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This was the final year of our
2010-15 Business Plan and
we are bringing a period of
significant capital investment
to a close, while deeply
immersed in planning for

the next five-year cycle.

We continue our focus on
delivering a quality service
to our customers and have
increased our customer
engagement to better
understand their needs
and expectations.

Keith Ludeman
Chairman, 24 July 2015

PICTURE: JON CRAIG
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Chairman’s welcome

We face uncertainty with our Price
Review for 2015-20, which at the time
of writing this reportis still being
re-determined by the Competition

and Markets Authority (‘CMA”), but we
remain dedicated to achieving the best
outcomes for our customers, now and
in the future.

Looking back on 2014/15, we have
achieved good results in most priority
areas for our customers. Our water
continues to meet some of the world's
most stringent quality standards
more than 99.9% of the time; we have
beaten our regulator’s leakage target
by a significant margin and are one of
the best performersin the country; we
have also improved resilience so that
thousands more customers have an
alternative supply in the event of an
asset failure.

Unfortunately, this year we have
suffered some major bursts. We
sincerely apologise to all customers
affected and have done our best to
ensure that services were reinstated as
quickly as possible. These exceptional
events, the largest being in Kingswood
and Burnham-on-Sea, stretched our
resources and tested our serviceinan
unprecedented way, and have therefore
affected some of our performance
figures. Encouragingly this has not
beenreflected in what customers
think of us because, despite these large
bursts, 70% of our customers rated our
service as excellent or good.

We carried out detailed customer
research following the Kingswood and
Burnham-on-Sea incidents and in both
casesnearly three quarters (74% and
73% respectively) of respondents were
satisfied with Bristol Water’'s handling
of theincident and our customer care
was praised by thelocal Member of
Parliament (MP). At times of emergency
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the bond between Bristol Water and the
people we servereally shines through as
everyone pulls together.

Minimising bursts in our network and
improving security of supply is one of the
driving forces for investment and in the
last five year period we have completed
one of the biggest capital programmes in
Bristol Water's history, costing £288.9m.
Aswell as securing areliable and quality
supply for hundreds of thousands of
customers now and long into the future,
thisinvestment has improved overall
resilience of our network. The number

of households supplied by a single
source has more than halved, from
628,000 to around 296,000, soin the
event of aburst we can supply water from
an alternative source.

This year has been one of the busiest
ever for our engineering project teams
who have been up against the clock
finalising two major schemesin the
five-year capital programme: the £25m
renovation scheme of 59km of old trunk
mains through the heart of Bristol and
the £22m Bristol Resilience Scheme. For
local people, our customers, it would be
hard not to have noticed Bristol Water’s
programme of works in thelast five years
and we have adopted the phrase ‘short
term inconvenience, long term benefits’
to put the unfortunate disruption caused
by road works into perspective.

Bristol Water PL.C Annual Report 2015 5
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“There are many other
changes that we have to
prepare for; arecovering
economy, population and
business growth in the
new ‘Severn Powerhouse’
and booming towns

of Somerset, and
developments at Hinkley
Point. In our own sector,
climate change, retail
separation of non-
household business and
customer experience

are priorities.”

Directors

Corporate governance
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TRUNK MAIN RENOVATION WORK IN BRISTOL. PIC: JOE YOUENS

Most of the trunk mains that have been
renovated were laid more than 100 years
ago. When we have explained that to
customers and commuters they realise
the importance of the work, and that we
areinvestingin the future of the region.

Securinginvestment in our network
isvital. Five years ago we took our

case against Ofwat to the Competition
Commission because we disagreed
with the regulator’s final determination
for the five year asset management
plan “‘AMP”") we had proposed in our
Business Plan. The redetermination
allowed for a bill increase to enable us
tomake therightlevel of investmentin
our ageingassets.

So,itis with inevitable deep
disappointment that five years later we
find ourselves defending our Business
Plan again.

On10 July the CMA issuedits Provisional
Findings, broadly suggesting anincrease
inexpenditure allowancesand areduction
inthe scope of capital work required tobe
undertakenin the period comparedto the
Ofwat Final Determination.

We have faith in the CMA process

to deliver a fairer and more realistic
redetermination in September this
year so that we can startin earnest
the projects that our customers have
entrusted usto deliver.

Asabusiness serving Bristol for 168
years be assured we are in this for the

long game; we have to think beyond the
five year remit of regulatory cycles. The
decisions we make now are based ona
30 year water resource plan to safeguard
supply and enable the region to expand
in population and prosperity.

There are many other changes that

we have to prepare for; arecovering
economy, population and business
growth in thenew ‘Severn Powerhouse’
and booming towns of Somerset, and
developments at Hinkley Point. In

our own sector, climate change, retail
separation of non-household business
and customer experience are priorities.

We launched Project Channel last year
to address the need for a progressive
operating model and to address
efficiency targets that we had included
inour Business Plan. This willmean a
reduction in size of the workforce by
10%, a difficult but essential change
thatis currently in the process of being
implemented. Bristol Water is shaping up
tobe stronger and more efficient to face
the challenges ahead.

Our foundations are firm; our growing
customer base has contributed to the
increasein turnover from £123.9m

in 2013/14 to £132.8m and we have
demonstrated total commitment

and expertise in delivering a hugely
challenging capital investment
programme and high quality service
to our customers.Iwould like to thank
all of our staff for their hard work and
dedication over the past year.

Bristol Water PL.C Annual Report 2015 6
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I

Inthe next few pagesIreport on the
highlights of the financial year under
review. A more comprehensive review
of our key performance against the
regulatory targets set by Ofwat is
included in the Strategic Report.

Investment in our water supply

We are now at the end of the fifth year
inthe current regulatory period 2010-15
and have completed the extensive AMP5
capital programme. During the year, the
capital expenditure of the Company was
£59.3m, resulting in a total investment
for the five years of £288.9m. This is our
record highest investment inan AMP
period to date and demonstrates the
Company’s commitment toinvest in our
assets to maintain them and enhance
service to our customers.

Capital investment during the year
included the renovation of 26.8km

of trunk mains and the replacement

of 30.2km of distribution mains,
completion of amajor refurbishment
of one of our main raw water reservoirs
at Barrow, refurbishment and pump
replacement at our large pumping
stations; Purton, Blagdon and Victoria,
and smaller sites; Almondsbury and
Banwell Springs, and completion of
water treatment improvement schemes
at Egford and Sherborne.

Our trunk and distribution main
projects have unavoidably impacted on
customers and commuters and we have
worked extremely hard to mitigate this
by utilising non-disruptive engineering
techniques wherever possible and
stepping up the communication before
and during the works to give people
notice and to minimise disruption.

