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4A – Non-financial information for the year ended 31 March 2016 

Retail – household     Unmeasured Measured 

     000 000 

Number of households billed       

Water-only connections     57. 669 23.102 

Wastewater-only connections     53.621 75.840 

Water and wastewater connections     697.389 456.446 

Total     808,679 555.388 

       

Number of void households     43.771 17.758 

Per capita consumption (excluding supply pipe leakage) l /h/d    155.090 114.870 

       

       

     Water Wastewater 

     Ml/d Ml/d 

Wholesale volume       

Bulk supply export     314.635 - 

Bulk supply import     17.856 - 

Dis tribution input     800.020 - 
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4B – Wholesale totex analysis for the year ended 31 March 2016 

    Ref Water Wastewater 

     £m £m 

       

Menu totex     219.587 237.338 

       

Items excluded from the menu       

Pens ion deficit recovery payments    2B 0.656 0.413 

Third party costs    2B 13.070 0.133 

Other adjustments1   (0.751) (1.485) 

Total costs excluded from the menu     12.975 (0.939) 

       

Actual totex    4D, 4E 232.562 236.399 

Actual  totex base year prices     219.298 222.917 

Al lowed totex base year prices     255.542 280.803 

 

The di fference between actual and allowed totex i s made up of: 

Difference (outturn prices)    Total Water Wastewater 

    £m £m £m 
       

Opex    (36.0) (21.9) (14.1) 

Capex    (61.9) (18.1) (43.8) 

Costs  excluded from menu    (1.9) 1.6 (3.5) 

Total difference    (99.8) (38.4) (61.4) 

 

These differences are analysed in further detail overleaf. 

 

 

 

 

 

 

 

 

 

 

 

1 The “other adjustments” relate to transition 

spend reported in the Blind Year True-up 

submission in February 2016, restated to 

2015/16 prices and any element of retail 

depreciation relating to assets that were in 
exis tence at 31 March 2015 (Table 2C). 
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4B – Wholesale totex analysis for the year ended 31 March 2016 continued

 Water 

 £m 

Opex  
Renegotiation of the NRW service charge (1.3) 

Rates refund received after challenging the 2005 water network assessment (20.0) 

Net power difference: increased hydro income and reduced energy usage (2.2) 

Reduced insurance cost (1.7) 

Other net cost pressures 3.3 

Total opex difference (21.9) 

  
Capex  

Discussions with regulators:  

WTW Qual ity: rebuild of Bryn Cowlyd delayed due to on-site issues with 
ground conditions (delivery now expected in 2017/18) 

(2.2) 

Resources: strategy revised to meet the Habitats Directive, new dates for 
fi sh screen installation agreed with regulators (delivery now expected in 

2018/19) 

(10.3) 

Water Resource Management Plan: the main scheme has been delayed for 

at least two years pending a  review of zonal demand as well as 
implementing a smart metering trial within the zone. The trial i s expected to 
have additional benefits for AMP7 planning. 

(3.1) 

Strategic reviews: Safety & Acceptability of Water and Reliability of supply; 
comprehensive zonal studies are being undertaken to better target the 
investment in these areas. 

(11.3) 

Cost pressures: cost pressures on treatment works maintenance and 

leakage arising from workload required to achieve performance targets. 
There has also been an acceleration of spend from year two (reprofiling 

undertaken to achieve efficiencies from a smoothed workload). 

9.2 

Other (0.4) 

Total capex difference (18.1) 

  
Costs  excluded from menu 1.6 

  
Total water difference (38.4) 

 

 Waste 

 £m 

Opex  
Lower expenditure on adoption of pumping stations (3.0) 

Lower chemical usage relating to anticipated opex from capital schemes (1.7) 
Savings from insourcing (1.0) 
Rates refund (4.5) 
Reduced insurance cost (1.7) 

Other net cost efficiencies (2.2) 

Total opex difference (14.1) 

  
Capex  

Discussions with regulators: continuous and intermittent discharges – s ix 

watercourse discharge schemes are being discussed with NRW to define a  
more effective solution (expected delivery between 2017 and 2020). 

(22.8) 

Strategic reviews: s ludge schemes – Five Fords and Treborth sludge 

schemes delayed whilst a  new north Wales sludge s trategy i s drawn up. 

(7.1) 

Lower workload: private sewers and pumping stations transfer – assets 

being transferred in are in generally in a  better condition than anticipated, 
with less remedial work required. 

(9.9) 

Other (4.0) 

Total capex difference (43.8) 
  
Costs  excluded from menu (3.5) 

  

Total water difference (61.4) 
 

The majority of the capex underspend is due to delays in the programme and It is 

anticipated that the expenditure will be required later in the period. The changes arise 

from discussions with regulators delaying the start of schemes and improvements in asset 

management capability causing delays while detailed strategic reviews are undertaken to 

optimise the spend later in the period. A lower workload than anticipated has been offset 

by increases in costs in some key areas.
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4C – Forecast impact of performance on RCV 

      £m 

       

RCV determined at FD      4,983.451 

       

RCV element of totex underspend      (37.413) 

       

Al lowance (rewards/penalties – ODI)      - 

       

Projected ‘shadow’ RCV      4,946.038 

 

The “RCV determined at FD” is the figure as published by Ofwat in April 2016. 

The “RCV element of totex underspend” is the proportion of the difference between actual totex and allowed totex summarised in 

Table 4B that is not treated as “pay as you go.” These figures are presented at March 2016 prices.  

In l ine with the Price Control methodology, particularly tables A2.3 and A3.3 of the company-specific appendix, the RCV element of 

totex underspend has been calculated from Total allowed expenditure less pension deficit repair a llowance. This is compared to 

actual totex less pension deficit costs. However, actual transition costs have then also been added back to reflect the fact that 

a l lowed totex includes transition. 

    Water Wastewater Total 

Base year prices    £m £m £m 

       

Totex for input to PAYG    254.874 280.382 535.256 

Adjusted actual totex for input to PAYG    219.388 223.928 443.316 

Di fference    (35.486) (56.454) (91.940) 

       

PAYG rate    69.6% 57.0%  
       

RCV element of totex underspend (Difference x (1 – PAYG) ) (10.788) (24.275) (35.063) 

       

RCV element of totex underspend (March 2016 prices)   (37.413) 
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4D – Wholesale totex analysis for the year ended 31 March 2016 – water  

 Water resources Raw water distribution 

Water 

treatment 

Treated 

water 

distribution Total  

Abstraction 

licences 

Raw water 

abstraction 

Raw water 

transport 

Raw water 

storage 
 £m £m £m £m £m £m £m 

Operating expenditure        

Power - 4.061 4.571 - 8.727 4.831 22.190 

Income treated as negative expenditure - (4.474) - - (0.598) (0.008) (5.080) 

Service charges/discharge consents 9.415 - - - 0.358 - 9.773 
Bulk supply/bulk discharge - 0.507 - - - 0.820 1.327 

Other operating expenditure 0.020 6.655 1.005 0.199 26.459 35.236 69.574 

Local  authority rates - (1.328) (0.033) (0.007) (0.165) (1.460) (2.993) 

Tota l  operating expenditure excluding third party services 9.435 5.421 5.543 0.192 34.781 39.419 94.791 

Third party services - 1.897 0.317 - 1.373 9.483 13.070 

Total operating expenditure (2B) 9.435 7.318 5.860 0.192 36.154 48.902 107.861 

        
Capital expenditure        

Maintaining the long-term capability of the assets – infra - 7.718 0.755 2.111 - 40.891 51.475 

Maintaining the long-term capability of the assets – non-infra - 4.307 1.286 0.093 30.857 22.079 58.622 

Other capital expenditure – infra - 0.853 - - - 5.398 6.251 

Other capital expenditure – non-infra - 2.399 - 0.104 6.973 2.410 11.886 

Tota l  gross capital expenditure excluding third party services - 15.277 2.041 2.308 37.830 70.778 128.234 

Third party services - - - - - - - 

Total gross capital expenditure - 15.277 2.041 2.308 37.830 70.778 128.234 

        

Grants  and contributions (price control) - - - - - (4.189) (4.189) 

Totex 9.435 22.595 7.901 2.500 73.984 115.491 231.906 
        

Cash expenditure        

Pens ion deficit recovery payments (4B) - 0.072 - - 0.216 0.368 0.656 

Other cash items - - - - - - - 

               

Total including cash items 9.435 22.667 7.901 2.500 74.200 115.859 232.562 
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4D – Wholesale totex analysis for the year ended 31 March 2016 – water continued 

  Water resources Raw water distribution 

Water 

treatment 

Treated 

water 

distribution   

Abstraction 

licences 

Raw water 

abstraction 

Raw water 

transport 

Raw water 

storage 
        

Total  including cash i tems (£m)  9.435 22.667 7.901 2.500 74.200 115.859 

        

Licenced volume available (Ml)  588,695.931      

Volume abstracted (Ml)   312,727.347     
Volume transported (Ml)    312,141.911    

Average volume stored (Ml)     313.200   

Dis tribution input from water treatment (Ml )      291,196.920  

Dis tribution input - treated water (Ml)       291,196.920 

        

Unit cost (£)  16.027 23.401 18.774 613.027 124.157 167.934 
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4E – Wholesale totex analysis for the year ended 31 March 2016 – wastewater  

 Sewage collection Sewage treatment Sludge 

Total  Foul 

Surface 
water 

drainage 

Highway 

drainage 

Sewage 

treatment 
and 

disposal 

Imported 

sludge 
liquor 

treatment 

 

 
Sludge 

transport 

Sludge 

treatment 

 

 
Sludge 

disposal 

 £m £m £m £m £m £m £m £m £m 

Operating expenditure          

Power 3.074 1.009 0.509 18.858 0.066 - 2.521 - 26.037 
Income treated as negative expenditure - - - (0.179) (0.001) - (2.155) - (2.335) 

