) will replace GBP LIBOR. There are key differences
between GBP LIBOR and SONIA. GBP LIBOR is a ‘term rate’, which meansthatitis published for a borrowing period, and itis
‘forward-looking’, because it is published at the beginning of the borrowing period. SONIA is currently a ‘backward-looking’
rate;itisbased on overnight rates from actual transactions, and it ispublished at the end of the overnight borrowing period.
Furthermore, GBP LIBOR includes a credit spread over the risk-free rate, which SONIA does not. To transition existing
contractsand agreements that reference GBP LIBOR to SONIA, adjustments for term differences and credit differences might
need to be applied to SONIA, to enable the two benchmark rates to be economically equivalent on transition.
The Board has established a project plan to oversee the Group’s GBP LIBOR transition. This transition project will indude
changes to policies, processes, risk and valuation models, as well as managing.related tax and accountingimplications. The
Group currently anticipates that the areas of greatest change wilt be amendments to the contractual terms of GBP LIBOR-
referenced floating-rate debt and swaps. : ’
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Notes to the financial statements (continued)

Future changes to accounting standards

At the date of approval of these financial statements, the following Standard and Amendments, which have not been applied
in these financial statements, were inissue but not yet effective:

Standards

. IFRS 17 — Insurance Contracts

Amendments

] -1AS 1 amendments — Classification of liabilities

. IAS 16 amendments— Proceeds before intended use

LI IFRS 9 ‘Financial Instruments’, IAS 39 ‘Financial instruments: Recognition and Measurement’ and IFRS 7 ‘Financial

Instruments: Disclosures’ amendments relating to Interest Rate Benchmark Reform {'IBOR’) reform Phase 2

exceptions.

. IFRS 3 amendments - Reference to the conceptual framework

. IAS 37 amendments— Cost of fulfillinga contract

. IFRS 10 and IAS 28 amendments—Sale or contnbutlon of assets between an investor and its associate or joint
venture

. " 1AS 8 amendments - Distinction between accounting policies and accounting estimates

. 1AS 41 amendments

] IFRS 9 amendments— derecognition of financial liabilities

. Annual Improvements 2018-20

The Directors anticipate that the adoption of this Standard and- Amendments in future periods will have nc material impact
on the financial statements of the Company or parent company.

Revenue recognition

Revenue represents the income receivable in the ardinary course of business for services provided, excluding value added
tax. Where serviceshave been provided, but for which no invoice hasbeen raised at the year-end, an estimate of the value
isincluded in revenue.Revenuerecognised reflects the value of services provided to customersin the year. Where customers
have made payments in advance as at the year end, thisis recognised as deferred income.

Revenue isrecognised when a customer obtains control of a good or service and thus has the ability to direct the use of and
obtain the benefits from the good or service. The Company recognises that contracts with customers are, in a majority of
cases, governed by legislative requirements rather than discrete commercial arrangements. As a result, the application of
judgementisimportantin determining the most appropriate treatment of certain income streams.

The key consideration in respect of the Company’s activities is where revenues from bundled goods and services require
separation, which may resultin deferring or recognising revenue immediately. Our core water and sewerage supply services
(including retail) constitute more than 95% of total income and there is a clear performance obligation satisfied over a
measured period of time; however, there are some peripheralincome streams which do require morein-depth consideration.
All water companies have a legal obligation to allow third parties to establish an authorised connectionto theirnetworks and
a number of activities may be necessary in order to achieve this, giving rise to the following transactions and accountlng
treatmentsunder IFRS 15:

Connection charges: these are amounts received from developers for connection to the network which we recognise as
income on delivery of that performance obligation.

Infrastructure charges and requisitions: third party contributions towards the Company’s obligation to ensure future service
provision to the connection or mains over its life; we estimate that an average connection lasts for 80 years and defer the
release of charges over that period.

Asset adoptions: usually sewers adopted at no cost, whereby the receipt of the asset is out of scope of IFRS 15 and should
therefore be recognised at fair value (with deferral of related non-cash income).

Diversions: payment in return for moving a water or sewer main to. accommodate other infrastructure changes. The
performance obligation is to move the main, with no additional asset creation, therefore revenue is recognised immediately.
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Notes to the financial statements (continued)

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision-
maker. The chief operating decision-maker, who is responsible for allocating resources and assessing performance of the
operating segment, has been identified as the Board.

Exceptional items

Exceptional items are those significant items which are disclosed separately by virtue oftheir size and/or nature to enable a
true understanding of the Company’s performance.

Property, plant and equipment

The economic value of the Company’s water and sewerage business is derived from the Regulatory Capital Value (RCV) set
by Ofwat during its five yearly price reviews. The Company considers that a fair value approach to valuing its assets better
reflectsthe underlying value of the assets than historical cost accounting which understates the assets’ current value in use.

As at 31 March 2021 the total value of tangible and intangible fixed assets has been revalued to the Company’s ‘shadow RCV' -
(Regulatory Capital/Asset Value), being the 31 March 2021 RCV published by Ofwat in its PR19 Final Determination as
adjusted for the impact of any totex over/underspend and the Qutcome Delivery Incentive rewards/penalties. The classes of
asset impacted are infrastructure assets and operational structures. ,

The carrying value of assets is revnewed for impairment if circumstances dictate that the carrying value may not be

recoverable; asset lives and residual values are reviewed annually. .
Property, plant and equipment comprise: .
a) Infrastructure assets (being mains and sewers, impounding and pumped raw water storage reservoirs, dams, sludge

pipelines and sea outfalls); and
b)l Other assets (including properties, overground operationai structures and eq'uipment,,and fixtures and fittings).

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 componentsrepresenting categories of asset classes
with similar characteristics and asset lives. The wastewater system is segmented into components representing geographica
operating areas, reflecting the way the Company operatesits 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 rebairing and maintaining the
operating capability of individual infrastructure components, “infrastructure renewals expenditure”, isexpensed in the year
in which the expenditure isincurred. :

The depreciation charge for infrastructure assets is determined for each component of the network and is based on each
component’s cost, estimated residual value and the expected remaining average useful life. The useful average economic
lives of the infrastructure componentsrange principally from 35 to 150 years.

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
Operational structures 5 - 80 years
Plant, equipment and computer hardware 3-40vyears ‘

Assets in the course of construction are not depreciated until commissioned. Land is not depreciated.
Borrowing costs

Borrowing costs are general and specific borrowing costs directly attributable to the acquisition, construction and production
of qualifying assets. Qualifying assets are assets that necessarily take a substantial period of time to get ready for their
|ntended use or sale.
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Notes to the financial statements (continued)

Intangible assets

Intangible assets, which comprise principally computer software, systems developments and research and development, are
included at cost less accumulated amortisation. Cost reflects purchase price together with any expenditure directly
attributable to bringing the asset into use, includingdirectly attributable internal costs. Research expenditure isrecognised
as an expense as incurred. Costs incurred on development projects are recognised as intangible assets when the relevant
recognition criteria are met (as per IAS 38).

The carrying values of intangible assets are reviewed for impairment if circumstancesindicate they may not be recoverable.
Intangible assets are amortised on a straight-line basis over their estimated useful economic lives,-which range between 3
and 20 years. These asset lives are reviewed annually.

IFRS 16 ‘Leases’ Accounting policy

The Group recognises a right-of-use asset and a lease liability at the lease commencement date. The right-of-use asset is
initially measured at cost, and subsequently at cost less any accumulated depreciation and impairment iosses and adjusted
for certain re-measurements of the lease liability.

The Group presents right-of-use assets that do not meet the definition of investment property in property, plant and
equipment and Iease liabilitiesin borrowingsin the balance sheet.

The lease liability is initially measured at the present value of the lease payments that are not paid at the commencement
date, discounted using the interest rate implicit in the lease or,.if that rate cannot be readily determined, the Group’s
incremental borrowing rate. Generally, the Group usesitsincremental barrowing rate as the discount rate.

The lease liability is subsequently increased by the interest cost on the lease liability and decreased by lease payments made.
Itisre-measured when there isa change in future lease payment arising from achange in anindex or rate or, as appropriate,
changes in the assessment of whether a purchase or extension option isreasonably certain to be exercised or a termination
option isreasonably certain not to be exercised.

The Group has also elected to apply a single discount rate to the portfolio of leases that are deemed to have reasonably
similar characteristics as well as to exclude any initial direct costsin the measurement of the right-of-use asset. The discount
rate of 4% is based on the Company’s estimated incremental borrowing rate

All other leases that do not involve right-of-use assets are charged to the income statement over the period of the lease.
When the Group acts as a lessor, it determines at lease inception whether each lease is a finance lease or an operating lease.
“To classify each lease, the Group makes an overall assessment of whether.the lease transfers substantialty all the risks and
rewards incidental to ownership of the underlyingasset. If this is the case, then the lease is a finance lease; if not, then itis
an operating lease. As part of this assessment, the Group considers certain indicators such as whether the lease is for the

major part of the economic life ofthe asset.

The Group has used a number of practical expedients when applymg IFRS 16 to leases previously classified as operating leases
under IAS 17. In particular the Group: .

. did not recognise right of use assets and liabilities for leases for which the Iease term ends within 12 months of the
" date of initial application;

. did not recognise right of use assets and liabilities for leases of low value assets (e.g. IT equipment);

. excluded initial direct costs from the measurement of the right of use asset at the date of initial application: and

. used hindsight when determiningthe lease term.

Grants and customer contributions

Grants and customer contributions in respect of expenditure on property, plant and equipment have been offset against
these assets. Grants in respect of revenue expenditure are credited to the income statement over the same period as the
related expenditure isincurred.

Capital expenditure programme incentive payménts

The Company’s agreements with its construction partnersinvolved in delivering capital expenditure programmesincorporate
incentive bonusespayable after completion of the programmes.
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Notes to the financial statements (continued)

Other financial liabilities (continued)

During the year to 31 March 2021, none of the Company’s derivatives qualified for hedge accounting (2020: none). These
instruments are carried at fair value with changes in fair value being recognised immediately in the income statement.

Financing income and expenses

Financing expensesinclude interest payabie, indexation on index-linked borrowings, index-linked swaps and finance charges
on lease liabilities recognised in profit or loss using the effective interest method. Borrowing costs that are directly
attributable to the acquisition, construction or production of an asset that takes a substantial time to be prepared for use,
are capitalised as part of the cost of that asset. Financingincome comprise interest receivable on fundsinvested.