Customer service achievements

Our customer service performance
ismeasured through feedback and
surveys,and Ofwat uses the Service
Incentive Mechanism (“SIM") to
benchmark customer service across the
industry. The first four years of AMP5
saw us consistently in the top quartile
for SIM and achieving more than 90%
customer satisfaction scores. In 2014/15

CSR  Directors  Corporategovernance  Remuneration Committee  Financial statements

our customer satisfaction has dropped
to 69% and thisislargely dueto alarger
proportion of people responding
neutrally rather than positively or
negatively in the survey. We believe
that the disruption caused by our
roadworks and the two major bursts at
Kingswood and Burnham-on-Sea, which
gained significant media coverage, have
slightly altered people’s perception of
our business and are working hard to
rebuild satisfaction levels through new
customer service initiatives and more
proactive communications.

We commissioned Imperial College
London to carry out an independent
forensic report into the Kingswood burst.
It shows how the 900Omm diameter
main cracked as aresult of stress

caused by soil conditions that altered
after aprolonged dry spell and we have
included details of thisreport on page 28
because this single event hasimpacted
our results so dramatically.

Ivisited Fisher Road in Kingswood at
the time of the burst and returned eight
months later to welcome eight families
back into their homes, which had tobe
completely renovated following the
flooding.Iam pleased to see that life is
back to normal for these customers and
that we have been able to demonstrate
our duty of care.

We continue to put customers at the
heart of our strategy and operations
andregularly obtain customers’ views
on what we do, how we perform and
where we need to improve. Our local call
centre has extended its opening hours
so you can speak to us after work and at
weekends. We are doing more than ever
to help people who are struggling to pay
their bills and continue to work closely
with debt agencies and community
support groups to promote our assist
schemes and social tariffs, increasing the
number of beneficiaries by 27% to 9,532
households thislast year.

Bristol Water PL.C Annual Report 2015 8
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Rainfall in the year ending in March 2015
was a total of 941mm for the Mendip
reservoir catchments, marginally above
thelong term average for the area. A
relatively wet spring prolonged reservoir
inflow into late June 2014. As aresult, total
reservoir volume was maintained ata
relatively high level during the summer
and full recharge was achieved on target
atthe end of March 2015. Due to the

high level of our reservoir storage, we
were able to maximise use of water from
Mendip reservoirs throughout the year.
Consequently, we did not need to use
water from the River Severn to support
our southern supply zones which would
have cost usmore in pumping and
treatment processes.

In 2014/15 we supplied on average 267
million litres per day (Ml/d) to a total
population of 1.17million household and
non-household customers. The total
water into supply was 3Ml/d more than
the previous year (264 M1/d 2013-14). This
increase was partially accounted for by a
rise in non- household demand compared
to2014. Theremainder wasduetoal5
Ml/driseinleakage to 45 Ml/d, (still well
below our AMP5 target of 49 M1/d).

“We continue to put
customers at the heart
of our strategy and
operations and regularly
obtain customers views
on what we do, how we
perform and where we
need to improve.”

We have one of the lowest levels of water
leakage in the country, consistently in
the top quartile in the industry. Again,
we have significantly beaten our leakage
targets by continuing with our proactive
approach using arange of techniques
andresources. With over 6,600km of
mains to maintain, we continually review
theleakage reduction activity inlight

of the costs and benefits of such work.
We are at the forefront of innovation in

CSR  Directors
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responsive district metering that enables
ustodetectleaks and use the distribution
network more efficiently.

The quality of drinking water we supply
isalready very high with 99.92% of
legally required samples meeting UK and
European Community standards.

This year we are disappointed to report
asignificant increase in ‘unplanned
customer minuteslost’ per property,

the high average figureislargely due to
Burnham-on-Sea and Kingswood events I
have already mentioned. These seriously
impacted on our usual high reliability
performance -up from1395to152.4.
Unfortunately, such incidents do happen
but we are using the lessons learnt to
improve our plans to manage themand
have abetter response to our customers.

Financial performance

The stable financial performance thatI
reported in September 2014 continues.
Turnover increased by £8.9m to £132.8m
and profit before tax increased by £6.9m
to £21.4m. These resultsreflect the net
impact of the 6.5% increase in prices
allowed by Ofwat in 2009 - required

for the AMP5 capital investment
programme, anincrease in demand from
metered customers, higher operating
costs,and lower depreciation charge

for infrastructure assets during the

year. Theincrease in operating costsis
predominantly driven by inflationary
and above inflation price increases,

the cost of the ongoing efficiency
programme, mentioned below, and costs
inrelation to the regulatory process for
finalising the Business Plan 2015-20.

A comprehensive analysis of our
financial results can be found in the
Strategic Report on page 32.

Our business efficiency initiative
programme, Project Channel, has
progressed as planned and has identified
anew business operating model that
isnow being implemented. This major
restructureresultsin a10% reduction in
our workforce which will happen over
the next year. It will put us in better shape

Remuneration Committee
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for the future challenges in this sector,
with retail separation for non-household
customers, and other regulatory
initiatives.

Being aresponsible business

From an environmental perspective, we
continue to meet all our targets ensuring
thatall our reservoirsremain at the
highest assessment levels for Sites of
Special Scientific Interest.

We have launched a pioneeringinitiative
called the Biodiversity Index which
enables us to measure the impact of our
projects on natural habitats and helps us
attain equal or improved status following
our work. This year, our environmental
focusissharper than ever as we embrace
Bristol's status of European Green Capital
in 2015. Amongst the many projects

we are working onis the world’s first

live laboratory at one of UWE's student
villages, using the students as subjects to
test how they use water and to assess the
impact of water savingideas.

Combine this with our continued efforts
in the community promoting water
efficiency and we can all enjoy the
benefits of changing our behaviour and
attitude about water. By giving out 30,000
free water saving devices we have
potentially saved approximately half
amillion litres of water each day - this
savesmoney and energy and ultimately
reduces our carbon footprint.

Goingforward, we are determined

to develop and build on this year’s
initiatives to ensure we continue to
deliver improved customer service
alongside enhanced operational
efficiency. We start from a position of
strength due to the commitment and
professionalism of our staff, many of
whom have devoted large parts of their
workinglives to Bristol Water.