Service charges/discharge consents 1.146 0.376 0.188 3.282 - - - - 4.992 

Bulk supply/bulk discharge - - - - - - - - - 

Other operating expenditure 14.914 6.014 3.127 24.916 0.112 5.778 5.853 3.492 64.206 

Local  authority rates - - - 6.458 - - 0.600 - 7.058 

Tota l  operating expenditure excluding third party services 19.134 7.399 3.824 53.335 0.177 5.778 6.819 3.492 99.958 

Third party services 0.082 0.033 0.018 - - - - - 0.133 

Total operating expenditure (2B) 19.216 7.432 3.842 53.335 0.177 5.778 6.819 3.492 100.091 
          

Capital expenditure          

Maintaining the long-term capability of the assets – infra 20.713 8.975 4.833 - - - - - 34.521 

Maintaining the long-term capability of the assets – non-infra 10.189 4.416 2.378 40.196 - - 7.394 0.351 64.924 

Other capital expenditure – infra 14.668 5.914 3.075 - - - - - 23.657 

Other capital expenditure – non-infra 0.092 0.037 0.019 17.536 - - 0.001 - 17.685 

Tota l  gross capital expenditure excluding third party services 45.662 19.342 10.305 57.732 - - 7.395 0.351 140.787 

Third party services - - - - - - - - - 

Total gross capital expenditure 45.662 19.342 10.305 57.732 - - 7.395 0.351 140.787 
          

Grants  and contributions (price control) (4.740) - - (0.149) - - (0.003) - (4.892) 

Totex 60.138 26.774 14.147 110.918 0.177 5.778 14.211 3.843 235.986 
          

Cash expenditure          

Pens ion deficit recovery payments (4B) 0.121 0.049 0.025 0.140 - 0.030 0.030 0.018 0.413 

Other cash items - - - - - - - - - 
                   

Total including cash items 60.259 26.823 14.172 111.058 0.177 5.808 14.241 3.861 236.399 
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4E – Wholesale totex analysis for the year ended 31 March 2016 – wastewater continued 

  Sewage collection Sewage treatment Sludge 

  Foul 

Surface 

water 

drainage 

Highway 

drainage 

Sewage 

treatment 

and 

disposal 

Imported 

sludge 

liquor 

treatment 

 

 

Sludge 

transport 

Sludge 

treatment 

 

 

Sludge 

disposal 

          

Total  including cash i tems (£m)  60.259 26.823 14.172 111.058 0.177 5.808 14.241 3.861 

          

Volume collected - foul (Ml)  144,261.652        

                                - surface water drainage (Ml)   36,065.413       

                                -  highway drainage (Ml)    20,036.341      

Biochemical oxygen demand - sewage (tonnes)     91,417.662     

                                                    - imported sludge l iquor (tonnes)      6,817.750    

Sludge volume transported (m3)       464,742,231   

Sludge treatment - dried solid mass treated (ttds)        65.080  

Sludge disposal - dried solid mass disposed (ttds)         65.080 

          

Unit cost (£)  133.202 206.070 191.752 583.421 25.962 12.433 104,778.734 53,657.037 
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4F – Operating cost analysis for the year ended 31 March 2016 – household retail  

 

 Household unmeasured Household measured 

Total  

Water 

only 

Wastewater 

only 

Water and 

wastewater Total 

Water 

only 

Wastewater 

only 

Water and 

wastewater 

Total 

 £m £m £m £m £m £m £m £m £m 

Operating expenditure          

Customer services 0.295 0.308 4.566 5.169 0.221 0.594 4.841 5.656 10.825 

Debt management 0.298 0.275 4.644 5.217 0.099 0.325 2.541 2.965 8.182 

Doubtful debts 1.060 0.977 16.527 18.564 0.222 0.729 5.706 6.657 25.221 
Meter reading - - - - 0.077 0.225 1.803 2.105 2.105 

Other operating expenditure 0.422 0.408 6.577 7.407 0.194 0.571 4.565 5.330 12.737 

Tota l  operating expenditure excluding third party services 2.075 1.968 32.314 36.357 0.813 2.444 19.456 22.713 59.070 

Depreciation 0.101 0.094 1.585 1.780 0.040 0.133 1.037 1.210 2.990 

Total operating costs excluding third party services (2A) 2.176 2.062 33.899 38.137 0.853 2.577 20.493 23.923 62.060 

          

Other operating expenditure - breakdown          

Demand-side water efficiency - gross expenditure         0.108 

                                                - expenditure funded by wholesale         - 

                                                - net retail expenditure         0.108 

Customer-side leak expenditure - gross expenditure         2.628 

                                                - expenditure funded by wholesale         1.235 

                                                - net retail expenditure         1.393 
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4G – Wholesale current cost financial performance for the year ended 31 March 2016 

    Water Wastewater Total 

   Ref £m £m £m 

       

Revenue   2A 298.914 380.685 679.599 

Operating expenditure   2B (107.861) (100.091) (207.952) 

Capital maintenance charges    (98.789) (126.752) (225.541) 

Other operating income    19.959 - 19.959 

Current cost operating profit    112.223 153.842 266.065 

       

Other income   1A - - - 

Interest income   1A 2.370 3.019 5.389 

Interest expense   1A (58.590) (74.629) (133.219) 

Interest expense related to the unwinding of discounted liabilities 1A (0.440) (0.560) (1.000) 

Profit before tax and fair value movements    55.563 81.672 137.235 

       

Fair va lue gains on financial instruments   1A 4.664 5.940 10.604 

Profit before tax    60.227 87.612 147.839 
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4H – Financial metrics for the year ended 31 March 2016 
      Metric 

Net debt      £2,840.906m 

Regulated equity      £2,142.545m 

Regulated gearing      57.01% 

Post-tax return on regulated equity      1.58% 

Return on regulated equity      5.60% 

Dividend yield       - 

Reta il profit margin - household       (1.68%) 

                                    - non-household      1.68% 

Credit rating1      A3/A/A 

Return on RCV      3.28% 

Dividend cover      - 

Funds from operations (FFO)      £268.909m 

Interest cover (cash)      3.17 

Adjusted interest cover (cash)      2.12 

FFO/debt      0.09 

Effective tax rate      (0.24%) 

Free cash flow       £268.909m 

RCF/capex      1.22 

Revenue (actual)       £720.651m 

EBITDA (actual)       £389.57 
       

Proportion of borrowings which are:       

- fixed rate      32.58% 
- floating rate      - 

- index-linked      67.42% 

- due within one year or less      - 

      100.00% 

       

Proportion of borrowings which are:      1.04% 

- due in more than one year but no more than two years    1.13% 

- due in more than two years but not more than five years    16.04% 

- due in more than five years but not more than 20 years    60.79% 

- due in more than 20 years    21.00% 

    100.00% 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 The credit ratings of the company’s Class A 

Bonds, which are guaranteed by MBIA    

(BB/Ba2/-), revert to their higher underlying 

ratings of A3/A/A by Moody’s  Investor Service 

(Moody’s ), Standard & Poor’s  (S&P) and Fitch 

Ratings (Fitch) respectively. The Moody’s  A3 

rating was placed on positive outlook on 27 

February 2015.
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4I – Financial derivatives for the year ended 31 March 2016 

 Nominal value by maturity (net) Total value 

Total 

accretion 

Interest rate (weighted 

average) 

     Payable       Receivable  

One to 

two years 

Two to 

five years 

Over five 

years 

Nominal 

value (net) 

Mark to 

market 

Derivative type £m £m £m £m £m £m % % 
         

Interest rate swap (sterling)         

Floating to/from fixed rate - - 192.000 192.000 90.993 - 5.67% 0.52% 

Floating to/from index-linked 8.646 64.535 468.573 541.754 190.888 - 2.64% 0.85% 

Fixed to/from index-linked - - - - - - - - 

Total 8.646 64.535 660.573 733.754 281.881 -   

         

Foreign exchange         

Cross -currency swap USD - - - - - - - - 

Cross -currency swap EUR - - - - - - - - 

Cross -currency swap YEN - - - - - - - - 

Cross -currency swap other - - - - - - - - 

Total - - - - - -   

         

Currency interest rate         

Currency interest rate swaps USD - - - - - - - - 

Currency interest rate swaps EUR - - - - - - - - 

Currency interest rate swaps YEN - - - - - - - - 

Currency interest rate swaps other - - - - - - - - 

Total - - - - - -   

         

Forward currency contracts         

Forward currency contracts USD - - - - - - - - 

Forward currency contracts EUR - - - - - - - - 

Forward currency contracts YEN - - - - - - - - 

Forward currency contracts other - - - - - - - - 

Total - - - - - -   

         

Total  8.646 64.535 660.573 733.754 281.881 -   
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Notes to the regulatory accounts  

Accounting policies 

Basis of preparation 

The principal accounting policies adopted in the preparation of the regulatory financial statements included in 

Parts 1, 2 and 4 are set out below. They have been prepared in accordance with International Financial Reporting 

Standards (IFRS) and IFRS Interpretations Committee (IFRIC) interpretations as adopted by the European Union 

and the Companies Act 2006 applicable to companies reporting under IFRS and IFRIC interpretations, except 

where Ofwat’s Regulatory Accounting Guidelines (RAGs) require a departure from these (such instances are 

highlighted on the face of the principal regulatory financial statements in Part 1). 

The regulatory financial statements have been prepared under the historical cost convention, as modified by the 

revaluation of fixed assets, financial assets and financial liabilities (including derivative financial instruments) at 
fair value through profit or loss. 

Basis of consolidation 

The regulatory financial statements consolidate the results of Dŵr Cymru Cyfyngedig (DCC) and its wholly-owned 

subsidiary Dŵr Cymru Customer Services Limited (DCCS) which together comprise all of the activities of the 

appointed business. DCCS ceased operating on 1 July and all of its activities transferred into DCC; the Company 
intends to wind up DCCS by 31 December 2016. 