Interestincome and interest payable isrecognised in profit or loss as it accrues, using the effective interest method.

Taxation

The Company continues to invest heavily in capital expenditure for the benefitof our customers. The tax relief for this capita
expenditure and the interest we pay to fund it have the effect of delaying corporation tax payments to future periods. income
tax for the year comprisescurrent and deferred tax. Tax is recognised in the income statement, except to the extent that it
relatestoitemsrecognised in other comprehensive income or directly in equity, respectively. Currenttaxis the expected tax
payable on the taxable income for the year using rates substantlally enacted at the balance sheet date, and any adjustments
to tax payable in respect of prior.years.. N

Amounts receivable from tax authorities in relation to research and development tax relief under the RDEC scheme are

recognised within operating profit in the period in which the research and development costs are treated as an expense.

Where amounts are outstanding at the year end and have not been formally agreed, an appropriate estimate of the amount
is included within other receivables.

Deferred taxation

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the consolidated financial statements. However, the deferred income tax
isnot accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business combination
that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantively enacted by the balance sheet date and are expected to
apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax has been recognised in relation to rolled-over gains except for where reinvestment hasbeen made in
certain operational assets which the Company plans to use until the end of their useful economic life. The Company
anticipates that these assets will then be scrapped for negligible proceeds, or proceeds less than their tax base, and therefore
no chargeable gain is expected to arise in the future.

Deferred income tax assets are recognised to the extent thatit is probable that future taxable profits will be available against
“which the temporary differences can be utilised.

. Provisions

Provisions for restructuring costs, dilapidations, uninsured losses and losses on swap closure are recognised when the
Company has a present legal or constructive obligation as a result of past events, itis probable that an outflow of resources
will be required to settle the obligation, and the amount has been estimated reliably. Restructuring provisions comprise
employee severance and pension fund top-up'costs Where the Company 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. Provisions are not recognised for future operating losses.

Where there isa number of similar obligations, the likelihood that an outflow will be-required in settlement is determined by
considering the class of ‘obligations as a whole. A provision is recognised even if the likelihood ofan outflow with respect to
any one itemincluded in the same class of obligation may be small.
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Notes to the financial statements (continued)

Financing risk management objectives and policies

Treasury activities are managed centrally by the Group within a formal set of treasury policies and objectives, which are
reviewed regularly and approved by the Board. The policies specifically prohibit any transactions of a speculative nature and
the use of complex financial instruments. Certain detailed policies for managing interest rate, currency, inflation risk and
liquidity risk are approved by the Board and may be changed only with the consent of DWr Cymru Cyfyngedig’s Security
Trustee. The risk is mitigated further by limiting exposure to any one counterparty.

The Company uses financial instruments to raise finance and manage operational risk; these instruments principally include
listed bonds, leases, bank loan facilities and derivatives.

" Credit risk

The Group has a prudent policy for investing cash and short-term bank deposits set by the bond documentation within the
Common Terms Agreement. Deposits can be placed with the Group’s Account Bank for overnight risk only or for up to one
year with counterparties that have a minimum short-term rating of A1/P1/F1 from Standard & Poor’s, Moody's and Fitch
Ratings respectively. Deposits of over one year are placed with counterparties having a minimum long-term rating of AA-
/Aa3/AA-. '
In practice, the Group has adopted a more prudent approach to cash management and timed deposits are placed for a
maximum of 35 days4 with banks subject to minimum long-term rating criteria of A-/A3/A-. Bonds can be purchased from
certain AA-rated counterparties with maturities of up to one year and commercial paper purchases of up to one year can be
placed with certain AAA-rated supranationals only. The maximum cash investment with a single counterparty was £100m
(2020: £100m).

Interest rate risk

The Group hedges at least 85% of its total outstanding financial liabilities 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. Therefore, subject to market constraints and 8oard approval, the Group may seek to raise new debt through
index-linked instruments or enter into appropriate hedging transactions.

The Group analyses itsinterest rate exposure on a dynamic basis. Various scenarios are simulated takinginto consideration
refinancing, renewal of existing positions, alternative financing and hedging. Of total borrowings of £3,707m asat 31 March
2021 (2020: £4,055m) £45m related to fioating rate debt (2020: none). The Group therefore considers overall interest rate
exposure at the balance sheet date to be minimal.

As at 31 March 2021, 99% (2020: 100%) of the Group’s gross debt was at fixed or index-linked (RPI) rates of interest after
taking into account interest.rate and RPI swaps. The hedges established to manage interest rate risks are economic in nature,
but do not satisfy the specific requirements in order to be treated as hedges for accounting purposes. Accordingly, all
movementsin the fair value of derivative financial instrumentsare reflected in the income statement. Thishas resulted ina
net liability of £262m in the Company’s balance sheet at 31 March 2021 (2020: £302m) but, assuming that the swaps are held
to maturity, this will ultimately reduce to £nil.

Power price hedges

N

The Company enters into contracts which fix the price of a proportion of future power purchases in order to reduce the
impact of power price variances. These contracts qualify as financial instruments and are included within the financial
statements. ¢ )

Refinancing risk

Refinancing risk is managed by maintaining a balance between the continuity of funding and flexibility through the use of
borrowingsacross a range of instruments, types and maturities. The Group’s policy is to ensure that the maturity profile does
not impose an excessive strain on its ability to repay loans. Under this policy, no more than 20% of the principal of Group
borrowingsof £3,707m (2020: £4,055m) can fall due in any 24 month period.
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Notes to the financial statements (continued)

Liquidity risk

The Group maintains committed banking facilitiesin order to provide ﬁexibility in the management ofits liquidity. Under the
Common Terms Agreement which governs obligations to bondholders and other financial creditors, the Group is required to
have cash available to fund operations for 12 months. ’

During the year the Group renewed all four of itsrevolving credit facilities and increased three of them by £10m each. As at
31 March 2021, the Group had committed undrawn borrowing facilities of £200m (2020: £170m) and cash and cash
equivalents (excluding debt service payments account) of £187m (2020: £657m). The undrawn facilities are available for two
years with a one year extension option. There isalso a £10m overdraft facility renewable on an annual basis.

As at 31 March 2021 there was also a special liquidity facility of £135m (2020: £135m); thisis required in order to meet certan
interest and other obligations that may not be funded through operating cash flow in the event of a standstill being declared
by the Security Trustee, following an_event of default under the Group’s debt financing covenants. The facnllty has been -
provided by an insurance provider and isrenewable on a rolling five-year evergreen basis.

@

Capital risk

The Company’s objective when managing capital is to safeguard its ability to continue as a going concern. Given the regulatory
environment in which'the (‘:ompa'ny operates, capital is monitored on the basis of the gearing ratio. This is calculated as net
debt (as defined in borrowing covenants) as a proportion of the Company’s Regulatory Capital Value and linked to the
movementsin the Retail Prices Index and determined by Ofwat. As at 31 March 2021 gearing was 60% (2020:,60%).

l

In respect of the risks detailed above, further quantitative disclosuresare provided in note 15.

(e
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Notes to the financial statements (continued)

Critical accounting estimates and judgements '

The preparation of financial statements conforming to IFRS requires the use of estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the financial statementsand the reported amounts of revenue and
expenses during the reporting period. Although these estimates are based on management'’s best knowledge of the amount,
event 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 expected cash flows.
Collective impairmentlosses on receivables with similar credit risk are calculated using a statistical model. Management uses
standardised collection ratesto determine the level of bad debts provisions. These are as follows:

Measured debt based on historical evidence:
. 95% collection of debt less than one year old; and

. no collection of debt over one year old.

Unmeasured debt based on historical evidence:

. 80% collection of debt less than one year old; and
. 5% collection of debt between one and four years’ old; and
. no collection of debt over four years’ old.

Accounting estimate: the probability of fallmg to recover a debtis based on expected credit loss, determined by past
experience and expected future movements in collection rates, adjusted for changes in external factors (including the
estimated impact of the COVID-19 pandemic). 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 £3.9m (2020: £4.1m)
Charging orders are secured against property owned by customers, providing security over debt owed. We make an
assumption that 90% of these charging orders will be received. To the extent that this assumption was to alter by 10%, the
provision for impairment would increase or decrease by £1m (2020: £1m). . .

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, priceinflationand mortality rates, which are used to calculate the
present value of the estimated future cash outflows that will be required to meetthe pensionobligations. In determining the
discount rate to uSe, the Company 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 as at 31 March 2021 would increase or reduce by £9.8m (2020: £8.7m).
The key assumptions include: discount rates, RPI, pay growth, mortality and increases to pensionsin payment and deferred

_pensions. It should be noted that actual rates may differ from the assumptions used due to changing market and economic
conditions and longer or shorter lives of participantsand, as such, this representsé key source of estimation uncertainty. A
further source of estimation uncertainty pertains to the inflation risk premium (IRP) which has been set at 0.6% this year,
compared with 0.4% in the prior year, which has increased as a resuit of our view on the market’s uncertainty and volatility.
The impact of the charige in the IRP applied representsa significant area of judgment, with the change expected to have an
impact of reducing the obligation by circa £19m. Sensitivitiesin respect of the assumptions used during the year are disclosed
innote 21.

If the scheme’s assets underperform relative to the discount rate used to calculate the liabilities, this will increase the value
of the projected deficit. With the exception of cash, assets consist of pooled investment funds, alternative strategy funds and
property funds which are not quoted on an active market. Of total assets amounting to £443m (2020: £388m), assets with a
fair value of £100m (2020: £147m)are Level 3 financial assets; these are considered tobe theleast liquid and hardest to value
and are therefore subject toa higher degree of estimation. The fair value of these assets has been estimated based on the
latest available observable prices, updated with reference to movementsin comparable observable indices to the reporting
date, and adjusted for judgements to reflect differences in the liquidity and credit components of the asset pricing. A 5%
movement in the fair value of these Level 3 financial assets would increase or decrease the overall carrying value of the
pension liability by £5.0m (2020: £7.4m). (See also note 21.)

o
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Notes to the financial statements (continued)

COVID-19 accounting judgement impact on pension benefits

The mortality assumption used to calculate the present value of the pension obligationsis broken down into two distinct
parts. Firstly, current mortality rates (base table), and secondly, how these rates should allow for future improvements. For
the present value calculation, the S3PxA base tables have been used with improvementsin line with the Continuous
Mortality investigation (CMI) 2018 projection model, with along-term trend rate of 1.0% b.a. These assumptions remain
unchanged from those adopted last year and are consistent with the mortality assumptions currently used for funding
purposes. Future period assumptions will be updated following the completion of the formal triennial valuation of the
Scheme as at 31 March 2022. No allowance has been made in these disclosures for the impact of COVID-19.