Bristol Water PL.C Annual Report 2015 9
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1.2m e
. sufficient supply

We supply water to over 4M1l/day
12 million people acCross an below Ofwat’s leakage target
area of almost 2400 square -

Kilometres 1.1MW

Our Purton solar
photovoltaic system has
quadrupledinsizetoll
Megawatts since October

We flushed 788km of pipes, benefiting 2014
788km more than 88,100 properties
95.2%

This year, 95.2% of
consumers surveyed
considered that it was easy
to contact usby phone

(0)

46%
Household meter
penetration is 46%, up 4%
fromlast year

237.7km
2% 25 9,532 of trecistribution s

d ; ; t network during the
rop in years since customers year that were In poor
electrical energy thelast hose supported on condition, resulting in a total

consumption pipe ban social tariffs replacement of 237.7km of
distribution mains for this

AMP5 period

° ° 73%
of consumersrated our
service as providing good

value for money, a 3%

litres of water saved by customersas increase onlast year
aresult of our water efficiency
promotional activities
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Our business

Since Bristol Water was founded over 160 years ago many things have
changed but our guiding principle has remained the same. Our customers’
needs have been at the centre of everything we do, they guide the decisions
we make and the actions we take.

We supply water to approximately

1.2 million people across an area of
almost 2,400 square kilometres, from
Tetbury in the north to Street in the
south and from Weston-Super-Mare
in the west to Frome in the east. Our
operations include the abstraction,
storage, treatment and distribution of
water to homes, businesses and other
premises.

We are one of 18 companies in the UK
who distribute water and Bristol is one

of eight that focus exclusively on water,
not wastewater. In our supply area,
wastewater services are provided by
Wessex Water and to make it easier for
our customers and provide an efficient
service together we set up Bristol Wessex
Billing Services Limited (BWBSL) so we
only send one bill.

We are acutely aware how important
areliable water supply is to everyday
life. We understand the importance of
making theright decisions to provide an
affordable, high quality service into the
future. Through our passion to deliver
agreat service, we place the customer

at the centre of our decision making.

We listen to their views and adapt our
approach with the intention to meet their
ever increasing expectations.

Our business model and strategy

The latest data from the Office of National
Statistics ("ONS”) projects that the
population we supply will increase from
1.2 million to nearly 1.5 million by 2040.
Over thenext10 years, the ONS have
calculated the population will increase by
79% in our supply area. This is comparable
to the much publicised high growth rates
inthe South East of England of 7.8% over
the same period and is15% higher than
theregional average for the South West
overall. Therate of house buildingisalso
expected toincrease to accommodate
therising population. In 2014/15 we
supplied water to an additional 3,469 new
households and 294 businesses.

Remuneration Committee
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We are committed to fulfilling the
growing demand and delivering
areliable supply and high level of
service that our customers have told
usthey want. We aim to outperform
our regulatory commitments through
abusiness model that helps generate
significant efficiencies.

Our vision “to meet customers’
expectations by providing an
outstanding water serviceina
sustainable and affordable way”

means that we have to:

» provide the service our customers
require;

» work to protect and enhance our
environment;

« actively support our local
communities;

« supportour employees to achieve
their full potential in a safe workplace;

» deliver good value to our other
stakeholders whilst managing our
supply chain fairly;

» assesslong-term demand for water
and determine the nature and phasing
of investments in our infrastructure to
meet this;and

» provide sustainable reasonable
growth in the dividend whilst
retaining arobust capital structure.

Bristol Water PL.C Annual Report 2015 12
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Regulatory framework

Theregulatory framework for Water

Companiesin England and Walesis

well established and highly transparent.

Ofwat is the economic regulator and its

main duties are to:

« protect the interests of consumers,
wherever appropriate by promoting
effective competition;

« secure that the functions of each water
company are properly carried out
and that they are able to finance their
functions, in particular by securing
reasonable returns on their capital;

« secure that companies with water
supply licences (those selling water
tolarge business customers) properly
carry out their functions;

« secure thelong-termresilience of
water supply and wastewater systems
and that water companies take steps
to enable them, in thelongterm, to
meet the need for water supplies and
wastewater services;and

« monitor the quality of our customer
service and determine the maximum
price we can charge to our customers.

Other regulatory bodies include:

« The Drinking Water Inspectorate
(‘DWTI"), which isresponsible for
assessing the quality of drinking
water in England and Wales, taking
enforcement action if standards are
not being met and other appropriate
action if water is unfit for human
consumption.

« TheEnvironment Agency (‘EA”), which
regulateslicences for water abstraction
and preserves and improves the

CSR  Directors
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quality of rivers, estuaries, coastal
waters and groundwaters, through
pollution control powers and the
regulation of discharge contents.

« The Consumer Council for Water
(“CCWater”), which isan independent
organisation whoseroleis to provide
information of use to consumers and
to promote the interest of all water
consumers.

“We are committed to
fulfilling the growing
demand and delivering
areliable supply and
high level of service that
our customers have told
us they want. We aim to
outperform our regulatory
commitments through
abusiness model that
helps generate significant
efficiencies.”

Price Review process (2015-20)
Thisregulatory period (2015-20) is
known as Asset Management Plan
period 6 ("AMP6") and the price that
water companies can charge their
customersis set through Ofwat's price
review process (known as PR14).In 2017
the UK Government plans to introduce
retail competition for all non-household
customers, removing the eligibility
requirement to use 5 million litres a year
thatis currently in place. To support

Remuneration Committee
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264 million litres
= supplied every day

the expansion of retail competition,
Ofwat has set separate price controls
for wholesale services, with different
retail controls for household and non-
household customers.

Ofwat published its Final Determination
for theregulatory period 2015-20 on 12
December 2014. In line with the PR14
process, where companies donotaccept
their final determination a reference
canbe made to the Competition and
Markets Authority (CMA)tomakea
redetermination. On 6 February 2015,
our Board of Directors rejected the Final
Determination and asked Ofwat to refer it
tothe CMA. Bristol Water rejected Ofwat’s
Final Determination, primarily on the
grounds that price limits were too low for
the outputsrequired.

On 10 July the CMA issued its provisional
findings broadly suggesting an increase
in expenditure allowances compared

to Ofwat’s Final Determination. The net
effect of the Provisional Findingsisan
increase in average charges to customers
of approximately 3% per annum in real
terms, and areduction in the scope of
capital work required to be undertaken in
the period compared to the Ofwat Final
Determination.

The CMA is expected to make its Final
Determination by September 2015.