Appointed and non-appointed businesses 

Each non-appointed activity is treated separately within the Company’s accounting records. Examples of non-

appointed activities include tankered waste, property searches and recreation and amenity services. Revenues, 

costs, assets and liabilities are generally directly allocated to particular business activities. General and support 
costs have been apportioned from the non-appointed business on an activity cost basis. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Revenue recognition 

Revenue represents the income receivable in the ordinary course of business from the regulated activities of the 

business in the year exclusive of value added tax. Charges billed to customers for water and wastewater services 

are recognised in the period in which they are earned. An accrual is estimated for unmeasured consumption that 
has not been billed. 

The measured income accrual is an estimation of the amount of mains water and wastewater charges unbilled at 

the balance sheet date.  The accrual is calculated using a defined methodology based upon average historical 

water consumption by customer and tariff and is recognised within revenue. The measured income accrual as at 

31 March 2016 was £64.9m while amounts actually billed in 2016/17 totalled £66.2m; the difference, which 

constitutes 0.4% of revenue, is not significant and is a consequence of the estimation techniques necessary to 

calculate the accrual. 

Where an invoice has been raised, or payment made but the service has not been provided in the year, this is 

treated as a payment in advance and is not recognised in the current year’s revenue but within creditors. 

Charges on income arising from court, solicitors and debt recovery agency fees are credited to operating costs 
and added to the relevant customer accounts; they are not recognised within revenue. 

There are no differences between the recognition of revenue in the statutory and regulatory accounts. Bills raised 

for customers having a record of non-payment are recognised as revenue. Only in the following circumstances are 

bills not recognised as turnover: 

a) Voids adjustment for local authority agreements. Dŵr Cymru bills local authorities for all of their tenanted 

premises whether occupied or not and the collection commission its pays includes an element in respect 

of voids. An adjustment is therefore made between commission costs (included in operating costs) and 

revenue in respect of the amount relating to voids; and
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Notes to the regulatory accounts continued 

Accounting policies continued 

Revenue recognition continued 

b) Where bills are subject to formal legal pricing disputes we do not recognise as turnover the disputed 
portion of bills raised. 

Charging policy 

Billing of unoccupied properties: an unoccupied property is a connected property or premises that is unoccupied 

and unfurnished and does not have use or any water or wastewater service. This definition is applied in the 
following ways: 

a) Unmeasured supplies: if an unoccupied property is furnished normal charge will apply (subject to 

allowances e.g. if the sole occupier is in a nursing home, hospital, prison or is overseas long-term). 

Unfurnished and unoccupied properties do not incur charges unless they are in use e.g. under renovation 

or redecoration, in which case the customer will be offered the option of being compulsorily metered, 

continuing on unmeasured charges or being disconnected. Unmeasured properties will be billed a 

“surface water-only” charge is the water supply is temporarily disconnected. 

b) Metered supplies: metered standing charges are applied to each metered property unless there is no 

water consumption, the property owner cannot be identified and it is unfurnished. 

Billing “the occupier”: very few premises are billed in this manner; no bills are sent speculatively in this manner, 
only when there is evidence suggesting an actual occupier e.g. a visit, finance check or Land Registry search.  

New properties: all new properties are metered. The developer, being the consumer, is billed for water and 

wastewater charges between the date of connection and first occupancy. Income from the developer for metered 

charges is recognised as revenue. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Bad debt policy 

Our policy is to write off debt when it is shown that a debt is not collectable. A debt is regarded as being not 
collectable when one of the following conditions has been satisfied: 

 the debtor has been declared bankrupt; 

 the debtor cannot be traced; 

 the debtor has died without an estate; 

 all reasonable legal remedies have been exhausted and two collection agencies have failed to recover the 

debt; or 

 the debt is too small to pursue beyond specified recovery action. 

All debt that has completed the full recovery process is held in an “end of line bucket” pending write-off. Write-

offs are scheduled as part of a routine procedure, however initiatives continue to be taken in respect of “end of 
line” debt to review collectability and debts are currently only written off post completion of  these initiatives. 

Generally when debt reaches the “end of line bucket” the majority will have been fully provided for in the bad 

debt provision. As a result the timing of the write-off has little impact on the overall charge for bad debts in any 

year. As a consequence, the level of write-offs throughout the year is not monitored in isolation but as a 
component of the overall movement in collections when considering the level of bad debt provision required. 

No changes have been made to the write-off policy or procedures during the year. 

Accounting separation policy 

The regulatory accounts have been drawn up in accordance with Dŵr Cymru’s Accounting Separation 

Methodology Statement1. The purpose of that document is to explain the systems, processes and allocation 

methods involved in the preparation and population of the accounting separation tables included within these 

regulatory accounts. The financial information used to populate the tables is processed and extracted from the 
company’s accounting system and customer billing system. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 Ava i lable on our website, 

www.dwrcymru.com 

http://www.dwrcymru.com/
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Notes to the regulatory accounts continued 

Accounting policies continued 

Accounting separation policy continued 

Water and sewerage services 

Alternative cost centre structures have been created (as part of Dŵr Cymru’s overall accounting separation cost 

centre group) in the accounting system to allow water and sewerage service operational costs to be captured in a 

format that facilitates the completion of the water and sewerage service tables. 

It contains specific cost centre groups for each of the water activities along with further groups capturing the cost 

of scientific services and general and support activities. A number of ‘work management systems’ have been 

introduced in recent years resulting in greater accuracy of cost allocation and a reduced incidence of manual 

allocations across activities. 

Asset-related cost centres and most operational support staff can be attributed directly to individual water 

activities. Non-operational staff costs are allocated directly to activities where possible’ where this has not been 

possible cost drivers have been used to apportion departmental costs in line with Ofwat’s hierarchy of cost 

drivers. 

Retail service 

An alternative cost centre structure has been created within the accounting system to allow retail operational 
costs to be captured in a format that facilitates the completion of the retail service table. 

Non-operational costs are allocated directly to activities where possible; where this has not been possible cost 
drivers have been used to apportion costs in line with Ofwat’s hierarchy of cost drivers.  

Fixed assets 

The fixed assets tables consist of capitalised assets as recorded on the fixed asset register plus assets under 

construction. The opening balances are reconciled to the previous year’s closing balances and current year 

transactions are analysed as follows: 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Accounting separation policy continued 

Water and sewerage services continued 

 Assets in the SAP register are allocated to cost collectors which identify the operational business owner. 

Each asset has an asset class which identifies the split between infrastructure, operational and other 

assets, and a review of the current year’s expenditure is undertaken with reference to data capture 

sheets and meetings with capital operational managers to check that these have been allocated 

appropriately; and 

 Retail asset costs have been allocated to household and non-household based on the number of bills 
raised and customer numbers for other assets. 

Capitalisation policy 

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 has decided 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. A previous revaluation of regulated assets was undertaken as at 31 

March 2004 and was used as a ‘deemed cost’ for the Company’s fixed assets under the transitional rules available 
on first time adoption of IFRS. 

As at 31 March 2016 the total value of tangible and intangible fixed assets has been revalued to the Company’s  

“shadow RCV”, being the 31 March 2016 RCV published by Ofwat in its PR14 Final Determination as adjusted for 

the impact of  any totex over/underspend and Outcome Delivery Incentive rewards/penalties (as set out in table 
4C). The classes of asset impacted are infrastructure assets and operational structures. 

The carrying value of assets will be reviewed for impairment if circumstances dictate that the carrying value may 
not be recoverable; asset lives and residual values are reviewed annually. 

In accordance with RAG 1.06 para 1.6, in its regulatory financial statements the Company has dis-applied the IAS 

16 requirement to capitalise applicable borrowing costs. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Capitalisation policy continued 

Infrastructure assets 

Infrastructure assets comprise principally impounding reservoirs and a network of underground water and 

wastewater systems. For accounting purposes, the water system is segmented into components representing 

categories of asset classes with similar characteristics and asset lives. The wastewater system is segmented into 

components representing geographical areas, reflecting the way the Company operates its wastewater activities.  

Expenditure on infrastructure assets relating to increases in capacity, enhancements or material replacements of 

network components is treated as additions. Expenditure incurred in repairing and maintaining the operating 

capability of individual infrastructure components, “Infrastructure Renewals Expenditure”, is expensed in the year 
in which the expenditure is incurred. 

The depreciation charge for infrastructure assets is determined for each component of the network; the useful 

economic lives of the infrastructure components range principally from 60 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: 3-40 years 

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

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 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Capitalisation policy continued 

Intangible assets continued 

any expenditure directly attributable to bringing the asset into use, including directly attributable internal costs. 

Research expenditure is recognised 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 circumstances indicate 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. 

Leased assets 

Certain assets are financed by leasing arrangements which transfer substantially all the risks and rewards of 

ownership of an asset to the lessee (finance leases). These assets are capitalised an included in ‘property, plant 

and equipment’ with the corresponding liability to the lessor included within ‘financial liabilities – borrowings’. 

Leasing payments consist of a capital element and a finance charge; the capital element reduces the obligation to 

the lessor and the finance charge is recognised over the period of the lease based on its implicit rate so as to give 

a constant rate of interest on the remaining balance of the liability. 

All other leases are regarded as operating leases. Rental costs arising under operating leases are charged to the 
income statement on a straight-line basis over the period of the lease. 

Grants and customer contributions 

Grants and customer contributions received prior to 31 March 2004 in respect of expenditure on property, plant 

and equipment have been offset against these assets as they formed part of the net book value of assets revalued 

on transition to IFRS. Grants and customer contributions received from 1 April 2004 onwards have been treated 
as deferred income and are amortised over the life of the related assets. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Capitalisation policy continued 

Grants and customer contributions continued 

Grants and contributions in respect of revenue expenditure are credited to the income statement over the same 
period as the related expenditure is incurred. 

Capital expenditure programme incentive payments 

The Company’s agreements with its construction partners involved in delivery capital programmes incorporate 

incentive bonuses payable after completion of the programmes. The cost of property, plant and equipment 

additions includes an accrual for incentive bonuses earned to date, relating to projects substantially complete at 

the year-end, where the likelihood of making the payment in considered probable. Amounts recoverable from 

contract partners relating to targets not being achieved are recognised only on completed projects.  