No accountingestimate has been made in these accounts to predict the long-term impact of COVID-19 on life expectancies
due to the current number of uncertainties surrounding this estimate. Furthermore, the CMI has not made any allowance for
COVID-19 within their latest projection model but will monitor the position as more data becomes available. The CMI model
isused by UK pension schemes and insurance companies which need to make assumptions about future mortality rates. The
CMI have stated that mortality experience during 2020 is likely to be an outlier and not indicative of the future path that
mortality rates will follow. For this reason, the CMI places no weight on the data for 2020 when projecting mortality rates
into the future and therefore the assumptions used to calculate the present value of pension obligations, with no explicit
allowance for COVID-19, remain appropriate at the current time.

. Fair Value Estimation

In accordance with IFRS 13 Fair Value Measurement trading and treasury derivatives of the Company are categorised into
different levels:

- Level 1: quoted prices (unadjusted)in active markets for identical assets or liabilities.

- Level 2: inputs other than quoted pricesincluded within Level 1 that are observable for the asset or liability, either
directly (that s, as prices)or indirectly (that is, derived from prices).

- Level 3: inputs for the asset or liability not based on observable market data.

All of the Company’s treasury derivatives are categorised as Level 2. In accordance with IFRS 13 an adjustment factor has
been applied to the swaps based on industry standard practice to take into account credit risk by estimating future cash
flows based on applicable interest rate curves. Projected cash flows are then discounted back using discount factors which
are derived from the applicable interest rate curves adjusted for management’s estimate of counterparty and own credit risk,
where appropriate.

Trading derivatives, rélating to power price hedges, are categorised as Level 2 where marked-to-market valuations are
received for these trades. Where marked-to-market valuations are not received the fair values are estimated rather than
observable, and are therefore categorised as Level 3.

At 31 March 2021 the fair values of derivatives were as follows:

Level 2: Assets: Trading derivatives £3.9m, Treasury derivatives £nil. {(March 2020: Trading derivatives £0.1m, Treasury
derivatives £nil). .
Liabilities: Trading derivatives £nil, Treasury derivatives £270.3 (March 2020: Trading derivatives£1.2m, Treasury
derivatives £300.0m). . . .

Level3: Assets: trading derivatives £3.9m, Treasury derivatives £nil. (March 2020: Trading ‘derivatives £0.2m, Treasury
derivatives £nil).
Liabilities: trading derivatives £nil, Treasury_derivatives £nil (March 2020: Trading derivatives £0.9m, Treasury
gfrivatives £nil). .

Trading derivatives relate to power hedges. Treasury derivatives relate to interest rate swap contracts. All derivatives are
" recorded on the balance sheet at fair value. : .

Level 2 debtinvestmentsare valued using a discounted cash flow approach, which discounts the contractual cash flows using
discount rates derived from observable market prices of other quoted debt instruments of the counterparties.

Level 3 debt instruments are valued using a discounted cash flow approach, which discounts the contractual cash flows using
discount rates derived from observable market prices of other quoted debtinstruments of the counterparties. Level 3 debt
instruments are valued by comparing valuations from Level 2 trades for the same periods, with the valuations from
observable tradesbeinginfilated or deflated to allow for any fixed price variations. .
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Notes to the financial statements (continued)

Capitalisation

.

There is a high degree of judgement involved in determining whether costs, both initial and subsequent expenditure,
including employee and other internal expenditure on both infrastructure and non-infrastructure assets meet the retevant
criteria for capitalisation (directly attributable to the asset, provide probable economic benefit and can be measured
reliably) and therefore are included in the valuation of property, plant and equipmént, or alternatively should be expensed
immediately. Thisis monitored continually through a process of capital programme cost challenge and operating cost
scrutiny, complemented by a third-party analysis of the capital programme breakdown between maintenance costs
charged to the income statement and property, plant and equipment additions to the balance sheet.

2. Segmental information

The Directors consider that there is only one operating segment, beingthe operation of water and sewerage business (and
peripheral commercial activities) in the UK. As the Company has only domestic activity there is also only one geographical
segment; therefore, the disclosures for this segment have also already been given in these financial statements.

While the Company operates in ‘a single segment, its activities'can be disaggregated into the foIIoWing principal income
streams: - . : ’

N 2021 . 2020
. £m " £m
Regulated revenue '
Water ' ‘ - 3231 322.8
Sewerage ) . 399.8 3394.0
Retail 49:1 55.3
Total regulated revenue 772.0- 772.1
Other (non-regulated) : ' ‘ 4.2 . 5.2
Total revenue o 7762 7773

Regulated revenue relates to the provision of water, sewerage and related retail services operating under DWr Cymru
Cyfyngedig’s licence as part of the water industry and England and Wales, regulated by The Office of Water Trading (Ofwat).

Other (non-regulated) revenue relates to income streams which are not subject to Ofwat’s price control; these principally
. comprise activities which are peripheral and/or complementary to the Company’s core water and sewerage business.
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3. Operating profit

The following items have been included in arriving at the operating profit: .
2021 2020

£m . £m
Operating expenditure.
Power . B : 458 . 46.9
" Chemicals ) : 9.5 ©o11.3
Materials and equipment : 7.1 5.6
Vehiclesand plant : T . 6.7 8.2
Office expenses ) A . 5.6 6.7
Property costs . 4.7 , 4.2
Insurance : 6.6 . 4.9
Sewerage contractors : 201 19.8
Laboratories and analytical services 1.1 0.8
Collection commissions . . 28 2.7
IT contracts . ’ 14.6 14.0
Bought-in servicesand other costs - ) } 40.1 38.6
' 164.7 _ 163.7
Employee costs (note 20) . 168.1 165.8
Staff costs capitalised : (67.9) (69.6)
’ 100.2 96.2
Research and development credit ' ' (0.9) (1.3)
Trade receivablesimpairment ' : 20.9 25.2
Rates ' 26.5 24.2
.Natural Resources Wéles/Environment Agency charges 15.8 . 15.6
Feespayable to auditors . 0.4 0.4
_ Total operational expenditure . 327.6 3240
Exceptional item : 335 . 10.5
Infrastructure renewals expenditure . . : 74.4 96.5
Depreciation and amortisation . R
- Depreciation of property, plant and equipment 309.4 ) 293.2
- Release of deferred income ' ' 9.1) {(7.2)
- Amortisation of intangible assets ) 32.8 29.1.
Total depreciation and amortisation © 3331 315.1
Total operating costs - 768.6 746.1

The Cémpany incurred insignificant expensesrelating to short-term leases, leases of low-value assets or variable lease
payments in 2021 and 2020.

\
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Notes to the financial statements (continued)

Services provided by the Company’s auditors

During the year the Group headed by Glas Cymru Holdings obtained the following services from its auditors, all of which were
paid by the Company:

. 2021 2020

Auditfees ’ £000 - £000
Audit of parent company and consolidated financial statements 38 - 28
Audit of subsidiary companies ‘ _ 268 222
Total audit fees ' ) 302 : 250
Audit-related assurance services .
Review ofinterim financial statements o 24 21
Regulatory audit services pursuant to legislation : ) 82 ' 53
Investor report reviews o . ) ' 8 8
Environment Agency levy assurance work . 6 6
Bond issuance assurance work - 38
Total audit and audit-related assurance services . . 422 376
Other services .

. Tax iXBRL document tagging : - Ca

. Pensions advice Co- 62
Direct Procurement for Customers prOJect assessment ‘ : - 37
Total other services ' ’ - i 104
Totat cost of services provided by the Company's auditors 422 ' 480

Regulatory audit services include audit workin respect of regulatory requirements: the Annual Performance Report.

The Board has adopted a formal policy with respect to services received from external auditors. The ‘external auditors will
not be used for internal audit services and all non-audit work will be subject to prior competitive tendering or approva by
the Audit Committee.

Exceptional costs

During the year the company has incurred significant additional costs as a direct result of the COVID-19 pandemic; due to
their size and nature these costs, amounting to £29.4m, have been disclosed in aggregate as an exceptional item on the face
of the income statement. in addition, a further £4.1m of restructuring costs have been disclosed as exceptional followinga
reassessment of the level of restructuring provision, taking into account delays to the restructuring plans as a result of the
- COVID-19 pandemlc {included in manpower in the list below).

The additional costs can be splitinto the following categories:

e ' ' o , 2021

) £m

Bad debt charges 12.5
National Grid (additional levy following national demand dro‘p) 34
Personal protective equipment (hand sanitisers, wipes, masks, goggles etc.) . 4 7.6
Cleaning, tankering, security 16
Maintenance work on infrastructure assets 24
IT hardware N : ' 0.5
Vehicle hire 0.2
Manpower ' 2 ) 5.2
Other : ‘ ' . | : - 01
-Total ' . i : ) 335
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Exceptional costs (continued)

Dwr Cymru’s final business plan for the regulatory period 2020 to 2025 included restructuring plans to meeta challengng
cost efficiency target, reflected in Ofwat’s PR19 Final Determination published on 10 December 2019. Asa consequence, in
the year to 31 March 2020 the Company recognised £10.5m of restructuring costs associated with 2 projected headcount
reduction of around 200; these were.considered exceptional by their nature and disclosed separately in the financial
statements. '

4. Net financial expensesb

a) Financial expenses before fair value losses on derivative financial instruments

2021 2020
£m £m

. . oo
Financial income 4.8 6.1
' Interest payable onloans ' ) . . (124.9) (153.1)
Interest payable on leases (including swaps to RP1) ’ {11.6) (17.4)
Other interest payable and financial costs ' (11.8) (13.0)
Netinterest charge on pension scheme liabilities - o (2.0) (2.2)
Capitalisation of borrowing costsunder 1AS 23 (2021 3.7%; 2020: 4.7%) 113 ) 14.4
Financial expenses (139.0) ) (171.3)
Net financial expehses before fair value adjustments ) . (134.2) ’ (165.2)

Included within financial expenses are amounts payable to group undertakings of £107.5m (2020: £141.9m}. .
b} Fair value gains/(losses) on derivative financial instruments

Derivative financial instruments are held for economic hedging purposes although they do not qualify as accounting hedges.
Consequently, the Company’sinterest rate and currency swaps are fair valued at each balance sheet date with the movement
(net gain or loss) 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 14 in respect of derivative financial instruments recognised on the
balance sheet.)