Bristol Water PL.C Annual Report 2015 13
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Bristol Water’s aims
and outcomes

Highly reliable

« Reliable supply

« Resilient supply

« Sufficient supply
Excellent quality

« Safe drinking water
» Water is good to drink

Environmentally

sustainable

- Efficient use of
resources by company

- Efficient use of water
by customers

« Sustainable
environmental impact

Responsive to

Customers

- Affordable bills

- Satisfied customers

- Easy to contact

- Billsare accurate and
easy tounderstand

Best peopleright
culture

« Safe working practices
- Skilled workforce

- Motivated workforce

S

Sustainable business

« Efficient expenditure

- [nvestor confidence

- Fair returns for
investors

- Highly reputable

Corporate governance

Long-term strategy

Our 25 year strategy ‘Water in the

Future’ sets out our long-term company
vision. To help deliver this vision we
developed six strategic Aims which were
tested through customer research to
identify key areas of performance called
‘Outcomes’ and measures of success
were developed.

We have published our Water Resources
Management Plan (WRMP) 2014-2040
which sets out how we intend to meet
customers water needs over the next 25
years. Over this period we face anumber
of pressures from population growth
and climate change but we are fully
committed to fulfilling our customers’
growing water demands.

The population we serveis expected to
increase by approximately 25% and the
number of properties by approximately
30%.Itisanticipated that there will also be
a growthin the number of businesses we
serve to support this growing population.
Thisalladdsto the demand for water and
increases therisk of shortages.

Climate changeis expected tolead
todrier summers, reducing water
availability, particularly in periods of
extreme weather conditions such as
drought. There will also be an increased
risk of flooding as the winters become
wetter whichmay in turn threaten the
quality of our water. Our WRMP sets how
we propose to manage these challenges
while continuing to provide affordable,
secure and safe water supplies.

One of the proposals included in the
planisanew reservoir at Cheddar, which
hasreceived planning permission
from Sedgemoor District Council but
awaits economicregulatory approval.
Thereservoir would provide 16 million
litres of water a day, enough to meet
the average daily requirements of an
additional 100,000 people, and would
take approximately 10 years to bring it
intoservice.

Bristol Water has one of the lowest
leakagelevelsin theindustry in the UK,

Remuneration Committee
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performing within the top four of the 18
companiesin England and Wales using
the commonly used KPI of total leakage
inlitres/property/day. But we want to
improve further in line with our WRMP.
By 2020, we aim toreduce leakage to 16%
of water produced (compared to over 20%
in2009/10).

Beyond 2019/20, our preferenceis to set
along-term target of leakage reduction
so that only 10% of the volume of water
put into the distribution systemis lost
through leakage. We will achieve this
by continued metering and further
activeleakage control using the latest
technologies.

Retail competition

The Water Act 2014 put an obligation
on Ofwat and the sector to open the
water and sewerage services to non-
household customers to competition
from 2017. Our shareholders are working
with the shareholders of Wessex Water
to create Water2Business, to offer
tailored water management services to
businesses in our area and across the
UK. WaterZ2business applied for a water
supply licence in March of this year.

“‘Bristol Water has one of
the lowest leakage levels
intheindustry inthe UK,
performing within the top
four of the 18 companies
in England and Wales.”

Bristol Water PL.C Annual Report 2015 14



CASE STUDY
‘Twork on the strategic mains, the
big arteries that transport the water
to the smaller pipes. We have a large
network that needs maintaining and
renovating and this kind of work
always has an impact on the public
asit usually involves digging up a
lot of roads. You never quite know
what youll find when you dig down
and there’s always time pressure,
especially when you are working in
busy areas. We do our best to help
people who are affected. You have
to doalot of problem solving and
the work can be very physical, so
every day demands different skills
and a good team is vital. It's areally
rewardingjob.”

Dai Prosser
Strategic Operations Supervisor,
at the Durdham Down water tower

PICTURE: CHELSEA ROOK
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Current pertormance

We measure our performance against targets that are set in order to
maintain and improve our service. This year our operational performance
hasbeen dominated by two exceptional bursts that have impacted

adversely in key areas.

The following pages describe these measures and our performance against targets.

1. 2014/15was dominated by two particularly large
incidents affecting large populations, as detailed
on the following page.

2. Based onl2monthsto 31 December endinginthe
relevant financial year.

3. 2014/15and 2013/14 results follow revised
calculation method suggested by DWI.2013/14
figurereported last year was 2,231 using our
AMPS5 Business Plan method.

4. Thisisanew measure developed for monitoring
our performance in AMP6; we havebegun
collecting performance databuthavenotseta
target for 2014/15.

5. Biodiversity Indexisanew approach to quantify
theimpact of our actions on the environment,
and this figure represents the value of the
biodiversity of the sites we own and manage in
2014/15.In future, performance will be measured
inrelation to thisbase figure.

. Thisyear Ofwat tested anew methodology for the

SIM, which hasnow come into effect. For consistency
with past figuresand other water companies, weare
using the old methodology for thisreport.

. Based upon theresults of our annual survey of

500 household customers selected atrandom
from the total customer base, who were asked how
theyrateourservice.

. Based upon theresults of our monthly SIM surveys

of asample of approx. 200 customers who have
contacted usin the year, who were asked torate us
interms of value for money.

. Based upon a subset of the unwanted billing

contactsreported for SIM purposes by our billing
company BWBSL.

10. Areportable HSE accident indicates staff have

taken more than seven days sickness absence
or sustained a broken bone due to a work related
injury.

Remuneration Committee
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11. Based upon theresults of our annual survey of

500 household customers selected at random
fromthe total customer base and asked torate the
Company'sreputation.

12. Based upon the results of our stakeholder survey,

reflecting the views of 31 stakeholders (50 in
2013/14) selected atrandom and asked torate the
Company interms of its overall CSR performance.

*This information is provided for the information
of our customers and stakeholders, and we will
begin formally reporting against these measures
from 2015/16.
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Annual