Trade receivables 

Trade receivables are recognised initially at fair value and measured subsequently at amortised cost less provision 

for impairment. They are first assessed individually for impairment, or collectively where the receivables are not 

significant individually. Where there is no objective evidence of impairment for an individual receivable, it is 

included in a group of receivables with similar credit risk characteristics and these are assessed collectively for 

ageing. Movements in the provision for impairment are recorded in the income statement. 

Cash and cash equivalents 

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

cash and which are subject to an insignificant risk of change in value. Such investments are normally those with 

less than three months; maturity from the date of acquisition and typically include cash in hands and deposits 

with banks or other financial institutions. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Pension costs 

Defined benefit scheme 

The Company operates a defined benefit scheme which is funded by both employer and empl oyee contributions. 

Actuarial valuations of the scheme are carried out at intervals of not more than three years. Contribution rates 

are based on the advice of a professionally qualified actuary. 

The liability recognised in the balance sheet in respect of defined benefit pension plans is the present value of the 

defined benefit obligation at the end of the reporting period less the fair value of plan assets. The defined benefit 

obligation is calculated annually by an independent actuary using the projected unit credit method. The present 

value of the defined benefit obligation is determined by discounting the estimated future cash outflows using 

interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will be 

paid, and that have terms to maturity approximating to the terms of the related pension obligation. In countries 
where there is no deep market in such bonds, the market rates on government bonds are used.  

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are charged 

or credited to equity in other comprehensive income in the period in which they arise.  

Past service costs are recognised immediately in income. 

Defined contribution scheme 

The Company operates a defined contribution scheme for those employees who are not members of the defined 

benefit scheme. Obligations for contributions to the scheme are recognised as an expense in the income 
statement in the period in which they arise. 
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Notes to the regulatory accounts continued 

Accounting policies continued 

Financial Liabilities 

Debt is measured initially at fair value, being net proceeds after deduction of directly attributable issue costs, with 

subsequent measurement at amortised cost. Debt issue costs are recognised in the income statement over the 

expected term of such instruments at a constant rate on the carrying amount. 

Trade payables are obligations to pay for goods and services acquired in the ordinary course of business from 

suppliers. Accounts payable are classified as current liabilities if payment is due within one year, or in the normal 
operating cycle of the business. 

Derivative instruments utilised by the Company are interest rate, inflation swaps and power hedges. Derivative 

instruments are used for hedging purposes to alter the risk profile of existing underlying exposures within the 

Company. Derivatives are recognised initially and subsequently re-measured at fair value. During the year to 31 

March 2016 none of the Company’s derivatives qualified for hedge accounting under IAS 39 (2015: none). These 

instruments are carried at fair value with changes in fair value being recognised immediately in the income 
statement. 

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 financial statements. However, the deferred 

income tax is not 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 has been 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.  
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Notes to the regulatory accounts continued 

Accounting policies continued 

Deferred taxation continued 

Deferred income tax assets are recognised to the extent that it is probable that future taxable profits will be 

available against which the temporary differences can be utilised. 

 
Provisions 

Provisions for restructuring costs, dilapidations and uninsured losses are recognised when the Company has a 

present legal or constructive obligation as a result of past events, it is 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 is a 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 of 

an outflow with respect to any one item included in the same class of obligation is small.  
 

Exceptional items 

Exceptional items are those significant items which are disclosed separately by virtue of their size and/or nature 

to enable a true understanding of the Company’s financial performance.
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Notes to the regulatory accounts continued 

1. Differences between statutory and RAG definitions 

As set out under ‘basis of preparation’ in the accounting policies section, the regulatory financial statements as set 

out in the preceding tables have been prepared under IFRS as modified by Ofwat’s Regulatory Accounting 

Guidelines (RAGs). These notes provide the supplementary information specifically required by the RAGs. They do 

not cover the full range of disclosures required in a full annual report and accounts prepared under IFRS; these are 

included in the statutory financial statements of Dŵr Cymru Cyfyngedig which are available from the Company’s 

website.1 

Ofwat’s aim is to minimise differences in reporting between statutory and regulatory accounts, unless it is 

absolutely necessary for regulatory purposes. RAG 1.06- Principles and guidelines for regulatory reporting under 

the ‘new UK GAAP’( using IFRS, FRS101, or FRS102) regime defines treatment of particular items where Ofwat 

requirements differ from those normally required under IFRS and Companies Act legislation. Ofwat requires 
deviations from IFRS in the following areas: 

 Revenue Recognition 

The RAG’s require that companies bill all properties where a service is being received unless confirmed as 

void, and should fully recognise the billed amounts in the reported turnover. Properties will therefore only 
fall into one of the following two categories for regulatory accounting statement purposes 

 Billed and recorded in turnover; or 

 Void properties 

Companies should assume that for regulatory accounting purposes that where an amount is billed it is 

probable that cash will be collected. This is a deviation from requirement under UK GAAP where revenue 

is only recognised when it is probable that the economic benefits associated with the transaction will flow 

to the entity. RAG 1.06 requires a deviation from that requirement in that there is no judgement applied 

to the probability of collection and should all be considered collectable. Dŵr Cymru adheres to this 

accounting policy and therefore no adjustment is needed. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 www.dwrcymru.com or on 

request from the Company 

Secretary, Dŵr Cymru 

Cyfyngedig, Pentwyn Road, 

Nelson, Treharris CF46 6LY.

http://www.dwrcymru.com/
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Notes to the regulatory accounts continued 

1. Differences between statutory and RAG definitions continued 

 Capitalisation of interest 

IAS 23.8 requires borrowing costs to be capitalised where they directly relate to the construction of an 
asset. The regulatory requirement is that this rule is disapplied.

 Reconciliation of statutory financial statements to regulatory accounting tables  

1A – Income statement for the year ended 31 March 2016 

  £m     

       

Profit for the year per statutory accounts  57.712     

       

Interest expense:       

- Capitalisation of interest  (3.900)     
- Depreciation on capitalised interest  1.100     

- Deferred tax  (0.209)     

  (3.009)  Ofwat’s  RAG override to disapply capitalisation of borrowing costs under IAS 21 

       

Non-appointed profit for the year  (0.942)  Regulatory tables prepared in respect of the appointed business only 

       

Profit for the year per regulatory accounts  53.761     

 
1D – Statement of cash flows for the year ended 31 March 2016 

  £m     

       

Decrease in net cash per statutory accounts  (138.411)     

       
Non-appointed profit for the year  (0.942)  Regulatory tables prepared in respect of the appointed business only 

       

Decrease in net cash per regulatory accounts (139.353)     
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Notes to the regulatory accounts continued 

1. Differences between statutory and RAG definitions continued 

1C – Statement of financial position as at 31 March 2016 

  £m     

       

Net assets per statutory accounts  1,181.918     

       

Fixed assets:       

- Capitalisation of interest  (35.668)  Ofwat’s  RAG override to disapply capitalisation of borrowing costs under IAS 21 

       

Intangible assets:       

- Capitalisation of interest  (2.770)  Ofwat’s  RAG override to disapply capitalisation of borrowing costs under IAS 21 

     

Investments - other  (1.500)  Regulatory tables consolidate the results of DCC and DCCS (see page 12) 

       

Trade and other payables:       

- Deferred income  160.720  RAG requirement to report separately on face of statement 

- Cash and cash equivalents  (42.789)  RAG requirement to include book overdrafts in trade and other payables 

- Accrued interest  (46.632)  RAG requirement to include accrued interest in trade and other payables 

  71.299     

       

Borrowings       

- Cash and cash equivalents  42.789  RAG requirement to include book overdrafts in trade and other payables 
- Accrued interest  46.633  RAG requirement to include accrued interest in trade and other payables 

  89.422     

       
Deferred income  (160.720)  RAG requirement to report separately on face of statement 

     

Deferred tax  6.766  Ofwat’s  RAG override to disapply capitalisation of borrowing costs under IAS 21 

       

Net assets a llocated to non-appointed activities (43.402)  Regulatory tables prepared in respect of the appointed business only 
       

Net assets per regulatory accounts  1,105.345     
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Notes to the regulatory accounts continued 

2. Revenues by customer type 

Table 2G, “Revenues by customer type for the year ended 31 March 2016 – non-household water”, reports all 

>50Ml customers as being on non-default tariffs (with the exception of three on the special agreement register) 

as the Company has electively reduced the retail margin below the price determination default tariff. The table 
below reports the split of tariffs if those customers were treated as being on default tariffs: 

  

Wholesale 

charges 

revenue Reta il revenue 

Tota l  

revenue 

Number of 

customers 

  £m £m £m  
Non-default tariffs      

Tota l  non-default tariffs  0.252 0.005 0.257 1 

      

Default tariffs      

Raw water < 50Ml  (measured)  0.001 - 0.001 1 
Partially-treated water < 50Ml  (measured)  0.004 - 0.004 5 

Potable water < 50Ml  (non-household) Measured 55.417 4.352 59.769 90,795 

Potable water < 50Ml  (non-household) Unmeasured 2.199 0.191 2.390 7,918 

Raw water > 50Ml  (measured)  1.043 0.026 1.069 6 

Partially-treated water > 50Ml   3.012 0.039 3.051 4 
Water large user 50Ml -99Ml (measured)  4.902 0.105 5.007 58 

Water large user 100Ml -249Ml (measured)  3.926 0.072 3.998 26 

Water large user 250Ml -499Ml (measured)  2.900 0.051 2.951 11 

Water large user 500Ml -1000Ml  (measured)  3.112 0.048 3.160 7 

Water large user > 1000Ml  (measured)  0.762 0.012 0.774 1 

Special agreement register – ref WSHNONPOT8 0.062 0.002 0.064 1 

Special agreement register – ref WSHNONPOT9 1.642 0.049 1.691 1 

Special agreement register – ref WSHPOT1 0.271 0.005 0.276 1 

Tota l  default tariffs  79.253 4.952 84,205 98835 

          

Tota l   79.505 4.957 84.462 98836 
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Notes to the regulatory accounts continued 

3. Transactions with associates 

The directors of Dŵr Cymru Cyfyngedig are also directors of other companies within the Glas Cymru 

Anghyfyngedig group; however, their emoluments are paid in full by the Company as their activities are 

predominantly related to the regulated water and sewerage business. During the year the Directors’ emoluments 
amounted to £2,438,778.  