2021 2020

. . £m £fm

Fair value losses on interest rate swaps . . {18.8) ’ (21.6)
Fair value gains on index-linked swaps ‘ - 48.7 : 9.3
Fair value gains/(losses) on trading derivatives ) . ., 9.5 (5.8)
Fair value gains/({losses) on derivative financial instruments 39.4 (18.1)

Interest rate swap movements are caused by fluctuationsin long-term swap rates, while the index-linked swap movements
result from fluctuationsin the value ofindex-linked gilts.

S. Taxation

Analysis of creditin the year:

2021 © 2020

. £m £m
Current tax
- Current tax on loss for the year . - 0.8
- Current tax on research and development credit : - (0.2) (0.2)
- Adjustmentin respect of prior years : 0.5 1.3
Total current tax . 0.3 . 1.9
Deferred tax )
- Origination and reversal of timing differences o 14.0 24.2
- Adjustmentin respect of prior years (0.5) (1.5)
- Effect of rate change ' - (22.6)
Total deferred tax {(note 6) 135 0.1
Taxation . : ' , 13.8 2.0
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5. Taxation (continued)

Current tax is corporation tax whichis payable ona companys profit or loss adjusted for tax purposes and is only charged
where a taxable profit arises after these tax adjustments- see current tax reconciliation. :

Operating expenditure includes a Research & Development tax credit of £0.9m (2020: £1.3m). The tax creditistaxable and
the corresponding charge of £0.2m (2020: £0.2m) is shown above. The Research & Development Expenditure Credit claimed
is a government incentive that provides tax credits for qualifying research and development expenditure. Claims are made
based on an assessment of qualifying expenditure in accordance with the criteria specified under the incentive.

Current taxes in respect of prior years of £0.5m (2020: £1.3m) relate to tax credits for energy efficient capital expenditure
and the remediation of contaminated land. As a consequence, a deferred tax charge in respect of prior years of £0.5m (2020
£1.5m) has arisen from claiming these tax credits and also from ‘adjustments to deferred tax balances in respect of capltal
expenditure.

In the 3 March 2021 Budget it was announced that the UK tax rate will increase from 19% to 25% from 1 April 2023. This will
have a consequential effect on the. company's future tax charge. Management estimates that if this rate change had been
substantively enacted at the current balance sheet date the net deferred tax liability, which is currently calculated at 19%,
would have increased by £149m. Approximately £91.5m of the increase relates to fixed assets which have been revalued and
would be recognised in equity, the remaining £57.5m would be recognised in the income statement.

The effective rate of&tax for the year is lower (2020: lower) than the standard rate of corporation taxin the UK of 19% (2020:
19%). The differences are explained below:

. . 2021 2020
Total tax reconciliation £m ) £m
Loss before tax . ’ (87.1) (151.7)
Loss before tax multiplied by the corporation tax rate in the UK of 19% (2020: 19%) 16.6 28.8
Effect of:
Difference in standard rate of corporation tax (19%) and rate used to calculate
deferred taxes - 3.1)
Effect of tax rate change on closmg deferred tax (from 17%- 19%) - (22.6)
Effect of pension payments in excess of service charge ) - 1.6
Adjustmentsin respect of prior years 0.2) ' (0.1).
Depreciation charged on non-qualifying assets {(2.5) (2.5)
Expenses not deductible for tax purposes : . {0.1) (0.1)
Total taxation ) 13.8 2.0
) 2021 : 2020
. Current tax reconciliation ; ‘ £m £m
Loss beforetax (87.1) (151.7)
Expected tax charge (19%) 16.6 28.8
Depreciation in excess of capital allowances (27.8) (29.2)
Pension costsin excess of payments : (0.4} 1.8
Expenses not deductible for tax purposes - (0.1)
Fair value movementsin derivatives - non taxable : 7.5 (3.4)
IFRIC 18 - release of income not taxable 1.7 - 14
Movement in provisionsdeductible when paid 70.1 (1.1) .
Capitalised interest - tax deductible when capitalised . 21 2.7
R&D Expend'iture Creditstaxed in prior years : - 0.2
Adjustmentsin respect of prior years . 0.5 1.2
Effect of lower tax credit (12.7%) for tax loss surrender re energy efficient expenditure - (0.4)
Total taxation 0.3 1.9

.
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Notes to the financial statements (continued)

5. Taxation (continued)

The most significant factor impacting the company's current tax charge is the difference between depreciation charged on
property, plant and equipmentin the financial statements and the tax relief claimed for this expenditure (capital allowances).
Deferred taxesare recognised on the temporary difference between the carrying amount of the fixed assets in the accounts
and the amount that will be deductible for tax purposesin future years. Depreciationexceeds the claim for capital allowances
as the company is able to determine the amount of capital allowances it claims during each period in accordance with the tax
legislation. Capital allowances have not been fully claimed thisyear, orin the prior period.

Treasury derivative financial instruments are carried at their fair v;alue. Fair value gains and losses arising between balance
sheet datesare recognised in the income statement but are not subject to corporation tax. Deferred taxes are recognised on
the temporary difference which is equal to the net fair value of the derivativesin the financial statements less the amounts
which have been deducted for tax purposes.

6. Deferred tax

Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 19% (2020: 19%).
The movementin the deferred tax provision is as shown below:

2021 - 2020

£m fm

At 1 April 481.4 429.6
Credit to Income statement ) (13.5) ) {0.1)
Credit to Statement of comprehensive income ) (0.3) {0.2)
Charge torevaluation reserve : 5.4 52.1

At 31 March - 473.0 481.4

Analysns of amounts of deferred tax charged to the Statement of comprehensive income and revaluation reserve:

2021 2020
: £m £m
Defined benefit pension scheme N (0.3) (0.1)
Reallocation of tax from income statement — pension payment in

excess of service charge - 1.6
Increase in corporation tax rate — pension scheme - T 1.7)
Credited to the Statement of comprehensive income (0.3) (0.2)
Revaluation of fixed assets using a tax rate 0f19% (2020: 19%) 5.4 . 22.4
Increase in corporation tax — revaluation of fixed assets - 29.7
Charged to the Revaluation Reserve 5.4 52.1
‘ 2021 2020
£m £m

Effect of: ‘ .
Tax allowancesin excess of depreciation 267.9 2725
Deferred tax on revaltuation of fixed assets 2711 282.0
Capital gains rolled over ’ 3.0 i 3.0
Deferred tax liability 542.0 557.5
Deferred tax on losses on derivative financial instruments ¢ (49.8) (57.3)
Pensions (16.4) (15.7)
Other tax differences . {2.8) (3.1)
Net deferred tax ) 473.0 481.4

.

Deferred taxes have been recognised on the temporary difference between the carrying amount of the fixed assets in the
accountsand the amounts that will be deductible for tax purposes (capital allowances)in future years. As capital allowances
have exceeded the depreciation charged on the fixed assets to date, there isa deferred tax liability of £267.9m at the balance
sheet date (2020:£272.5m).
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. 6. Deferred tax {(continued)

"Adeferred tax liability of £271.1m (2020: £282.0m} hasalso been recognised in relation to revaluation surpluses arising
from revaluing fixed assets to reflect Ofwat’s ‘shadow regulatory capital value’. The associated deferred tax charge is
charged to therevaluation reserve. )

Deferred tax assets have been recognised in respect of all temporary differences givingrise to deferred tax assets because it
is probable that these assets will be recovered. These deferred tax assets will be recovered against the deferred tax
liabilitiesin relation to fixed assets which will reverse in the same periods.

7. Revaluation reserve

The economic value of the'company’s water and sewerage business is derived from the Regulatory Capital Value (RCV) set by

Ofwat duringits five yearly price reviews. The company considers that a fair value approach to valuing its assets better reflects

the underlying value of the assets than historical cost accounting which understates the assets’ current value in use.

" As at 31 March 2021 the total value of tangible and intangible fixed assets has been revalued to the company’s ‘shadow RCV/,
being the 31 March 2021 RCV published by Ofwat in its PR19 Final determination as adjusted for the impact of any totex
over/underspend and the Outcome Delivery Incentive rewards/penalties. The classes of asset impacted are infrastructure
assets and operational structures.

The carrying value of assets is reviewed for impairment if circumstances dictate that the carrying value may not be
recoverable, asset linesand residual valuésare reviewed annually.

2021 . 2020

£m £m

Revaluation reserve at 1 April © 778.7 . 764.5
Revaluation of assets to RCV 28.6 132.0.