Performance Measure/KPI Target 2014/15 2013/14
Reliable supply Unplanned customer Minutes 143 1524 140
@ minutes lost!
Asset reliability (below Improving/ Stable/ Stable Stable Stable
Highly reliable ground assets) Marginal/
Deteriorating
Asset reliability (@bove Improving/ Stable/ Stable Stable Stable
ground assets) Marginal/
Deteriorating
Resilient supply Population at risk from Population 311,629 296145 311629
asset failure duetoan
extreme event*
Sulfficient supply Security of supply index No. 100 100 100
Hosepipe ban frequency Return period 15 15 15
(1lin X years)
Efficient use of resources Leakage Ml/day 490 451 437
by the Compar
% d S Pumping efficiency* % 55 556 55
Efficient use of water Per capita consumption litre/head/day 145 143 144
Environmentally Dby customers ) ) R ) ~ .
SRtE Meter penetration % 46 46 42
(household)
Sustainable Total carbon emissions Tonnes CO, 45919 44931 41,995
environmental impact
Kg/person 395 385 362
Raw water quality Improving/ Stable/ Not set” Deterio- Deterio-
of sources* Marginal/ rating rating
Deteriorating
Biodiversity Index* Improving/ Stable/ New 17596 Not
Marginal/ measure assessed
Deteriorating®
Waste disposal compliance* % 97 Sie) 99
Affordable Bills Percentage customers % 25 25 24
® in water poverty*
Responsive to Satisfied customers Ofwat measurement of Score/100 86 80 85
customers customer service (SIM)°
General satisfaction survey” % Above 93 69 93
Value for money rating® % 703 730 700
Easy to contact Ease of contact fromsurveys® % AboveS65 952 96.2
Billsare accurate and Negativebilling contacts? No. 2570 2612 2686
easy to understand
Safe working practices No. of accidents reportable No. Nil 1 4
to Health and Safety
Executive (‘HSE")2©
Best people Skilled and motivated Staff satisfaction survey % of respondents Survey Due No survey
right culture workforce who like their job biannual  Autumn
2015
Investor confidence Creditrating Moody'srating Baal Baal Baal
Q’ (negative
/_ outlook)
Sustainable
business Fair return to investors Post tax return on capital % 49 54 39
Highly reputable Customer survey!! % 83 67 83
Stakeholder survey* % 53 55 53
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CASE STUDY

Providing emergency and
protection services to the
communities in our supply area,
Avon Fire and Rescue is committed
to providing a safer place for people
tolive, work and visit.

‘Avon Fire & Rescue Service works
closely with Bristol Water to ensure
thatin the event of a fire requiring
large quantities of water, supplies
arereadily available. As well as
supplying the water we need to
extinguish fires, our work with Bristol
Water includes ensuring all the
hydrants in the area are maintained
and in good working order so that
should we need water from them we
canaccessit. Fire can spread rapidly oy,
soitis vitally important to ensure ' +

that we have access to good water %
supplies at excellent pressure levels.

This means we can prevent fires

from spreading and ensure the safety .. h
of the community.” 4 —

Jim Wemyss
Avon Fire & Rescue Service
Area Manager
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Operational performance

Highly reliable

Our customersrely on us
to supply water without
restriction or interruption,
so offering a reliable and
resilient service is of
paramount importance.

100%

sufficient supply

25 years

since the last hose
pipe ban

Reliable supply

Our performance for reliable supply is
assessed on the number of unplanned
minutes without supply per property and
our capacity toavoid a service failure

of our assets, both above ground (non-
infrastructure assets) and below ground
(infrastructure assets).

Unfortunately, 2014/15 was dominated
by two particularly large incidents
thatresulted inlarge numbers of
customers being without water for a
considerable period. Thisresulted in our
performance being well below target at
152.4 Unplanned Customer Minutes Lost
(UCML) per property (13.95in 2013/14).

Whilst we believe these events were
exceptional and are unlikely torecur,

we have sought the opinion of those
affected to understand their views of

our response. Overall, customers were
pleased with how we responded to these
events, but areas for improvement were
identified. We will incorporate these
findings into our emergency planning
procedures.

In other areas of our performance

we were within the targetrange. As
aresult our target to maintain ‘stable’
assetreliability in managing our assets
effectively was achieved for both above
and below ground asset groups.

Resilient supply

Aresilient supply means that we are able
to cope with extreme, out of the ordinary
events,and thisis measured by the

number of people atrisk from the failure
of asingle source asset (in supply areas of
more than 25,000 consumers).

Improvingresilience was one of the

key outputs for the capital investment
programme of AMP5. The number of
customers supplied by a single source
hasbeen more than halved in five years.
The final stage of the AMP5 resilience
programmein 2014/15 resulted ina
reduction of 15,484 customers at risk

t0 296,145 by combining the South

East Trunk Mains scheme with the
AMPS5 Egford Treatment Works nitrates
blending scheme, and by extending
some of thereservoir bypass facilities. It is
our aim toreduce this further and plans
for aresilience scheme to support our
southern supply area are currently being
scoped for AMPG6.

Sufficient supply

Anunrestricted water supply is hugely
important to our customers and we
measure our performance by the use

of supply restrictions at times of water
shortage, and Ofwat's Security of Supply
Index (SOSD). Thismeasureis effectively
the ratio of water available, plus
regulatory headroom, to the forecasted
dry weather water demand for the report
year. A less than 100% score would
indicate a significantly increased risk of
restrictions on use for that year. In 2014/15
we achieved 100% sufficient supply with
norestrictions. It hasbeen 25 years since
thelast hose pipe ban.
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We consistently achieve exceptionally high compliance against some
of the most rigorous quality standards in the world.

Safe drinking water

Our primary aimis to meet our
customers’ expectation for clean and
clear water and to meet the stringent
regulatory standards by following our
Drinking Water Safety Plan (DWSP”)
approach toreduce and manage any
risks to water quality.

This year has seen the conclusion

of some major work programmes
atreservoirs and treatment works,
including refurbishment of Barrow No
3raw water reservoir, installation of UV
disinfection equipment at five treatment
works, all of which are now operational,
and water treatment improvement
schemes at Egford and Sherborne.

Our Water Quality team collect samples
365 daysa year fromacross our 2,400
square km supply zone. The sampling
scheduleisaligned to a sophisticated
computer controlled programime so
that water quality is checked right

from source to customers' taps. Thisis
evidenced by our water quality results
that are measured by DWI Standards:
Mean Zonal Compliance (MZQ).

The standard on thelevel of lead in the

water supply was tightened in December

2013 from 25 to 10 micrograms/litre.
The table below demonstrates the
impact of this on compliance in AMP5.
The difference in performance from
99.95% t0 99.92% in 2014 was caused by

asingle failure against the lead standard.

Our random compliance sampling at
customers’ properties also identified
anickel failure due to a poor quality
chrome plated tap at a property. This
failurereduced our compliance figure
from 99.94%.

Calendar year

2010 99.96%
2011 99.96%
2012 99.99%
2013 99.97%
2014 99.95%

Average 99.97%

Mean Zonal Compliance
(Lead standard 25 pg/1)

‘Our Water Quality team
collect samples 365 days a
year from across our 2400
square km supply zone.”

Mean Zonal Compliance
(Lead standard 10 pg/D

99.94%
99.91%
99.97%
99.95%
99.92%

99.94%
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In 2014, coliforms non-compliance at
treatment works was zero, while two
compliance samples out of the 8,261
taken at the outlet of Service Reservoirs
were found to contain coliforms. This
equates to a non-compliance of 0.02%.