Company interest payable to Dŵr Cymru (Financing) Limited (DCF), another member of the Glas Cymru 

Anghyfyngedig group, was £111.0m during the year (2015: £121.9m). As at 31 March 2016 the balance 

outstanding on the intercompany loan from DCF stood at £2,273.2m (2015: £2,270.9m). 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 of the 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%. 

Dividends totalling £320,521,000 were declared and paid to Dŵr Cymru (Holdings) Limited in March 2016 and this 
was used to repay an intercompany loan from Dŵr Cymru Cyfyngedig (see note 12).  

There were no other transactions with companies that are part of the Glas Cymru group.
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Notes to the regulatory accounts continued 

4. Statement of changes in equity 

 Ref 

Share 

capital 

Share 

premium 

Capital 

redemption 

reserve 

 

Revaluation 

reserve 

Retained 

earnings 

 

Total 

equity 
  £m £m £m £m £m £m 

        

At 1 Apri l  2015  309.9 - 166.2 - (106.4) 369.7 

Profi t for the year 1A - - - - 53.8 53.8 

Revaluation net of tax 1B - - - 1,023.2 - 1,023.2 

Dividends paid  - - - - (320.5) (320.5) 

Actuarial loss net of tax 1B - - - - (20.9) (20.9) 

Share issue  - 425.0 - (425.0) - - 

Reduction in capital  - (425.0) - - 425.0 - 

Transfer to retained earnings  - - - (45.3) 45.3 - 

At 31 March 2016 1C 309.9 - 166.2 552.9 76.3 1,105.3 

 

 

 

 

 

 

 

 

 

 

5. Financial derivatives (Table 4I) 

 Interest rate swaps (sterling – floating to/from fixed rate) 

 

This is a single floating to fixed derivative which swaps £192m of debt from three month LIBOR plus a 

margin to 5.67% fixed. Both the swap and the debt were originally contracted between Dŵr Cymru 

(Financing) Limited (“DCFL”), the sister company and financing arm of Dŵr Cymru Cyfyngedig (“DCWW”), 

and the swap/loan counterparties. The funds were on-lent to DCWW and DCWW is ultimately responsible 

for ensuring that payments of interest and principal are met. 
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Notes to the regulatory accounts continued 

5. Financial derivatives (Table 4I) continued 

 Interest rate swaps (sterling – floating to/from index-linked) 

 

All the swaps included in this line are held in DCWW and are floating to RPI swaps under which DCWW 

receives floating rate LIBOR and pays a fixed amount plus the movement in RPI. The swaps are “year-on-

year” swaps with all payments and receipts (including RPI) settled in the year. Interest rates are a 
weighted average of a fixed amount of 1.59% plus RPI of 1.05% and LIBOR of 0.85%. 

As at 31 March 2016, £541.8m of swap nominals are held in DCWW. These swaps were taken out to hedge 

floating rate leasing liabilities and follow the amortising profile of the finance leases. The “year-on-year” 

index-linked swaps convert the floating rate leases to index-linked liabilities. The accounting value of the 

leases is £382m. The nominal value of swaps allocated to the finance leases is £392m, representing the 

average balance of the finance leases subject to floating rate interest in the year. The swaps are 

amortising. Some leases have been terminated and, in consequence, swaps with a nominal value of 
£149.8m have been reallocated to floating rate European Investment Bank (“EIB”) liabilities.  

When calculating the nominal value by maturity, maturity has been calculated with reference to the 

weighted average maturity of each amortising swap. Overall, maturities of these amortising swaps range 
from 3 to 34 years with a weighted average of 12.4 years.  

 Swaps held in other group entities  

DCFL, the financing sister company of DCWW has entered into two interest rate swaps: 

 A £192m (nominal) floating to fixed interest swap – this swap was taken out in 2001 to hedge 

floating rate bond liabilities that were on-lent to DCWW. The bond liabilities have been repaid, but 

the swap has been retained to hedge floating rate EIB debt raised by DCFL and on-lent to DCWW 

by way of inter-company loan with a margin of 0.01%. The swap is shown as floating to fixed rate 

in Table 4I. The swap matures in March 2031; and 
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Notes to the regulatory accounts continued 

5. Financial derivatives (Table 4I) continued 

 A fixed to RPI swap which is a synthetic “RPI bond” style swap where the indexation is accreted 

and paid on the maturity of the swap (which will occur simultaneously with the maturity of the 

related bond). This swap and the fixed rate bond liabilities have been on-lent to DCWW as a single 

index-linked loan instrument at a rate of 1.35% plus a margin of 0.01% sufficient to repay both the 

fixed interest rate on the bond and RPI swap liabilities. The swap and associated liabilities mature 
in March 2057. The table below reports the RPI swap in the same format as Table 4I: 

 

 

 Credit breaks 

None of the swaps in DCWW or DCFL has credit breaks, with the longest-dated swap being in place 

until 2057. This is because the swaps were entered into before the credit crunch when banks were 

more prepared to take a long term view of a water company’s credit. However, post credit-crunch, 

banks now insist on credit breaks at 5 to 10 year intervals regardless of counterparty ratings.  

 
 

 

Nominal 

value by 

maturity 

(net) Total value 

Total 

accretion 

 

Interest rate 

(weighted 

average) 

Payable       

Receivable  

Over five 

years 

Nominal 

value (net) 

Mark to 

market 

Derivative type £m £m £m £m % % 
       

Interest rate swap (sterling)       

Fixed to/from index-linked 100.000 100.000 122.840 32.600 1.79% 4.59% 

Total 100.000 100.000 122.840 32.600   
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Notes to the regulatory accounts continued 

5. Financial derivatives (Table 4I) continued 

 Policy for determining composition of debt 

DCWW’s policy for raising debt is to reduce refinancing risk by borrowing across a range of 

maturities and from a mix of sources, currently comprising bi-lateral revolving credit bank 

facilities, EIB & KfW term loans, bonds and finance leases, with a mix of maturities to comply 

with the company’s refinancing policy. The refinancing policy is governed by the company’s bond 

covenants and states that no more than 20% of the group’s debt is permitted to fall due within 
any rolling 24 month period. 

 Hedging policy  

The company’s policy is to hedge at least 85% of its total outstanding financial liabilities into 

either RPI or fixed-rate obligations. To comply with this policy and in order to keep debt costs as 

low as possible we will raise debt at the lowest interest rate commensurate with the maturity of 

the debt. There is no specific optimum mix of RPI and fixed rate debt. As at 31 March 2016 
approximately 70% of debt was index-linked and 30% was fixed.
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Long-term viability statement 

The Board considers that the long-term viability statement made in the 2016 Annual Report and Accounts 
of the Glas Cymru Cyfyngedig group applies equally to the operational company, Dŵr Cymru Cyfyngedig, 
and it has therefore been repeated in full below. 
 
“The Board’s consideration of the Group’s long-term viability is embedded in our business planning 
process; this includes robust risk management controls and financial forecasting and sensitivity analysis, as 
well as regular budget reviews. This process is underpinned by a culture of support and challenge that flows 
from our leadership team to all aspects of our operations. We consider that a period of five years is the 
most suitable period over which the Board should assess the prospects of the Group; it is equal to the 
length of our regulatory determination and consistent with our annual five-year business planning process. 
 
The principal risks facing the Group are set out on pages 59 to 62 of the Annual Report1 in relation to our 
ability to deliver our strategic objectives. Risks are identified and assessed through a continuous cycle of 
bottom-up reporting and review and top-down feedback and horizon scanning. We accept that risk is a 
necessary part of doing business, and our risk management process aims to capture a spectrum of risk from 
inherent to emerging, and across all business areas. The Board has analysed the efficacy and robustness of 
its control framework in managing the likely causes and consequences of each risk, and has reviewed the 
Group’s assumptions and contingency plans. The Board has discussed the potential financial and 
reputational impact of these principal risks against the Group’s ability to deliver its 2016 business plan 
(covering the period April 2016 to March 2021). The Board has stress-tested the business plan against 
different financial scenarios (including fluctuations in inflation and interest rates) and reputational 
scenarios (including safety and reliability events), including a qualitative assessment of the impact of 
plausible combinations of principal risks. The Board has assessed the potential impacts of these risks within 
the context of its risk appetite and is confident that the controls in place are sufficient to keep the Group’s 
financial performance within appropriate tolerance levels.  
 
In making their assessment, the Directors have taken account of the Group’s robust forecast and actual 
gearing of around 60%, its strong level of liquidity and its ability to raise finance. Based on its robust 
assessment, the Directors have a reasonable expectation that the Group will be able to continue in 
operation and meet its liabilities as they fall due over the period to March 2021.” 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 A copy of the 2016 Annual Report of the Glas 

Cymru group is available on our website, 
www.dwrcymru.com or by request from the 
Company Secretary, Dŵr Cymru Cyfyngedig, 
Pentwyn Road, Nelson, Treharris CF 46 6LY 

  

http://www.dwrcymru.com/
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The directors of Dŵr Cymru Cyfyngedig are also directors of other companies within the Glas Cymru 

Anghyfyngedig group; however, their emoluments are paid in full by the Company as their activities are 

predominantly related to the regulated water and sewerage business. The report below has been extracted 
from the 2016 Annual Report and Accounts of Glas Cymru Anghyfyngedig and is split into three sections: 

 
REMUNERATION COMMITTEE REPORT 
 
The 2015-16 Directors’ Remuneration Report sets out details of the remuneration policy for Executive and 
Non-Executive Directors, describes how the remuneration policy is implemented and discloses the amounts 
paid relating to the year ended 31 March 2016. 
 