Depreciation charge on revalued assets (86.2) (81.1)

‘ (57.6) 50.9

Deferred tax on revaluation . ' (5.4) (52.1)

Deferred tax on depreciation charge . 16.4 15.4

' 11.0 (36.7)

Revaluation reserve at 31 March K . ' 732.1 778.7
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Notes to the financial statements (continued)

8. Property, plant and equipment’

, Plant,
- Freehold . equipment,
. land and Infrastructure Operational computer
Currentyear - - ‘ buildings ' _assets structures hardware Total
_ £m ©Em  £m £m £m
‘Cost or valuation
At 1 Aprif 2020 43.1 2,632.5 4,562.0 . 276.8 7,514.4
* Additions net of grants and . :
contributions - . - 165.7 172.0 3.3 341.0
Disposal ‘ (0.1) . - (1.5) (1.6)
At31March 2021 43.0 2,798.2 4,734.0 278.6 7,853.8
Ac_cuniulated depreciation v
‘At 1April 2020 . : 23.0 © .19 1,469.7 271.2 1,765.8
Revaluation - (12.9) (15.7) - (28.6)
Charge for the year 11 68.4 237.5 23 309.3
Released on disposal . ) . R (1.5) (1.5)
At31 March 2021 201 57.4 1,691.5 272.0 2,045.0
"Net book value )
At 31 March 2021 (see note 7) '18;9 2,740.8 3,042.5 6.6 5,808.8
Aﬁ 31 March 2021 (historic cost) 18.9 2,023.8 +.2,332.9 6.6 4,382.2

The net book value of property, plant and equipmentincludes £272.9m in respect of assets in the course of construction (2020:
£263.6m)and £85.0m of borrowing costs capitalised in accordance with IAS 23 (2020: £77.9m), of which £9.5m were additions

in the year (2020: £12.6m):

Right-of-use assets : v
Included within the above are right-of-use assets as analysed below:

Infrastructure Operational

assets structures Total
£m ' £m £m

Company - 2021 . .
Net book value at 1 April 2020 ' a 654.4 33.6 688.0
Revaluation . . : 4.2 0.2, 4.4
Depreciation charge for the year (25.3) (4.8) (30.1)
Net book value at 31 March 2021 633.3 29.0 662.3
Net book value at 31 March 2021 (historical cost basis) 467.6 22.3 489.9
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8..Property, plant and equipment (continued)

Plant,
Freehold equipment,
land and Infrastructure Operational : computer .
Prior Year buildings assets structures - . bhardware Total
£m £m £m f£fm £m
Cost or valuation .
At 1 April 2019 ' 41.7 2,491.1 : 4,324.0 272.2 7,129.0
Additions net of grants and .
contributions , 1.4 141.4 238.0 7.2 388.0
Disposal ' - - - (2.6) (2.6) -
At 31 March 2020 : 43.1 2,632.5 4,562.0 ' 276.8 7,514.4
Accumulated depreciation
At 1 April 2019 221 - 1,315.8 269.1 1,607.0
Revaluation - (59.0) , (73.0) ' - (132.0)
Charge for the year ' - 0.9 60.9 226.9 4.5 293.2
Released on diéposal sl - . (2.4) (2.4)
-At 31 March 2020 23.0 1.9 1,469.7 2712 1,765.8
Net book value .
. At 31 March 2020 (seenote 7) - 201 2,630.6 3,092.3 . 5.6 5,748.6
. At 31 March 2020 (historic cost) 20.1 1,910.7 2,328.0 5.6 4,264.4
Right-of-use assets .
Included within the above are right-of-use assets as analysed below:
Infrastructure Operational . .
assets structures Total
, £m ’ £m £m
Company - 2020
Net book value at 1 April 2020 ) 662.9 36.0 698.9
Additions ’ - 1.4 1.4
Revaluation . ’ 19.9 . 1.1 21.0
Depreciation charge for the year ¢ (28.4) (4.9) (33.3)
Net book vatue at 31 March 2021 " 654.4 33.6 688.0
Net book vatue at 31 March 2021 (historical cost basis) 4753 . 25.3 500.6

The Company’s leases are principally made up of water and sewerage treatment infrastructure assets and equipment in
order to carry outitsoperations.
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9. Intangible assets

) Net book

Cost Amortisation value

Currentyear . ' £m £m £m
At 1 April 2020 o T a176 (225.8) 191.8
Additions/(charge for the year) : 44.6 (32.8) 11.8
At 31 March 2021 _ ' 462.2 (258.6) ~203.6
, Net book

i Cost Amortisation value

Prior year . ' £m £m £m
At 1 April 2019 ' o 3715 ° (196.7) 174.8
Additions/(charge for the year) . 46.1 (29.1) 17.0
(225.8) 191.8

At 31 March 2020 417.6

~ Intangible fixed assets comprise’computer software and related system developments.

The net book value of intangible assets includes £39.0m in respect of assets in the course of construction (2020: £34.7m).
The net book value of intangible assetsincludes £9.3m of borrowing costs capitalised in accordance with IAS 23 (2020: 8.2m)

of which £1.8m were additionsin the year (2020: £1.8m).

_ 10. Trade and other receivables

Current

Trade receivables

Less provision for impairment of receivables
Trade receivables-net

Prepaymentsand accrued income

Other receivables

Total trade and other receivables

All non-current receivablesare due within five years from the balance sheet date.

2021 2020
£m " £m
551.2 ' 558.0
(77.8) (81.8)
473.4 476.2
86.8 85.6
8.8 12.8
569.0 574.6

As at 31 March 2021, based on a review of historical collection ratesit was considered that £77.8m (2020: £81.8m) of trade
receivables were impaired and these have therefore been provided for. The impaired receivables relate mainly to the
measured and unmeasured supply of water and sewerage services. Trade receivablesaged greater than one month are past

due; the net column shows amounts deemed not to be impaired.

The ageing of these receivables was as foliows:

Provided

Current year Total for Net
Trade receivables . £m £m £m
Billingsin advance 369.6 - 369.6
Under one month : 25.0 (2.5) 22,5
Between one and six months 37.8 " (3.6) 34.2
Between six months and one year . 26.2 (2.9) 233
‘Between one and two years : 40.2 (28.4) 11.8
Between two and three years . 29.8 (21.4) 8.4
Over three years ’ 22.6 {19.0) 3.6

551.2 (77.8) 473.4
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10. Trade and other receivables (continued)

" Provided

Prior year ’ Total . for Net

Trade receivables : ' £m £m *Em
Billingsin advance . 364.6 - 364.6 -

Under one month ) 29.0 (2.9) 26.1 -

Between one and six months 38.5 .(3.7) 34.8

Between six monthsand one year . 31.0° (3.4) 27.6

Between one and two years 414 (28.9) 125

Between two and three years 27.0 (21.3) 5.7

Over three years 26.5 (21.6) 4.9

: 558.0 (81.8) 476.2

Movementsin the provision for impairment of trade receivables are as follows: .

: : 2021 2020

£m £m

At 1 April ’ 81.8 78.7
Charge toincome statement . ’ 32.4 244 -

Receivables written off during the year as uncollectable (36.4) (21.3)

81.8

" At31 March S 77.8

During the year the Company has written off £36.4m of debt which had been provided for in full (2020: £21.3m).

The total charge to the income statement of £33.4m (2020: £25.2m) includes the estimated impact on collections of the
COVID-19 pandemic and the bad debt element of collection charges under arrangements with third parties who collect debt
on the Group’s behalf (2021: £1.0m, 2020: £0.8m). For the year ended 31 March 2021, the impact of the pandemic on the

bad debt charge has been disclosed separately as part of the exceptional item (see note 3).

2021 2020

£m fm

Core bad debt charge 19.9 20.4.
COVID-19 impact - i ' : 12.5 4.0
Third party ‘ 1.0 0.8
At 31 March ‘ ‘ 334 25.2

The maximum exposure to credit risk at the reporting date is the carrying value of each class of receivable mentioned above.

The creation and releasé of provision for impaired receivabies have been included in operational expenditbre.The other
classes of trade and other receivables do not contain impaired assets. All trade and other receivables are denominated in

. sterling.

The tablesbelowillustrate the impact of applying the “expected loss” model in accordance with IFRS 9. Debt provisioningis -
based on historical experience asadjusted for certain forward-looking factors, including the impact of charging orders which
improve the underlying collectability of debt. The Company holds around 7,000 charging orders as collateral against £12m of

debt (2020: 7,000 orders against £12m of debt).

: Forward- . Forward-

Historical looking Adjustment Historical looking Total

Current year default rates adjustment total impairment adjustment impairment

' % % % £m £m £m

. ~

Billed in advance - - - - - -

< 1month 9.0% 1.0% 10.0% 2.3 0.2 2.5
1> 6 months . 8.4% 0.8% 9.2%. 3.2 0.3 3.5.

6 months > 1 year 10.1% 0.8% 109% . 2.7 . 0.2 29

1> 2 years 76.0% (5.3%) 70.7% 30.5 (2.1) 28.4

2> 3 years 78.0% . (6.2%) 71.8% . . 233 (1.8) 215

>3years . 78.1% 6.0% 84.1% 17.7 1.3 19.0

‘ 79.7 . (1.9) 77.8
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10. Trade and other receivables (continued)

Historical

Prior year default rates

y T %

Billed in advance -

" < 1month ‘ 9.2%
1> 6 months 8.6%
6 months > 1 year " 10.1%
1> 2 years 76.4%
2 >3 years 86.9%
> 3 years 77.7%

Forward-
looking Adjustment
adjustment total
% %
0.8% 10.0%
0.9% 9.5%
0.7% 10.8%
(6.6%) '69.8%
(7.9%) 79.0%
3.9% 81.6%

Forward- .
Historical looking Total
impairment adjustment impairment
£fm' £m £m
2.6 0.2 2.8
33 0.4 3.7
3.2 0.2 3.4
31.6 (2.7) ©28.9
235 (2.1) 21.4
20.6 1.0 21.6
84.8 (3.0) 81.8

The Companyfs trade receivables provisioning methodology incorporates an “expected loss” model which also determines
*an appropriate level of losses against which to provide in the measured income accrual. The impact on the accrual as at 31

March 2021 is£5.4m, beinga revenue provision of 7% against a gross balance of £77.1m (2020: £5.4m and 7%).