Replacement of 30.2km of the
distribution mains network during
the year that was in poor condition,
resulting in a total replacement of
2377km of distribution mains for this
AMPS5 period.

No Enforcements Orders were

served in this period associated with
bacteriological quality at treatment
works. However, the DWIinitiated an
order against the Company associated
with issues around compliance with the
Information Direction 2014 in relation
tothe burst at Kingswood in September
2014 and thishasnow reached a
satisfactory conclusion.

Water is good to drink

Aswell asmeeting stringent standards,
it'simportant that our customers
consider our water is good to drink.

We measure our performance by

the number of negative customer
contacts about the quality of water our
customersreceive.

Negative Water Quality Contacts
This measurerelates to the number
of customer contacts wereceive each
calendar year about taste, odour and
appearance, and discoloured water
complaints. It is consistent with our

CSR  Directors

Corporate governance

reporting to the DWIin that it excludes
contacts associated with reportable
events.

From a supply population of 1,153,826
there were 2,576 negative water and
1,477 discoloured water contacts during
2014. This equatestoarate of .28
contacts per 1,000 population, which
isbelow the Reference Level of 1.62
contacts per 1,000 population.

Theincrease in negative water quality
customer contacts has been mainly
due to the impact of our increased
renovations and rehabilitation work
which sometimes results in discoloured
water for a short period of time. Any
work on our network is preceded by
arisk assessment so that we identify
any likely adverse effect, schedule the
work to minimise it and issue advance
notices to customers to warn them. In
many instances, customers are totally
unaware of work being carried out in
their vicinity. We also undertake regular
maintenance or flushing of our network
toimprove water quality.

We flushed 788km of pipes, benefiting
more than 88,100 properties.

Remuneration Committee

Financial statements

Y YY)
788Kkm

We flushed 788km of
pipes, benefiting more
than 88,100 properties

237.7Kkm

Replacement of 30.2km
of the distribution mains
network during the

year that were in poor
condition, resulting in

a total replacement of
2377km of distribution
mains for this AMP5
period
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One of the most challenging parts
of Bristol Water’s £22m city trunk
main renovation scheme was the
6km section between Bedminster
and Bristol Bridge, which involved
working along congested roads and
highly populated side streets.

‘Tjust wanted to say how impressed
['ve been with the guys working on
the new water pipe on Stackpool
Road. The works are currently
outside my house and I'm 7 months
pregnant and have a toddler. The
guys working out there have been so
friendly and helpful, updating me on
progress and say they'll help if they
caninany way. They've made the
slight inconvenience of having the
road closed (which wed had plenty
of notice was going to happen) not
seem like much of an inconvenience.
Thanks again”

Liz Newton
Via email
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Environmentally sustainable
We aim to deliver for the environment as well as for our customers and
other stakeholders. This leads us to make efficient use of the Company’s
resources and assist customers in becoming water efficient, as well as
minimising the environmental impact of our business operations.

EFFICIENT USE OF RESOURCES
BY THECOMPANY

Leakage

There are multiple benefits to managing
leakage effectively including reducing the
risk of having toimpose water restrictions
if our area experiences sustained periods
of dry weather, reducing our impact on
the environment by reducing the amount
of water we need to abstract and reducing
disruption to customers when making
repairs. For AMP5, leakage targets have
been setby Ofwat at alevel where the
overall value of the water lost isbalanced
against the costs of increased leakage
control activity.

This year we have continued to
outperform against stringent regulatory
targets, despite anincreaseinleakage
levels during a cold spell in February. Our
continued outperformance isdriven by
our strong commitment to drive leakage
down using our experienced repair and
detection teams and our investment
programme to maintain the integrity of
our network. Our plans for AMP6 will
continue to see usaiming toreduce
leakage levels and increase the efforts on
anumber of leakage reduction initiatives.

Pumping Efficiency
Pumping water is energy intensive

so we have been working to improve
pumping plant efficiency, starting
with detailed measurement of all
pump units with greater than 40kW
demand (covering 85% of our total
power consumption). The estimated
average pump efficiency for 2014/15
showed a slight improvement on the
previous year. We are now reviewing
performance data so we can focus our
investment programme to replace less
efficient units.

Efficient use of water by customers

We encourage our customers tobe more
efficient in the way they use water by
increasing the number of customers
who arebilled based on their actual
consumption of water. We measure this
by meter penetration expressed asa
percentage of total number of customers.
We also help our customers save water by
providing water saving fittings, advice to
reduce water consumption, and carrying
out water efficiency audits for business
customers.

Household meter penetration for 2014/15is
46%, up from 42% in 2013/14. We continued
to seelower than expected numbers

of properties eligible for metering on

the change of occupier (large garden)
metering programmebut, withanincrease
inthenumber of surveyors, we installed

2009/10 2010/11 2011/12
Leakage - million litres of water per day (M1/d) 53 50 43
Ofwat target 54 52 51

Remuneration Committee

Financial statements

almost 500 more metersrequested by

the customers than forecast for 2014/15.

In our AMP6 Business Plan we propose
tointroduce an extended programime of
change of occupier metering, with the aim
toincrease household meter penetration
to 66% by 2020 as thisis proven toreduce
household water consumption.

Average water consumption per customer
per day (per capita consumption “PCC”) for
2014/15 was 143litres per person per day -
2litresbelow the target figure for 2014/15 of
145litres used in our PRO9 Business Plan.

46%

Household meter
penetration for
2014/151s 46%, up
from 42% in 2013/14

2012/13 2013/14 2014/15
42 44 45
50 49 49
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promotional activities

Sustainable environmental impact
One key measure of our environmental
impactis our carbon emissions. We use
almost 80,000,000 kilowatt hours of
electrical energy every year to treatand
distribute water and this accounts for
almost 90% of our total carbon footprint.
We can play our partinreducingthe
carbon emissions associated with energy
use by improved pumping efficiency;
reducing leakage and helping our
customers use water more efficiently.
This, together with improved energy
efficiency of our buildings and vehicle
fleet,and development of renewable
energy sources, enables us to manage
those aspects of our carbon footprint
that we can control.

Total carbon emissions

Our carbon footprint hasincreased
slightly from last year's figure duetoan
increase in the carbon footprint of each
kWh of electrical energy (known as the
“‘grid average”). The UK national grid
average increased by 11% in 2014/15 but,
dueto our energy efficiency programme,
our carbon footprintincreased by less
than thisamount, with an increase of 7%
to 44,931 tonnes. In terms of Kg/person
inour supply area, this equates to 38.5kg
CO2 /personin 2014/15.