In line with best practice, the Directors’ Remuneration Report includes the following: 

 a Remuneration Policy Report (pages 39-43). Our Remuneration Policy received binding Member 
approval at the 2015 Annual General Meeting. The Committee is satisfied that the policy remains 
appropriate and fit for purpose and intends that it will cover a three year period to the 2018 Annual 
General Meeting; 

 an Annual Report on Remuneration (pages 44-55) which describes how the Remuneration Policy 

was implemented for 2015-16 and how we intend to apply it for 2016-17. The Annual Report on 

Remuneration together with this annual statement will be put to an advisory Member vote at the 
2016 Annual General Meeting. 
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Remuneration principles 
The Committee has agreed a set of overarching principles to be applied in the context of the consideration 
of remuneration policy issues as these affect the Group. These principles provide the structure for how we 
design and implement the remuneration policy for the Executive Directors and the wider executive team: 
 

 remuneration should reward/incentivise the long term interests of the company and reflect its 
agreed future strategic approach; 

 remuneration should align the interests of Directors and employees with the company’s  customers; 

 remuneration should be focussed on the issues of key concern to the company—water and 
environmental quality, customer service and financial performance; 

 remuneration should reflect Dŵr Cymru’s aim to be one of the best performing companies in the 
sector; 

 remuneration targets should be stretching both in relation to past performance and to other 
companies in the sector and should be demonstrably robust. While some targets are annual, they 
should also align with the company’s longer term strategic and regulatory objectives; 

 remuneration is intended to incentivise management in the absence of shareholders and share 
options; 

 remuneration should be fair and competitive both in relation to the sector and internally so as to 
attract and retain high calibre employees; 

 a significant proportion of remuneration should be variable so as to achieve the right balance in 
relation to incentivising risk taking; 

 the remuneration structure should be sufficiently clear so that those affected by it understand 
what it is aiming to achieve; 

 when formulating remuneration arrangements for the Executive Directors and the wider Dŵr 
Cymru Executive team, the Committee will consider the remuneration of the employee base across 
the business and broader social, environmental and governance issues; and 

 remuneration will be transparent to Glas Cymru Members and subject to their regular approval.  
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Performance and reward for 2015-16 
Remuneration paid to the Executive Directors in respect of the financial year ended 31 March 2016 was as 
follows: 

 a base salary (which had been increased by 1.5% in April 2015) plus pension or equivalent and 
some modest benefits; 

 under the Annual Variable Pay Scheme (AVPS) 2015-16 awards have been made equivalent to 
26.7% of base salary for performance against the Customer and Compliance element of the 
scheme, 27.6% for Operating Cost Performance and between 16% to 17% against Strategic (Annual 
Focus) and Personal objectives, making a total award of between 70.3% and 71.3% of base salary. 
This compares with total award of 79.4% of salary for performance in 2014-15; and 

 under the Long Term Variable Pay Scheme 2015 (LTVPS), awards may be made under the 
performance periods for the two elements of the scheme: Customer Service and Customer Value 
(see page 46). 2015-16 was the first year of the AMP6 five-year plan. Welsh Water’s ranking in the 
Ofwat SIM league table for 2015-16 will not be known until later this summer. However, it is 
forecast that Welsh Water will be ranked 2nd and a provisional award of 22.5% of salary is being 
made under the Customer Service Award, which is calculated on a rolling three year average 
Service Incentive Mechanism (SIM). (See page 50); 

 for the customer value element of the scheme measured for the year to 31 March 2016, a payment 
of 24% of salary has been made.  

 

Implementation of Remuneration Policy for 2016-17 
Our Remuneration Policy aims to align executive remuneration with the implementation of the Company’s 
strategy to deliver the best possible outcomes for our customers and to protect the environment. It shows 
clearly how remuneration is linked to performance both annually and over the five year regulatory period.  
 
Key points in relation to the implementation of remuneration policy for Executive Directors for the financial 
year ending 31 March 2017 are: 

 salaries were increased by 1.5% in April 2016. This is the same as the 1.5% general pay award 
received by employees; 
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 under the AVPS the maximum that can be earned in 2016-17 remains at 100% of salary. The 
Scheme will continue to focus on customer, compliance, cost and personal objectives, as well as a 
number of other critical measures of success; and 

 under the LTVPS the overall maximum that can be earned in the AMP6 five year regulatory period 
is unchanged at 300% of salary (i.e. 60% per annum). Half of the LTVPS will remain dependent on 
customer service and half on customer value. 

 
The Committee is satisfied that, whilst the remuneration arrangements include variable elements linked to 
performance, the Policy does not encourage undue risk taking, which is inappropriate in light of the risk 
profile of the Company. The inclusion of withholding and recovery provisions in our incenti ve arrangements 
further mitigates risk. The balance of short and long-term incentives promotes a performance culture and 
ensures that remuneration levels rise and fall depending on achievement against the key performance. 
indicators (KPIs) of the business. The inclusion of variable elements of pay also ensures that the Policy is 
sufficiently competitive to attract and retain high calibre employees 
 

Further details on how our Remuneration Policy functions and how it is implemented in practice can be 
found in the Policy Report and Annual Report on Remuneration that follow. 

Stakeholder engagement 
The Committee values dialogue with Glas Members and other stakeholders on the issue of executive 
remuneration. The Annual Report on Remuneration and this annual statement will be subject to an 
advisory vote by Members at the forthcoming Annual General Meeting. 
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POLICY REPORT 

 

Remuneration Policy 
The principles and framework of the current Remuneration Policy were approved by Members at the 
Annual General Meeting on 3 July 2015 and became effective from that date. The Policy aims to align 
executive remuneration with the implementation of the Company’s strategy to deliver the best possible 
outcomes for our customers and to protect the environment. It shows clearly how remuneration is linked 
to performance both annually and over the five year regulatory period that commenced in April 2015 (‘the 
AMP6 period’). 
This is achieved by paying remuneration at levels which are sufficiently competitive to recruit and retain 
high calibre employees whilst ensuring that remuneration packages are structured so as to discourage 
inappropriate risk taking. 

 
The Policy is delivered by: 

 Setting levels of base salary and total remuneration that (when assessed periodically against 
market benchmarking) are considered to be fair and competitive having regard to an individual’s 
experience and responsibility; 

 encouraging improved performance by having a significant proportion of total remuneration being 
delivered via variable pay—although the majority of the target package is base salary to ensure 
that executives are not encouraged to take inappropriate risk; and 

 focusing incentives on the relative performance of Welsh Water—based on independent 
information published by Ofwat, the Drinking Water Inspectorate, Natural Resources Wales, the 
Environment Agency and the Consumer Council for Water—thereby promoting the objective of 
producing sector-leading performance in a transparent and accountable way. 

 

The Remuneration Committee remains satisfied that, whilst the Remuneration Policy includes variable 
elements linked to performance, the Policy does not encourage risk taking which is inappropriate in light of 
the risk profile of the Company, and ensures that remuneration levels rise and fall depending on 
performance. The inclusion of variable elements of pay also ensures that the Policy is sufficiently 
competitive to attract and retain high calibre employees. This in turn ensures that it is well aligned to the 
long term success of Welsh Water and the interest of its customers.  
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When formulating the Remuneration Policy and the implementation of it, the Remuneration Committee 
considers remuneration arrangements across the business as a whole and considers the impact of the 
Policy in light of broader social, environmental and governance issues. 
 
The Company negotiates salaries for the wider workforce with three recognised trade unions via a single 
table approach. The Remuneration Committee considers the agreed increase for the wider employee base 
and also reviews market practice and conditions. It should also be noted that the Measures of Success and 
cost element used in the Executive Directors’ AVPS are applied in a similar way in variable pay 
arrangements across the organisation, promoting a unified business culture and consistency in our 
performance assessment.  
The LTVPS is focussed on the long term strategic and financial performance of Welsh Water, and is  reserved 
for the Executive Directors who are in a position to influence such performance. The Chair of the 
Remuneration Committee discusses remuneration issues with Members at Members’ meetings and values 
their input in helping to shape Welsh Water’s Remuneration Policy. 
Figure 1 provides a summary of the components constituting the Executive Directors’ remuneration 
packages as per Welsh Water’s Remuneration Policy. 
 
For the avoidance of doubt, in approving this Directors’ Remuneration policy, authority is  given to the 
Company to honour any commitments entered into with current or former Directors that have been 
disclosed in previous Remuneration Reports. Details of any payments to former Directors will be set out in 
the Annual Report on Remuneration as they arise as required under the Remuneration Regulations. 
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Figure 1: Components constituting the Executive Directors’ remuneration packages  
 Purpose and link to 

strategy 
Operation Opportunity Performance metrics 

Base salary To help recruit, 
retain and motivate 
high calibre 
employees 

Normally reviewed annually and any increases applied with effect from 1 April. Review reflects: 
— role, experience and performance 
— wider economic conditions 
— increases awarded throughout the rest of the broader workforce 
— takes periodic account of levels in other utilities in the wider market. 

Annual increases generally linked to those of the 
wider workforce though the Remuneration 
Committee retain discretion to award increases to 
individuals above this level where appropriate. 
Current salaries disclosed in the Annual Report on 
Remuneration 

None 

Benefits To provide a market 
competitive benefits 
package to help 
recruit and retain 
employees 
 
Healthcare benefits 
promote business 
continuity. 

Directors are entitled to private health cover and life insurance 
 
The Chief Executive and the Chief Operating Officer have a historic entitlement to permanent 
health insurance 
 
Directors do not receive company cars or car allowances 
 
Other benefits such as relocation expenses or travel/accommodation allowances may be offered as 
appropriate. 
 

Value of benefits is based on the cost to the 
Company and is not predetermined. 

None 
 

Pension To help recruit and 
retain  high calibre 
employees 
 
Discrete post-
retirement planning 
provision. 

The Company operates a defined benefit pension scheme 
 
Where contributions would exceed either the lifetime or annual contribution limits provision is 
made by way of an unfunded EFRBS. 
 