11. Cash and cash equivalents

Cash at bank and in hand
Short-term deposits
Cash and cash equivalents

2021 2020 -
" fm £m
' 85.8 0.1
123.0 658.6
208.8 658.7

The effective interest rate on short-term deposits as at 31 March 2021 was 0.1% (2020: 0.7%) and these deposits had an
average maturity of 13 days (2020: 23 days). All cash and cash equivalentswere held in sterllng

12. Trade and other payables

\

Current

Trade payables

Capital payables

Amounts due to group undertakings
Social security and other taxes
Accruals and deferred income

Non-current
Deferred income
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2021 2020
£m " £fm
46.0 52.0
18.0 46.3
2.1 2.1
3.5 5.7
472.6 458.0
542.2 564.1
2021 2020
£m £m
401.9 314.4
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Notes to the financial statements (continued)

13. Other financial liabilities— borrowing;

. ) . . 2021 2020
Current . R ~ £Em £m
Overdrawn funds - : - 2.5
Interest accruals . : 7.6 11.4
Loans due to group undertakings . 239 © -354.2
Term loans ) : 28.8 19.5
Other unsecured loans ' - . 01
Lease liabilities ) ' 17.2 - 27.6

77.5 415.3
. 2021 2020
Non-current . fm T £m
Interest accruals ] 40.9 37.3
Loans due to group undertakings o 2,786.2 2,776.4
Term loan N . 5229 , 549.7
Other unsecured loans . ) 0.2 0.2
Lease liabilities ' 394.0 396.5
’ 3,744.2 3,760.1

A security package was granted by DWwr Cymru Cyfyngedig (DCC), as paft of the Group’s bond programme for the benefit of
holders of senior bonds, finance lessors and other senior financial creditors. The obligations of DCC are guaranteed by the
Company, Glas Cymru (Securities) Cyfyngedigand DWr Cymru (Holdings) Limited. The main elements of the security package
are: : [aY

i) a first fixed and floating security over ali of DCC’s assets and undertaking, to the extent permitted by the Water Industry
Act, other applicable law and itslicence; and

ii) a fixed and floating security given by the guarantors referred to above which are accrued on each of these companies
assets including, in the case of DWr Cymru (Holdings) Limited, afirst fixed charge overitsshares in DCC. '

The Group’s Class A Bonds of £1,052m (2020: £1,042m) benefit from a guarantee from Assured Guaranty (Europe) Plc
Assured Guaranty’s credit rating is graded as A2/AA by Moody’s, Standard and Poor’s and is not rated by Fitch. The credit
rating of the Class A bonds has therefore defaulted to the higher underlying rating of these bonds of A3/A-/A from Moody’s,
Standard and Poor’s and Fitch respectively. The underyingrating reflects the standalone credit quality of these bonds without
-the benefit of the guarantee from Assured Guaranty, and is the same as the credit ratings of the Group’s Class B bonds of
£1,378m (2020: £1,691m). . _ o
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14. Other financiaIA assets and liabilities - derivative financial instruments

Derivative financial instruments are held for economic hedging purposes. However, they do not qualify as accounting hedges
and movementsin their fair value are taken to the Income statement (see note 4b).

2021 : i ' Fair values
Assets Liabilities
£fm £m
Current . .
Index-linked swaps : . » - " (22.0)
Interest rate swaps (intercompany) ) ' -0 . (10.6)
Power hedging swaps ] 4.5 -
: 4.5 (32.6)
Non-current
Index-linked swaps ’ - . (163.6)
Interest rate swaps (intercompany) . e - (74.1)
Power hedging swaps ' . 3.3 -
' 3.3 (237.7)
Total . ' 7.8 {270.3)
2020 . Fair values
Assets Liabilities
£m £m
Current ‘ S
index-linked swaps ' ' - (12.0)
Interest rate swaps (intercompany) . ] - (10.0)
Power hedgingswaps = ’ 0.1’ (1.4)
o 0.1 (23.4)
Non-current : ’ -
Index-linked swaps ) - (188.3)
interest rate swaps (intercompany) ) ' ) - (89.7)
Power hedging swaps ) ' 0.2 (0.7)
0.2 (278.7)
Total ., 03  (302.1)

The Company has reviewed all contracts for embedded derivatives thatare required to be accounted for separately if they
do not meet certain requirementsset outin IFRS 9; the Company has no such embedded derivatives.

Interest Rate Swaps

At 31 March 2021 an interest rate swap fixesthe interest rate on £192 million (2020: £192 million) of floating liabilities held
by DWwr Cymru (Financing) Limited and on-lent to the company. The maturity date of the swap is 31 March 2031 and the
annual fixed interest rate is5.67%, payable.quarterly. ‘

¢

Index-Linked Swaps

Lease Swaps .
The index-linked swaps have the effect of index-inking the interest rate on £379m (2020: £380m) of finance lease liabilities
by reference to the Retail PricesIndex (RPI).

The notional amount of index-linked swaps allocated to leasesas at 31 March 2021 was £391m (2020: £394m), representing
the average balance on the leases subject to floating interest rates for the year to 31 March 2021. The notional amount )

amortises over the life of the swaps to match the average floating rate balances of the leases.

The principal terms of the index-linked swaps are as follows:

- Notional amount: £391m amortising (2020: £394m amortising)
- Average swap maturity: 15 years (2020: 16 years)
- Average interest rate: - 1.42% fixed plus RP1(2020: 1.43% fixed plus RPI) i
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15. Financing risk management

The policies of the Company in respect of financing risk management are included in the accounting policies note on page 31
and 32. The numerical financial instrument disclosures asrequired by IFRS 7 are set out below.

a) Interest rate risk
The effective interest rates at the balance sheet dates were as follows:

2021 2020
Assets:
Cash and cash equivalents 0.1% 0.7%
Liabilities: |
Intercompany loans 3.1% 3.5%
Term loans - 0.5% 0.9%
Other unsecured loans 2.9% - 3.2%
Lease obligations 1.2% 0.7%

Trade and other receivablesand péyablesare non i'nter'est-bearing‘

The effective interest ratesignore the effect of the interest rate and index-linked swaps set out in note 14. They also exclude
the indexation charge applicable to certain portions of the intercompany loan.

/
b) Liquidity risk

2021 Within 1 year 1-2years 2 -5 years > 5 years Total
£m £m £m £m £m
Assets:
Cash and cash equivalents 208.8 - - - 208.8
Trade and other receivables 568.9 - - - 568.9
777.7 - - - 777.7
Liabilities:
Intercompany loan 239 224 477.1 2,286.7 2,810.1
Term loans 28.8 32.6 168.1 322.2 551.7
Other unsecured loans - - 0.1 0.1 0.2
Lease liabilities 17.2 1.0 233.6 159.4 411.2
Trade and other payables 542.2 9.1 27.3 365.5 944.1
Future interest payable 96.2 97.1 290.6 599.7 1,083.6
708.3 162.2 1,196.8 3,733.6 5,800.9
2020 Within 1 year 1-2years 2 - Svyears > 5 years Total
£m £m £m £m £m
Assets: .
Cash and cash equivalents 658.7 - - - 658.7
Trade and other receivables 574.6 - - - 574.6
1,233.3 - - - - 1,233.3
Liabilities:
Cash and cash equivalents 25 K 25
Intercompany loan 354.2 26.7 56.1 2,693.6 3,130.6
Term loans . 195 28.8 134.0 386.9 569.2
Other unsecured loans 0.1 - - 0.2 0.3
Finance lease liabilities 27.6 16.9 203.6 176.0 424.1
Trade and other payables 564.1 5.9 177 290.8 '878.5
Future interest payable 125.0 103.5 311.6 724.2 1,264.3
1,093.0 181.8. 4,271.7 6,269.5

723.0
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15. Financing risk management (continued)

The minimum lease payments fall due as follows:

. . ] 2021 2020
£m £m
Gross Ieasg liabilities :

Within one year ' i . 34.6 37.0
Between two and five years 252.3 54.0
After five years : 169.4 421.6
456.3 512.6
Future interest : (45.1) (88.5)
Net lease liabilities - -~ 4112 424.1

Net lease liabilities are repayable as follows: ' / .
Within)one year (note 13) ) 17.2 27.6
Between two and five years ’ 234.6 220.5
After five years . : 159.4 ©176.0
Total over one year (note 13) - 394.0 396.5

¢) Fair values

The fair values of the Company’s derivative financial instruments are set out in note 14. The fair value of the intercompany
loan is£3,549.7m (2020: £3,894.4m). The fair values of the Company‘s other non-derivative financial instruments are equal
to the book values.

d) Borrowing facilities

As at 31 March 2021, there were committed undrawn facilities for operating cash within the Group of £200m (2020: £170m) .
in respect of which, all conditions precedents have been met at that date. Undrawn facilities consist of £200 million of
revolving credit facilities which were all renewed during 2020/2021. At the same time the revolving credit facilities were

increased by £30 million from £170 million to £200 million. These are available to be drawn until 2022 with an option to

extend by a_further year. DWwr Cymru Cyfyngedig also has a £10m overdraft facility renewable on an annual basis

As at 31 March 2021, a fellow subsidiary, DWr Cymru (Financing) UK plc, also has a special liquidity facility of £135m (2020:
£135m), whichiitisrequired to maintain in order to meetcertain Group interest and other obligations that cannot be funded
through the operating cash flow of the Group, in the event of a standstill being declared by the security trustee. A standstill
would arise in the event that DWwr Cymru Cyfyngedig defaults on its debt financing covenants. The facmty is an insurance
product and is renewable on a ﬁve-year rolling, evergreen basis.

All of the above facilities are at floating rates of interest.

e) Capital risk management

Gearing ratios (Glas Cymru Holdings Cyfyngedig group)

. , 2021 2020
: £m ! £m

Total borrowings (3,755) (4,119)
Less: cash and cash equivalents . 221 667
Netdebt . (3,534) - {3,452)
Regulatory capital value (RCV) ’ 6,010 5,906
Total capital 2,476 2,454
Less: unamortised bond costs and swap indexation (77) (64)
Total capital per bond covenants 2,399 : 2,390
Gearing ratio . : ) 60% 60%

[}

As set out on page 30, the Company monitorsits capital structure based on a regulatory gearing ratio which compares its net
debt with the Ofwat-determined RCV.

Under the Common Terms Agreement regulatory gearing is calculated as the level of net debt in the whole business
securitisation relative to the regulatory capital value. :
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16. Provisions

Uninsured Provision for
Restructuring loss Other loss on swap
provision © provision provision closure Total
£m £m £m £m £m
At 1 April 2020 10.0 3.8 0.5 0.8, 15.1
Charged toincome statement . 4.1 2.5 - (0.1) - 6.5
Utilised inyear - ) (3.6) . (1.7) - - ’ (5.3)
At 31 March 2021 10.5 4.6 0.5 0.7 16.3
Split as amounts to be utilised:
Within one year 6.8 14 0.3 - 85
After more than one year 3.7 3.2 - 0.2 0.7 7.8
At 31 March 2021 10.5 4.6 05 0.7 16.3
f Uninsured Provision for
Restructuring loss Other loss on swap

provision provision provision closure Total
£m £m £m £m i £m
At 1 April 2019 B W ¢ 35 15 0.9 7.5
Charged toincome statement 10.0 1.8 - (0.1) 11.7
Utilised in year ' (1.6) © {1.5) (1.0) - (4.1)
At 31 March 2020 . 10.0 3.8 0.5 - 0.8 15.1

Split as amounts to be utilised: .
Within one year 5.0 1.3 0.1 - 6.4
After more than one year 5.0 2.5 0.4 0.8 8.7

At 31 March 2020 , 10.0 3.8 0.5 0.8 15:1

Restructurmg provision

This prowdes for the cost of a reduction in the headcount by around 200 over the period 2020 to 2025 (see details of
exceptional itemsin note 3). For the year to 31 March 2021, an additional restructuring charge of £4.1m was incurred as a
result of reassessing the level of provision necessary. . :

Uninsured loss provision
This provision is in respect of uninsured losses and instances where insurance does not cover a deductible amount. The
utilisation period of these liabilities isuncertain due to the nature of claims, but is estimated to be within five years.