We take partin the Carbon Reduction
Commitment, a UK initiative for large
energy users to cut their carbon footprint.

» FElectrical energy consumption fell by
2%.78,164 MWh 2014/15 compared with
79,751 MWh 2013/14

« Ournew energy efficiency programme
hasimproved management of water
sources and pumping. Water Efficiency
measures have saved 115,000 kg CO2
due mainly to our promotional activities
to help customers save water, which
reduced usage by 260 million litres.

« Our carbon footprintin 2014/15 was
44,931 tonnes (2013/14: 41,995 tonnes). In
terms of Kg/person in our supply area,
this equates to 38.5 kg CO2 per person
in 2014/2015 compared with 36.2kg CO2
per personin 2013/14.

- Total annual quantity of emissions (in
tonnes of CO2 equivalent) resulting
from the combustion of fuel and the

Remuneration Committee

Financial statements

260 million litres

of water saved by customers as a result our water efficiency

operation of any facility where we
burn diesel or heating oil (direct scope 1
emissions) was 1,616 tonnes.

We use the Standard Water UK
calculation methodology to calculate
our carbon emissions. Figures for the
current and previous years are:

2010/11 435.0 kg/Ml
2011/12 422.5kg/Ml
2012/13 384.3kg/Ml
2013/14 384.1kg/Ml
2014/15 398.3kg/Ml

Renewable energy: Our Purton solar
photovoltaic system has quadrupled in
size to 11 Megawatts since October 2014
when it was commissioned. This system
produced 454,878 kWh of electricity in
2014/2015 resulting in a carbon saving
was over 244,000 kg CO2.

Bristol Water PLC Annual Report 2015 24



Financial statements

Introduction  Strategicreport CSR  Directors  Corporate governance  Remuneration Committee
= o
Electrical energy Our Purton solar photovoltaic
consumption system has quadrupled in size
down 2%

Raw water quality of sources

Many factors can affect the raw water
quality of some of our sources and we
have anew catchment managerin
posttohelp address the deteriorating
status due to the presence of nutrients,
sediment and pesticides. These sources
arein protected areas designated as
drinking water protection areas, and the
sources do not currently meet all the
requirements of the Water Framework
Directive. Asaresult, they are included in
the National Environment Programme
for investigation and, in several cases,
intervention action to create protection
for the sites. Other initiatives we are
investingininclude an Ecosystems
Services pilot under way with Defra
and other partners,and Mendip Lakes
partnership.

Biodiversity Index (“BI”)

Thisisanew approach to protecting the
environment thatinvolves measuring
the value and benefit of our own sites
and using the Biodiversity Index to
quantify theimpact and benefit of our
actions on the broader environment.
Last year saw the new method put
into practice with formal surveys of
all key sitesresulting in this first BI
figure of 17596.25. This calculation is

“Our most Sigl’liﬁC ant thefirst of its kind to be generated and

f tei istherefore incomparable, but can be
source ol waste ls used to measure how we are performing
excavated material from in terms of habitat protection and
road works and we now enhancement.
use 1o dlg .teCIIE‘anIOgleS An example of the Biodiversity Index
where p0551b1e. in practice was demonstrated by the

to 1.1 Megawatts since October 2014

construction of Millmarsh Reservoir
in Somerset on a greenfield site. Prior
to construction it was a poor quality,
intensely farmed area of grassland.
From the outset it was contractor
Kier'sintention to make a positive
environmental impact on the site,
which was supported by Bristol Water.

The Biodiversity Index methodology
was used to calculate a pre reservoir
score (5.38) and a post reservoir score
(13.42). All the improvements at the site
made an overall improvement of 8.04 to
the Company BL

Waste disposal compliance

We are 99% compliant for the second
year runningas aresult of our processes
and embedded good practicein
recycling metal, plastic, wood, paper,
batteries and all the other waste
expected from alarge business. Our most
significant source of waste is excavated
material from road works and we now
use no dig” technologies where possible.
We alsorecycle any polyethylene pipe
offcuts generated when we lay new
mains. Never complacent, we continue
to tidy up our act where possible -
structured risk assessments of all sites
havebeen completed and an investment
programme is proposed for mitigating
key risks.

More information on the initiatives
during the financial year can be found in
the Corporate Responsibility Report on
pages42to53.
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We want to meet our customers expectations by
providing outstanding water servicesin a sustainable

and affordable way.

Affordablebills

Some customers find it hard to pay their
household bills, including their water
charges. We monitor the percentage

of our household customers which

we classify as experiencing ‘water
poverty’ (those who spend more than

2% of their netincome on paying their
water charges). In 2014/15 this figure was
2.1%,unchanged since 2013/14. We offer
advice, assistance schemes and capped
tariffs, known as ‘Social tariffs, which
9,532 customers currently receive. We
will continue to focus our efforts on
increasing customers awareness of these
schemes and working in partnership
with debt advice organisations, charities,
housing associations and local councils
tosupport our customers who are
struggling to pay their water bills.

Satisfied customers

We assess whether our customers are

satisfied using three indicators:

« Ofwat’s Service Incentive Mechanism
(SIM), measuring the household
customer experience.

« Customers’assessment of whether we
provide value for money, measured
through our monthly consumer
experience surveys.

« Customer satisfaction, measured
through our annual tracking survey of
household consumers.

Ofwat uses the SIM to compare the
performance of water and water and
sewerage companiesin England and
Walesinrespect of the service that
they provide to customers. The SIM

comprises a composite quantitative
measure relating to the number of calls
received because something has gone
wrong, the number of written complaints
and escalated written complaints; and
aqualitative measure intheformofa
customer satisfaction survey.

This year was an opportunity for Ofwat
to test anew methodology for the SIM,
which hasnow come into effect. Our
SIM score based on the new method was
81, but for consistency we have used the
old method for reporting 2014/15, which
is80. Atthe time of writing thisreport our
industry ranking was still unknown, but
we havebeenin the top five for thelast five
years. Thelevels of written complaints
received have again fallen since last
year; they have dropped by over 8%
since last year.

In addition to the customer experience
measures used by Ofwat, we survey
customers every month using the

same independent research agency
that Ofwat uses to get feedback and to
obtain a consumer rating of the value
for money which we provide. In 2014/15
73% of consumers in these surveysrated
our service as providing good value for
money,a 3% increase onlast year.

Through a second independent
consumer research agency, we
continued our annual tracking survey
of 500 household consumers, selected
atrandom from across our supply region
to find out how they rate our service.