Normal retirement age of 60 
 
New Executive Directors are automatically enrolled in the DCWW Group Personal Pension Plan 
with the opportunity to opt out and receive a cash allowance equivalent to the prevailing Employer 
contribution. 

Up to 1/45th of salary accrual for each year of 
pensionable service subject to maximum of 2/3rds of 
final pensionable salary 
 
Maximum employer contribution to the DCWW 
Group Personal Pension Plan of 11% providing the 
employee contributes 6% or more. 

None 
 

AVPS To incentivise the 
annual delivery of 
stretching targets 
and delivery of 
personal objectives. 

AVPS targets reviewed annually by the Committee 
 
Targets designed to relate to areas of the business over which executive has particular control 
 
Outturn determined by the Remuneration Committee after the year end based on performance 
against targets 
— Paid as cash 
— Not pensionable 
— Clawback provisions apply in the following circumstances: 

– Restatement of accounts 
–Material misrepresentation 
– Gross misconduct or caused reputational damage to the Company or Group Company 

AVPS awards may be clawed back either prior to the payment of the award for a particular 
Financial �ear or for a period of 6 years from the date of payment. 

Maximum AVP potential of 100% of salary, for the 
achievement of stretching performance conditions 

Measures will aligned 
to the Business Plan 
themes of Customer, 
Compliance and Cost 
with additional Annual 
focus and Personal 
targets  
 
 



42 
 

PERFORMANCE REPORT 2015/16 

Figure 1: Components constituting the Executive Directors’ remuneration packages (continued)  

 
 
 

 Purpose and link to 
strategy 

Operation Opportunity Performance metrics 

AVPS To incentivise the 
annual delivery of 
stretching targets 
and delivery of 
personal objectives. 

AVPS targets reviewed annually by the Committee 
 
Targets designed to relate to areas of the business over which executive has particular control 
 
Outturn determined by the Remuneration Committee after the year end based on performance 
against targets 

— Paid as cash 
— Not pensionable 
— Clawback provisions apply in the following circumstances: 

– Restatement of accounts 
–Material misrepresentation 
– Gross misconduct or caused reputational damage to the Company or Group Company 

AVPS awards may be clawed back either prior to the payment of the award for a particular 
Financial year or for a period of six years from the date of payment. 

Maximum AVP potential of 100% of salary, for the 
achievement of stretching performance conditions 

Measures will aligned 
to the Business Plan 
themes of Customer, 
Compliance and Cost 
with additional Annual 
focus and Personal 

targets  
 
 

LTVPS — To align the long 
term interests of the 
Executive Directors 
with those of Welsh 
Water’s customers 
and stakeholders 
— To incentivise 
achievement of 

value creation over 
the long term 
— To aid retention 

Cash awards based on stretching performance targets relating to: 
— Rolling three year relative SIM performance 
— Combined measure of the growth in Customer Reserves and Transfers to the Customer Payment 
Account 
 
Clawback provisions apply in the following circumstances: 
— Restatement of accounts 
— Material misrepresentation 

— Gross misconduct or caused reputational damage to the Company or Group Company 
 
LTVPS awards may be clawed back either prior to the payment of the award for a particular 
Financial �ear or for a period of six years from the date of payment. 

300% of salary over the five year regulatory period to 
31 March 2015. 

50% based on relative 
SMS performance 50% 
based on financial 
performance  
 

Non  
Executive 
Directors 

Provides an 
appropriate level of 
fixed fee to recruit 
and retain 
individuals with a 
broad range of 
experience and skill 
to support the Board 
in the delivery of its 
duties. 

The Remuneration Committee determines the fee payable to the Chairman of the Board and, 
separately, the Executive Directors and the Chairman approve the fee level payable to the Non-
Executive Directors. 
 
All directors may be paid for additional expenses incurred in connection with their role on the 
Board and any taxable benefit implications that may result. 

Non-Executive Directors do not receive any 
additional fees for chairing committees 

None 
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Figure 1: Components constituting the Executive Directors’ remuneration packages (continued) 

 
 

Discretions retained by the Remuneration Committee 
The Remuneration Committee operates the AVPS and the LTVPS according to the rules of each respective 
scheme and consistent with normal market practice, including flexibility in a number of regards. This 
flexibility allows the Remuneration Committee to take account of any serious safety or reputational issues 
or significant deterioration of performance.  

New Executive Director 
appointments 

— Base salary levels will be set to reflect the experience of the individual, appropriate market data and internal relativities. If it is considered appropriate to appoint a new 
Executive Director on a below market salary they may be subject to a series of increases to the desired salary positioning over an appropriate timeframe subject to performance 
in post. This approach will apply to both internal and external appointments. 
— The policy will be for the new Executive Director to participate in the remuneration structure detailed above. Exceptions to this could be setting different measures or 
implementing transitional arrangements should an Executive Director join part way through the 5 year regulatory period. For internal promotees to Executive Director, 
entitlement to previously accrued AVPS, up to the appointment date will be unaffected. 
— Should it be the case that the Remuneration Committee considers it necessary to buy out incentive pay which an individual would forfeit on leaving their current employer, 
such compensation, where possible, will be structured so that the terms of the buyout mirror the form and structure of the re muneration being replaced. 

Policy 
for payments to departing 
executives  

— The Executive Directors have service contracts that are subject to a 12 month notice period and which do not provide for comp ensation to be payable in the event of early 
termination by the Company. At the Company’s discretion, an Executive Director may be paid base salary alone in lieu of notice. A significant element of mitigation is built into 
the contract should the Company choose to exercise its option to make a payment in lieu of notice.  
— When an Executive Director leaves via redundancy and is not required to work his/her notice period, he/she will be entitled to Statutory Redundancy plus 12 month pay in lieu 
of notice together with pay in lieu of accrued but untaken holidays. 
— Should an Executive Director resign, he/she will be expected to work their notice period unless an alternative arrangement such as garden leave or a reduced notice period is 
agreed. 
— In the event that the Company terminates the Executive’s employment, the Company will take legal advice and will pay to the Executive only such amount as the Executive is 
legally entitled to receive. 
— In the event of cessation of employment AVPS and LTVPS awards will be treated in line with the relevant scheme rules which de scribe the treatment of any payment with 
reference to ‘good’ or ‘bad’ leaver terms. 
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ANNUAL REPORT ON REMUNERATION 
 
Remuneration Policy for Executive Directors in more detail 
 

Salary 
Following a review in March 2016 the Remuneration Committee has set the base salaries for the Executive 
Directors for 2016-17 (effective 1 April 2016) shown in figure 2. This mirrors the 1.5% increase awarded to 
employees on 1 April 2016 in accordance with the five year pay deal agreed with the Company’s three 
recognised trade unions (GMB, UNISON and UNITE) in 2015. Details of Executive Directors’ base salaries 
within Welsh Water and the Water Industry generally were considered during negotiations. 
 
The fees payable to Non-Executive Directors were reviewed in March 2015 and subsequently in March 
2016. No change was made following either review resulting in fees being frozen at the 2014 levels.  
 

Annual Variable Pay Scheme (AVPS) 
 
The maximum variable pay that Executive Directors can earn under the AVPS in 2016-17 is unchanged and 
equates to 100% of base salary. The achievement of variable pay is assessed across five components, 
consistent with how the AVPS was operated in 2015-16, as illustrated in figure 3. Specific targets for 2016-
17 have not been disclosed as they are considered commercially sensitive but will be disclosed 
retrospectively next year. 
 
The Customer and Compliance measures which we have selected for the AVPS are intended to place 
significant emphasis on the areas of prime importance from the PR14 Business Plan and to maximise the 
Annual Focus within the scheme. In addition, each year the Board and Remuneration Committee will 
choose a small number of measures for the Annual Focus element where the aim is for marked 
improvement in the year ahead and where the weighting in AVPS is significantly increased. The cost 
measure used is Totex (operating and capital expenditure) as this is a comprehensive and simple measure 
of expenditure and matches how company budgets are set. 
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Long Term Variable Pay Scheme 2015 (LTV PS) 
The objective of the LTVPS is to align the longer term aspects of total remuneration with Company 
performance over the course of the five year regulatory period ending on 31 March 2020. The awards 
comprise a cash payment. Under the LTVPS, two types of cash award can be made: 
 

 a Customer Value Award, which combines two financial measures of the increase in the Reserves 
(regulatory capital value less net debt) and Transfers to Customer Reserves (representing amounts 
available for return of value to customers) over the regulatory period. The increase in Reserves (as 
a measure of financial position) and the transfers to the Customer Reserves (as a measure of 
financial flows) calculated separately but added together captures the total value generated for 
customers (returned and retained) by the company. Ultimately, this is the most important financial 
objective for the Executive Directors. This combined measure remains company specific and 
measures performance against Company set targets which are aligned with the five year Plan; and 
 

 a Customer Service Award, which is measured by the Company’s average ranking in the Ofwat 
league table for SIM over a rolling three year period. The Customer Service Award is therefore 
informed by and rewards, the Company’s relative performance compared with similar companies in 
the sector. 

 
The LTVPS performance targets reflect the Board’s ambition that Welsh Water should rank alongside the  
leading companies in the industry on key measures for customer service and long term financial efficiency 
for the benefit of customers. SIM is used for the Customer Service Award and comprises two measures of 
customer service. One is a qualitative measure reflecting the results of independent research carried out on 
behalf of Ofwat to capture customer satisfaction with the service they have received and the other a 
quantitative measure which covers customer complaints and unwanted calls. The performance targets 
under each of the LTVPS awards are described more fully in figure 4. 
 
The period over which performance is determined and the potential payment dates over the regulatory 
period to 31 March 2020 are illustrated in schematic figure 5. 
 
Details of payments made under the LTVPS for 2015-16 are set out in figure 6. 
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Figure 4: Performance targets 

 Customer Service Customer Value1 
Performance Measures Measured by reference to Ofwat’s SIM measure. Actual customer value created (increase in 

customer reserves and transfers to customer 
payment account) at 31 March 2020 (the end of 
the AMP6 period) compared to targets. 