Other provnsmns
Other provisionsare made for certain other obllgatlons Wthh arise during the ordinary course of the Company’s business.

.Provision for loss on swap closure
This provision isin respect of a liability that arose on the cancellatlon of certain interest rate swap contracts. These contracts

were redeemed early and a loss arising on redemption was settled by setting a higher rate on another swap contract. This
provision isbeing released to the income statement over the life of the revised swap, which will expire on 31 March 2031.

17. Share capital

: 2021 - 2020

- fm £m
Authorised ) ) ‘ -
501,050,000 (2020: 501,050, 000)ord|nary sharesof£1 each 501.1 " 5011
Allotted and fully paid
309,876,374 (2020:309,876,374) ordinary sha\res of£1 each ’ 309.9 309.9

The holders of ordinary shares are entitled to receive dividendsasdeclared from time to time and are entitled to one vote
per share at meetings of the Company.
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"17. Share capital

2021 2020
£m ) £m

Authorised . . :
501,050,000 (2020: 501,050,000) ordinary shares of £1 each 501.1 501.1
Allotted and fully paid . '
309,876,374 (2020: 309,876,374) ordinary sharesof £1 each 309.9 309.9

The holders of ordinary shares are entitled to receive dividends asdeclared from time to time and are entitled to one vote
pershare at meetings of the Company. .

18. Cash generated from operations

Reconciliation of operating profit to cash generated from operations: ' 2021 - 2020
' . L v £m £m
Operating profit 7.6 31.2
Adjustments for:
- Depreciation and amo'rtisatjon ’ ’ 333.1 ‘315.1
- Changes in working capital: . ’ N
Decrease/(increasej in trade and other receivables . 4.3’ (1.5)
Increase in trade and other payables 3.3 0.3
(Increase)/decrease in inventories . " (0.3) e 0.1
Pension contributions above service cost : - (11.9)
{Decrease)/increase in provisions . (0.5) i 7.6
' : ' 6.8 ‘ (5.4)
Cash generated from operations . ’ 347.5 .340.9

Pension contributions above service cost represent DCWW Pension Scheme deficit recovery costs paid as agreed between
the Company and the scheme’s trustees. ’
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Notes to the financial statements (continued)

19. Analysis and reconciliation of net debt

Net debtisdefined as the value of cash and cash equivalentsand the intercompanyloan less net accrued interest and total
borrowings. ’

a) Net debt at the balance sheet date may be analysed as: 2021 2020

: £m £m
Cash and cash equivalents . . : * 208.8 658.7 '

208.8 658.7

Debt due after one year {3,309.3) (3,326.3)

Debt due within one year : {52.7) (376.3)

Lease liabilities ) . (411.2) (424.1)

Accrued interest : '(48.5) (48.7)

' (3,821.7) (4,175.4)

‘Net debt ' " (3,612.9) (3,516.7)
b) The movement in net debt during the year may be summarised as: . 2021 2020
£m £m

Netdebtat startof year o (3,516.7) . (3.323.0)
Movement in net cash ] . (449.9) 168.4
; Movementindebt 391.2 (314.2)
Movement in net debt arising from cash flow L (58.7) (145.8)
Movement in accrued interest o ’ 02 23
Indexation of index-linked debt ) (37.0) (49.0)
Other non-cash movements "~ (0.7) {1.2)
Movement in net debt during the year ) (96.2) (193.7)
Net debt at end of year ' (3,612.9) (3.516.7)

" Non-cash movementsrelate to the recognition of lease liabilities under IFRS 16.

20. Employees and Directors

a) Directors’ emoluments .
The aggregate emoluments of the pirectors of DWr Cymru Cyfyngedig for their services as Directors of the Company are set
out below:

2021 2020

£000 £000

'Salary (including benefitsin kind) 1,292 1,587

Fees ' 566 - 619

’ 1,858 © 2,206

Long-term incentive plan ’ . . E 111 114
Highest paid Director: P Perry (2020: Clones)

Aggregate emoluments! - 495 619

Accrued.pension under defined benefit scheme | 305 7

Long-term incentive plan : ) _ ' 75 60

1 excluding pension accrual and long-term incentive plan
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20. Employees and Directors (contmued)

Retirement benefits are accruing for one Director (2020 two) under defined beneﬁt schemes. None of the Directorsis a
member of the defined contribution scheme (2020: none).

Remuneratlon payable to the Executive Directorsin respect of the financial year ended 31 March 2021 wasas follows

e During the period for May, June and July 2020, the Board requested their salaries be reduced by 20%, with the
value of this beingadded to the Group’s Community Fund. This reduction did not impact their other elements of
remuneration. This fee reduction was taken in the year for all directors except one, with the fee reduction of £3,100
taking place retrospectively from June 2021.

‘s Base salaries were increased by 2% for the Executive Directorsin April 2020. This was the same as the pay award
for the rest of the workforce, which had been agreed with our recognised Trade Unions.

e Under the AVPS, up to 100% of salary can be earned in any year {maximum 20% of salary for each element). For
2020-21, awards have been made equivalent to: 11.1% of base salary for performance against the Customer
element, 24.3% against Operational Performance, 10.3% against the Strategic Annual Focus element. This gives a
total award for AVPS of 45.7% of base salary. This compares with total awards of between 54.9%\§nd 59.9in 2019
20. . . .

e Under the LTVPS, the overall maximum that can be awarded in the AMP7 five year regulatory period is 300% of
salary (i.e. 60% per annum), exceptin the case of the Chief Executive Officer, where the maximum award is 100%
per annum from 2019-20. LTVPS awards for AMP7 were based on Totex performance and Performance
Development measures (made up of continuous service measures and investment programme measures). '

e  For the Totex element of LTVPS targets, an award of 46.2% of salary has been awarded for this objective. Totex
performance has been adjusted by the Committee to exclude £33.5m of exceptional costs related to the COVID-19
pandemic which were not anticipated when the original targets were set.

e For the Performance Development element of the scheme measured for the year to 31 March 2021, a payment of
0% of salary has been awarded. .

e  This givesa total award for LTVPS of 23.1% of base salary.

e  The Committee also concluded that the Chair of the Board’s fee should also be subject to the 15% discount against
the benchmark, and this was implemented in both 2020-21and 2019-20. The Chair of the Board and the Executive
Directorsreviewed the feespaid to Non-Executive Directorsand concluded it was appropriate to freeze the Non-

) Executive Director fee. )
(Further details are provided in the 2021 Remuneration Report which forms part of GCHC’s 2021 annual report and
consolidated financial statements.) ’ .

b) Staff costs during the year

2021 2020

£m £m

Wages and salaries ' ‘ ) 140.1 ' 138.5
Social security costs 15.1 14.1
Other pension costs ' ) 13.7 13.2
: B 168.9 165.8

Of the above, £67.9m (2020: £69.6m) has been capitalised, being the investment cost of employees' work on the capital
programme. Exceptiofial items amountmgto £0.8m have been disclosed separately on the face of the income statement
(note 3).

Average monthly number of people (mcludmg executive Directors) ’ 2021 2020
employed by the Company. ) Number Number
Regulated water and sewerage activities : ’ ' 3,602 3,525

The,Board delegates certain of the Company’s strategic and operational activities to the DWr Cymru Executive, a senior
management group comprising both executive Directors and employees. Total remuneration of these key personnel was as
follows: )

2021 2020

£m . £m

Executive Directors : ' 1.3 1.7
Other key personnel . 3.2 2.1
4.5 3.8
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21. Pension commi_tments :

The Company operates a funded defined benefit pension scheme (based on final pensionable salary and pensionable service),
the DCWW Pension Scheme. The assets of the scheme are held in 2 separate trustee-administered fund.

The DCWW Pension Scheme was closed to new members from 31 December 2005 and closed to the majority of sections of
the scheme for future accruals from 1 April 2017. A new defined contribution scheme, the Dwr Cymru Defined Contribution

Scheme, was introduced from 1 January 2006.

-

EFRBS
During 2011, the Company put arrangementsin place viaan Employer-Financed Retirement Benefit Scheme (EFRBS) for four
‘capped’ Executive Members of the scheme. The accrual of benefits under this agreement is conditional 6n remaining a
member of the DCWW Pension Scheme. At 31 March 2021, there were two (2020: three Executive Members with
entitiements under thisarrangement, one of whom has commenced the receipt of his benefits).

Risks
Through the Scheme the Companyis exposed to numerousrisks, the most significant of which are detailed below

® Asset volatility:

Scheme liabilities are calculated using dlscount ratesset with reference to bond yields (although dlscount rate methodology
differs for accounting and funding purposes). If Scheme assets deliver areturn which islower than the discount rate, this will
create or increase the Scheme deficit (all other things being equal). The Scheme holds various return seeking assets whlch
are expected to outperform bondsin the Iong-term albeit at the risk of short-term volatlllty

« Movement in bond yields:
A decrease in corporate bond yields will increase the Scheme liabilities, although this will be partially offset by an increase in

the value of the Scheme’s bond holdings. N

* Inflation risk:
As a large majority of the members’ benefits are linked to inflation (subject to maximum annual caps), a high level of inflation
will resultin an increase of benefits attributable to the members, which will in turnincrease the Scheme’s liabilities.

e Life expectancy

The Scheme’s obligations are to provide members with beneﬁts for the remainder of their 'lives, so an increase in life
expectancy will resultin the Scheme paying members’ benefits overa longer perlod which will in turn increase the Scheme’s
liabilities.