Rationale for selected 
measures 

Ofwat’s SIM measure of consumer experience 
which is independent, objective and measurable, 
and which allows relative performance to be 
compared against other water and sewerage 
companies. 

This is the strongest financial measure of the 
total value generated for customers by the 
Company. 

Performance Period Three Financial years immediately  prior to the 
Financial year in which an award is granted 

1 April 2015 to 31 March 2020 

Performance target 2,3 Out of UK’s 10 water and sewerage companies: 
— 100% of award payable for achieving first 
position 
— 75% of award payable for achieving second 
position 
— 50% of award payable for achieving third 
position 
— 25% of award payable for achieving fourth 
position 
— 0% of award payable for a ranking of fifth or 
below. 

Maximum 30% award each year if the value 
created is in line with the targets which are set 
each year but set three years in advance. 
— 100% of award payable for achieving stretch 
above target 
— 66% of award payable for achieving target 
— 0% for performance at or below threshold 
— Pro rata award payable for performance 
between these limits 
— For the first three performance periods, the 
Customer Value target for the final year of each 
period is £68 million,   
£52 million and £44 million. 
 

 

1. The customer value targets may be amended in certain circumstances at the discretion of the Committee. These circumstances include where 
(i) there are differences between actual inflation and the assumptions originally made; (ii) there are any other significant external factors 
which the Committee determines to be outside the control of the Executive Directors. 

2. Payment may be deferred at the discretion of the Committee in the event that there is a significant deterioration in performance. Deferral 
may be for up to two years, or until the shortfall has been remedied, whichever is the earlier.  

3. When determining the level of any award the Committee will have regard to the rating of the Group’s bonds and may at its discretion defer all 
or part of an award if the Group’s bonds have been put on  credit watch or downgraded. 

4. The Customer Value targets for the first three performance periods have been amended from those originally disclosed in last year’s 
remuneration report. The targets as disclosed last year were based solely on figures relating to transfers to Customer Reserves and excluded 
any figures relating to increase in Reserves. However the intention at the outset, and consistent with the 2014/15 disclosure to Members, was 
to measure the total value created (i.e. to include any increase in Reserves) and, as such, the targets have been increased to include this value. 
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What was paid in 2015-16 and link between pay and performance 
 
Payments made to Directors in 2015-16 
Figure 6 sets out the Directors’ emoluments in respect of the year ended 31 March 2016 in comparison to 
year ended 31 March 2015. 
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Determination of 2015-16 AVPS outcome 
For 2015-16, the Remuneration Committee measured performance against each target, linked directly to 
the achievement of the Company’s strategy, as follows in the table below. Approved performance in 2015-
16 resulted in an AVPS award of between 70.3% and 71.3% compared to 79.4% for the Executive Directors 
in 2014-15. 
 

 

Determination of 2015-16 LTVPS outcome (audited) 
Welsh Water’s SIM rating relative to the SIM rating of the other water and sewerage companies over the 
three year performance period to 31 March 2016 will not be known until later in the year. At this time, it is 
forecast to be ranked 2nd. As a consequence, a provisional award of 22.5% is payable. The maximum 
potential is 30% of salary.  
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Determination of 2015-16 Customer value  
For the Customer Value element of the scheme measured from 1 April 2015 to 31 March 2016, a payment 
of 24% of salary has been made. This has been based on the Remuneration Committee’s determination 
that total value generated for LTVPS purposes in the year ended 31 March 2016 was £118 million against a 
target of £114 million (and a stretch of £124 million). The reported total value created is £197 million 
which, for the purposes of assessing LTVPS performance, has been adjusted downwards by £79 million to 
reflect higher than expected inflation during the year and the deferment of certain capital schemes to 
future years. 
 
Pension benefits 
For the period 1 April 2015 to 31 March 2016 Chris Jones and Peter Perry were active members of the 
DCWW Pension Scheme (‘the Scheme’) which is a defined benefit pension arrangement.  
Benefits accrue at 1/45th of Final Pensionable Salary per year of Pensionable Service for Chris Jones and 
1/60th of Final Pensionable Salary for each year of Pensionable Service for Peter Perry (subject to a 
maximum overall pension at normal retirement age of two-thirds of Final Pensionable Salary). The Scheme 
also provides life cover of four times Pensionable Salary for death in service, a pension payable in the event 
of retirement due to ill health and a spouse’s pension payable on the death of the member.  
Chris Jones and Peter Perry are Lifetime Allowance and/or Annual Allowance Capped Members of the 
Scheme and where their Scheme benefits exceed HMRC limits additional benefits are provided via an 
Employer Financed Retirement Benefit Scheme (EFRBS). The Company’s obligations under the EFRBS will 
not be funded, however such obligations constitute liabilities of the Company, payable when they are due.  
The pension benefits earned by the Directors in the Scheme during the year are shown in figure 8 which has 
been audited. Since his employment began on 1 September 2014, Peter Bridgewater has opted out of the 
DCWW Group Personal Pension Plan and receives a cash alternative allowance of 11% of salary instead. 
 
Other Benefits 
Executive Directors have the benefit of private health cover. Chris Jones and Peter Perry also have 
permanent health insurance. 
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Benefit notes 

1. Increased by the actual CPI growth 

figure at the previous September – 

2.7% for the 2015 disclosure period 

and 1.2% for 2016 

2. Based on the capitalised va lue of the 
accrued pension at the year-end less 

the revalued capitalised value of 

accrued pension at the start of the 

year: 

 The accrued pensions include 
previous Pensionable Service 

completed in Hyder Water and 

United Utilities Pension Schemes 

 The accrued pension figures 

include both the s tandard 
enti tlements within the Scheme 

(which are restricted in 

accordance with HMRC l imits) 

and the top-up benefits which 

are payable under the EFRBS.  
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Comparison of overall pay and performance 

Figures 9 and 10 show how our pay policy has compared with performance and compares the total pay of 

our Chief Executive to year on year growth in Customer Reserves (i.e. financial reserves being Regulatory 

Capital Value less net debt) over the previous seven years. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

For 2014 ful l financial figures have been 
provided for Chris Jones and Nigel Annett and do 

not solely relate to the period as Chief 

Executive/Managing Director. 
 

RLTIS: ‘Rolling long-term incentive scheme’ in 

place during AMP4.  
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Relative importance of spend on pay 
It is important that the Remuneration Committee considers the cost of remuneration in relation to other 
factors such as company performance. Figure 11 sets out the change in total expenditure, total employee 
remuneration costs and Customer Reserves in 2016 compared to 2015. 

 

 
How pay is determined Remuneration Committee 
 
The Remuneration Committee is chaired by Anna Walker. James Strachan stepped down from the Board 
following the 2015 AGM at which point Anna took over as chair. In 2015-16, the other members of the 
Committee were Robert Ayling, Menna Richards and John Warren. The Board considers that all the 
members of the Remuneration Committee are independent and, in the case of Robert Ayling, that he was 
considered to be independent on his appointment as Chairman of the Company. The Chief Executive and 
the Director of Human Resources attend meetings of the Remuneration Committee by invitation (except 
where their own remuneration is discussed). The Remuneration Committee was convened on three 
occasions in 2015-16. 
 

 
 
Details of Directors’ service contracts 
and letter of appointment 
 
Details of the service contracts of the 
Executive Directors and letters of 
appointment of the Non-Executive 
Directors in place at 31 March 2016 are 
as follows: 

 Chris Jones   
- 11 May 2001 

 Peter Perry   
- 1 August 2006 

 Peter Bridgewater  
- 1 September 2014 

 Robert Ayling   
- 3 October 2008 

 Stephen Palmer  
- 26 October 2009 

 Menna Richards  
- 22 November 2010 

 Anna Walker   
- 3 March 2011 

 John Warren   
- 3 May 2012 

 Graham Edwards  
- 1 October 2013 

 Joanne Kenrick   
- 1 November 2015 
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How pay is determined Remuneration Committee continued 

The role of the Committee is to approve, implement and keep under review the Remuneration Policy of the Board 
and specifically: 
 

 to agree the Policy and framework and service contracts for the remuneration of the Chairman and the 
Executive Directors, and the remuneration framework for the executive team together with the Director 
of Environment, Director of Capital Delivery and Director of Procurement and Estates; and 
 

 to determine variable pay arrangements that encourage and recognise good performance and reward 
individuals in a fair and responsible manner for their contribution to the long-term success of the 
Company 

 
In 2015-16, the Remuneration Committee received independent advice from New Bridge Street (NBS), a trading 
name of Aon Hewitt Limited (an Aon plc company). NBS is a signatory to the Remuneration Consultants Group 
Code of Conduct and any advice given is governed by the Code. The Group has a long standing relationship with 
NBS and the Committee is satisfied that the advice it receives remains independent and objective.1 

 

During 2015-16, the activities of the Remuneration Committee included: approving the 2015 Remuneration 
Report; assessing performance achieved against the conditions attached to the 2014-15 AVPS and LTVPS and 
agreeing awards to be made to participants; reviewing salaries and AVPS for the broader executive team; 
consideration of remuneration and pension trends and best practice; determining the salary of the Executive 
Directors and the Chairman’s fee for 2015-16 and reviewing the Committee’s terms of reference; and determining 
the total remuneration for the Managing Director of DCCS Ltd., now Managing Director of Retail Services.  
 
At last year’s AGM, Members voted in favour of the Annual Report on Remuneration, the Remuneration Policy 
and the design of the LTVPS. 
 

 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In 2015/16, NBW advised on the 

benchmarking of Directors’ and 
executive team remuneration and 
provided general remuneration advice to 
the Remuneration Committee. NBS also 

provided advice in relation to non-
executive director fees, but has no other 

connection with the Group. During 
2015/16, NBS received fees amounting to 
£64,983 in relation to advice provided to 

the Remuneration Committee. The 
Group a lso sought advice from KPMG 
(pensions) and information from 
Quantum Actuarial LLP (pension data). 

 
 
 
 