_Defined benefit scheme
A full actuarial valuation of the scheme was undertaken as-at 31 March 2019 by joanne Eynon of Quantum Advisory, an
independent, professionally qualified actuary, using the projected unit method. Thisvaluation hasbeen updated at 31 March
2021 and the principal assumptions made by the actuaries were:

2021 2020
Discount rate ’ 2.0% 2.4%
RPI Inflation assumption } 3.0% 2.6%
Rate of increase in pensionable salaries 3.0% 2.6%
Rate of increase in pensionsin payment ’ 2.9% 2.6%
Post retirement mortality (life expectancy): .
- Current pensioners aged 65 - males 86.7 years 86.7 years
- Current pensionersaged 65 - females 89.0 years 88.9 years
- Future pensionersaged 65 (currently aged 45) - males 87.8 years 87.7 years
- Future pensioners aged 65 (currently aged 45) - females 90.2 years 90.1 years

The mortality assumptions are the S3PxA base tables with future improvementsin Ilne with the CMI 2018 projection model
with a long-term trend rate of 1% per annum. :

A change in accounting estimate this year pertainsto the inflation risk premium (IRP) which has been set at 0.6%, compared
with 0.4% in the prior year. The impact of the change in the IRP applied represents multiple significant areas of judgment,
with the change expected to have an impact of reducing the obligation by circa £19m.
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21. Pension commitments (continued)

Changes in the defined benefit obligation are as follows:

2021 © 2020

£m £m

At 1 April . 470.3 - 488.4

Currentservice cost , : 0.4 0.3

Interest expense ) 11.1 12.4

"~ Remeasurement: loss/{gain) from change in financial assumptions 61.4 (12.6)

Benefits paid (14.3) (18.2)

At 31 March : ’ 528.9 470.3

Changes in the fair value plan assets are as follows:

. - . 2021 2020

' : £m © £m

At 1 April : . 387.6 396.9

Interestincome ' . 9.1 10.2

Actuarial gains/(losses) 60.1 (13.5)

Contributions ' 0.2 12.2

Benefits paid . ' (14.3) . (18.2)

At 31 March | _ : , 4427 387.6
Scheme assets . 2021 2020
£m fm
Cash 16.7 - 24.6
Equity ' . 3262 201.5
Absolute return -~ R - 80.3
Property ) - 14.5
Other o ‘ 99.8 66.4
Total assets . 442.7 387.6

With the exception of cash, assets -consist of pooled investment funds which are not quoted on an active market, shown by
category in the table above. Of the total, assets with a fair value of £99.8m (2020: £147m)are Level 3 financial assets; these
are considered to be the least liquid and-hardest to value, and are therefore subject to a higher degree of estimation. See
also the critical accounting estimatesin note 1. Experience gains and losses are differences between the actual events as they
have turned out and the assumptions that they were made as at the date of the earlier actuarial valuation.

Charges to the income statement and other comprehensive income are as follows:

2021 2020
.- £m £m

Income statement: .
Service costs 0.3 0.3
Interest costs ) ) ’ ' 2.0 2.2
Total charged to the income statement . 2.3 2.5

" Other comprehensive income:

Actuarial gain/(los‘s) on plan assets 60.1 (13.5)
Actuarial {loss)/ gain on defined benefit obligation (61.4) 12.7
Total charged to the statement of comprehensive income (1.3) (0.9)
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21. Pension commitments (continued) -

2021 2020

‘£m £m

Present value of funded obligations (528.9) (470.3)

Fair value of plan assets - . 442.7 387.6

. A (86.2) (82.7)

"EFRBS unfunded liability ‘ : 3.7) . {4.7)

Net defined benefit liability recognised in the balance sheet . (89.9) (87.4)
There were no special contributions paid in the year to 31 March 2021 (2020: £11.9m).”

Change Increase in

in assumption liabilities .

. i - £m

Discount rate : , 0.10% 9.8

Price inflation 0.10% 9.4

Life expectancy . 1year 16.8

The above sensitivity analysisis based onisolated changesin each assumption whilst holding all other assumptions constant.
In practice, this is unlikely to occur and there is likely to be some level of correlation between the movements in different
assumptions.

Effect on future cash flows
The level of contributionsis reviewed at each triennial valuation. The next valuation is due as at 31 March 2022. The Company
must reach agreement with the Trustee (based on actuarial advice) within 15 months of the valuation date.

Under the currént Schedule of Contributions, no deficit recovery contributions are expected to be paid for the year-ending ..

31 March 2022. Future service contributions (consisting of amounts payable by members and the Company) will be in the
region of £175,000. '

The duration of the Scheme's liabilitiesis approximately 19 years.

Regulatory Framework . :
The Scheme is funded and. governed in line with the requirements of the Pensions Regulator. We have not made any
allowance for any minimum funding requirements under IFRIC14.

The Scheme operatesunder Trust law and theé corporate trustee (Welsh Water Pension Trustee Limited)is responsible for its
day-to-day governance. The Trustee Directors are assisted in the management of the Scheme by experienced professionals
such as actuaries, administrators, and investment consultants.

The Trustees have putin place a diversified investment strategy which aims to meet the liabilities of the Scheme. Details are

set out in the Statement of Investment Principles. Day-to-day decisiori_s around asset selection have been delegated to
BlackRock as their fiduciary investment manager.

22. Lessor .

2021 © 2020
Operating lease _ £m £m
Lease income- land to Cardiff City Council 0.6
Lease income- waste facility sites to Welsh Water Organic Waste Limited 0.1 01

The Company leasesland to Cardiff Council, currently the site of a composting facility which is operated by a fellow associated
company, Welsh Water Organic Energy Limited, providing food and green waste services. The Company has classified this
lease as an operating lease because it does not transfer substantiaily all the risks and rewards incidental to the ownership of
the land. The lease payments are index-linked to RPI. The remaining term of the lease is 11 years, with the total undiscounted
current minimum lease receipts amountingto £1.1m, recognised evenly over the remaining term.

The Company leases two waste facility sites at Nash and Eign to an associated company, Welsh Water Organic Waste Limited.
The Company has classified this lease asan operating lease because it does not transfer substantially all the risks and rewards
incidental to the ownership of the land. The lease for Nash ends on November 2022 with the total undiscounted lease receipt
of £94,250. The lease for Eigﬁ endson February 2022 with the total undiscounted lease receipt of £28,250.
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Notes to the financial statements (continued)

23. Capital and other financial commitments

The Company'’s business plan at 31 March 2021 shows net capital expenditure and infrastructure renewals expenditure of
£367m (2020: £366m) during the next financial year. While only a portion of thisamount has been formally contracted for,
the Companyis effectively committed to a majority of the total as part of the capital investment programme approved by its
regulator, Ofwat. :

24. Related party transactions

Intercompany interest payable to DWr Cymru (Financing) UK plc (DCF), another member of the GCHC group, was
£107,550,000 during the year (2020: £141,867,000). As at 31 March 2021 the balance outstanding on the intercompany loan
and accrued interest from DCF stood at £2,744,327,596 (2020: £3,075,771,969). All borrowings raised by DCF are immediately
on-lent to the company on an arms-length basis. The intercompany loan is subject to the terms and conditions ofthe whole
business securitisation structure of Glas Cymru Anghyfyngedig and its subsidiaries. DCC, in its capacity as debtor, repays such
principal and interest as is due on each borrowing on the due date plus 0.01%. An intercompany loan to Glas Cymru
Anghyfyngedig and DWwr Cymru Holdings Limited of £1,971,000 (2020: £1,971,000) and £2,812,458 (2020: £2,812,458)
remains outstanding as at 31 March 2021. Interest payable on thisloan has been waived. .

As at 31 March 2021 intercompany trading balances owing to the Company were: Welsh Water Infrastructure Limited £nil
(2020: £2,400), Welsh Water Organic Energy (Cardiff) Limited £320,559(2020: £149,259), Cambrian Limited £10,879 (2020:
£4,265), Glas Cymru Anghyfyngedig £8,481 (2020: £8,481), Glas Cymru Holdings Limited £18,901 (2020: 18,901), Welsh Water
Organic Waste £147,563 (2020: £277,127) and Welsh Water Organic Energy Limited £nil (2020: £9,675).

) Duringthe year no dividends were paid or received (2020: £nil). There were no other transactions with companies that are
part of the GCHC Group.

" 25. Elan Valley Trust Fund

In 1984 DWwr Cymru Authority entered into 3 conditional sale and purchase agreement with Severn Trent Water Authority for
the sale of the aqueduct and associated works by which the bulk supply to Severn Trent reservoirsis conveyed.

The sum of £31.7 million, representing the consideration for the conditional sale, wasinvested in a trust fund. The principal
function ofthe fund was to provide an income to DWr Cymru Authority, whilst preserving the capital value of the fund in rea
terms. DWr Cymru Authority’s interest in this fund was vested in DWr Cymru Cyfyngedig under the provisions of the Water
Act 1989.

The assets ofthe fund are notincluded in these financial statements. Asat 31 March 2021 the market value of the trust fund
was £116m (2020: £119m). Interest receivable includes £3.0m (2020: £3.1m)in respect of distributions from the Elan Valley
Trust Fund. R

26. Immediate and ultimate holding company

The immediate parent Company is DWr Cymru (Holdings) Limited and the ultimate holding Company and controlling party is
Glas Cymru Holdings Cyfyngedig, both of which are registered in England and Wales. The largest and smallest group within
which the results of the Company are consolidated is that headed by Glas Cymru Holdings Cyfyngedig and Glas Cymru
Anghyfyngedig consecutively. Both consolidated financial statements can be obtained from the Company Secretary at Linea,
Fortran Road, St Mellons, Cardiff, CF3 OLT.

27. Post balance sheet events

Shortly after the financial year end, the Group successfully issued £300 million in new bonds, which received a positive
response from investors.

In addition, on 6 April 2021 the Group entered into swab contracts, which commenced from 9th April, effectively hedging the
new debtissuance to the Retail Pricesindex (RPI), with RPl indexation accreting on the balance sheet over the term.

The combined effect of these instruments generatesa cash interest rate of-1.149% per annum until maturity in 2034 when
the RPl-indexed principal (notional £300m x RP1)isrepayable in full.

These were subsequently on-lent to the Company by DCF.
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