In April 2015 69.4% of respondents

Remuneration Committee
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rated our service as excellent or good,
compared to 93% the year before. This
dropislargely dueto alarger proportion
of people responding neutrally rather
than positively or negatively to this
question. The percentage of people who
responded neutrally increased from 4%
to 25% and those who gave a negative
response increased slightly from 3%

to 6%. Rebuilding satisfaction levels is
apriority for our business and we are
introducing new customer service
initiatives to achieve this.

I
99532

Number of
customers
supported on
social tariffsrose
by morethana
quarter to 9,532
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73%

of customers rated our
service as providing
good value for money, a
3% increase on last year

In 2014/15 73% of consumers in these
surveysrated our service as providing
good value for money, a 3% increase on
last year.

In 2014 we established an internal
consumer experience steering group
toidentify and drive continued
improvement in our customer service.
We are currently reviewing our customer
feedback mechanisms, with a view

to obtaining greater insight into the
views of our customers, enabling us to
identify further aspects of our service
where we need toimprove or deliver
enhancements.

Easy to contact

We provide arange of channels to make
iteasy for customers to contact us but
telephoneis still the preferred and
primary method. Our call centreislocal,
we do not use automated systems to
categorise or route calls and customers
come straight through to usrather than
having to navigate menus or options.

In2014/15,95.2% of consumers surveyed
considered that it was easy to contact

us by phone. For comparison, in 2013/14
the figure was 96.2% of consumers and
thisslight drop in performanceis due to
the significantly increased call volumes
during thelarge operational incidents

at Burnham-on-Sea and Kingswood.
Overalllevels of callsreceived have
increased by 9% since last year.

In 2015/16 we will be focusing on
implementing new ways of keeping

CSR  Directors

Corporate governance

80/100

Ofwat’s measure of
household customer
experienceis called
the Service Incentive
Mechanism (SIM). This
is80

customersinformed during operational
incidents, in particular making use of
Twitter, text messaging and outbound
calling, to prevent the need for customers
to contact us. We will also be introducing
web chat for customers to discuss any
issues or queries they may have.

Bills are accurate and easy to
understand

Our customers want bills that are accurate,

clearly laid out and easy to understand

so wemonitor thisby measuring the
number of unwanted' billing contacts
wereceive, which was 2,6121in 2014/15.
Unwanted isthe term used by Ofwat in its
quantitative SIM measures for calls which
the customer would prefer not tomake,
inthe sense that they are dissatisfied
because they are experiencing a problem
or concern, are making arepeat or chase
call, or want to complain.

Remuneration Committee
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95.2%

of customers surveyed
considered that it was
easy to contact usby
phone

The graph below shows our performance
inrespect of billing related contacts for
the current and last four financial years.

Inresponse to requests from our
customers,anew e-billing service was
introduced this year, providing facilities
for customers to view their bills online
and to opt for paper-free billing. Over
3,000 customers have signed up for this
servicesofar.

Some more initiatives regarding this

area are explained in more detail in the
Corporate Responsibility Report on pages
421053.
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» Areportof the forensicinvestigation of the Kingswood incident
As you will have read in the Chairman's Welcome and elsewhere
inthisreport, the incident in Kingswood was a major event for

Bristol Water and for the residents of Kingswood.

More than 46,000 properties in the local
water network were affected by supply
and pressure problems, and nearly
30,000 properties were without water
for an average of 37 hours. Flooding
caused major damage to eight homes
and the residents were rehomed for
six months while their houses were
restored. By spring 2015 life for the
people of Fisher Road had returned to
normal, but they will never forget the
day that their quiet street became the
centre of amedia storm.

There had been no warning signs that
this main, which was laid in 1968, was
going torupture with such devastating
conseqguences so we commissioned
Imperial College London to carry out a
detailed forensic investigation to try and
find the cause of the failure of this 22mm
thick section of cast iron main.

Detailed information was gathered
about the pipe failure, soil

characteristics, environmental factors
and installation and operational
conditions, together with an
examination of preserved pipe pieces,
fracture surface and crack geometry.
Testing and analysis was carried out
in the lab and the latest in computer
modelling was used to replicate the real
life situation by the world-leading team
of infrastructure engineers at Imperial
College London.

The investigation has so far concluded
that, following arecord dry spell, the main
ruptured as aresult of stress caused by
soil shrinking around the pipe. This put
strain on the main where it was pivoting
onasewer, causingit to fracture along the
section under pressure.

Whilst these specific conditions cannot
beinfluenced, we take anumber of
measures toreduce thelikelihood and
impact of a similar event. For example we
aremonitoring the dynamic hydraulic

BELOW: ASSESSING THE DAMAGE TO THE MAIN.RIGHT: A FOLLOW UP VISIT TO RESIDENT FRED SMITH
BY BRISTOL WATER CEO LUIS GARCIA (LEFT) AND MP CHRIS SKIDMORE (RIGHT)
PICTURE:BECKY FEATHER, THE WEEKIN

conditions in water mainsand are
proactively flushing the mains to provide
alternative routes to supply water to
affected areas.

Burstslike Fisher Road are thankfully very
rare and Bristol Water would like to thank
everyone who helped us and the local
community deal with this emergency:.

@

CASE STUDY

“Wed been out at a family birthday party
and when we approached our road we
were told that a main had burst outside
our house. We couldn't go near, sowe
handed the keys to the fire service so
they could rescue our dogs. The flooding
was terrible, it was devastating tolose all
our possessions, but Bristol Water has
beenreally good, both at the time at the
burst and looking after us while our home
wasbeingrepaired.”

Fred Smith
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We know that to continue being a successful water company we need to
employ the best people and maintain the right culture within the business.

Safe working practices

We take health and safety of our
employees, contractors and members

of the public very seriously and invest

in continuous training programmes and
safety audits. We operate 24 hours a day
every day of the year so there are special
welfare needs to consider and we must
also ensure all our contractors share

our vision.

Anumber of initiatives have been
launched throughout the year by the
Health and Safety Action Group, made
up of anumber of representatives across
thebusiness, including a well-being week
and Hazard Reporting Month. Our aim is
toreducereportable accidentsto the HSE
toaminimum, which meansapplyinga
continuous improvement process across
the whole Company so thereistotal
commitment from all employees and
contractors toachieving thisaim.

In 2014, one accident wasreportable
under the RIDDOR regulations to the
HSE. This accident was an over-seven
day injury. Overall this was a positive
year with reports 70% lower than our
three-year average.

Bristol Water embarked on an internal
behavioural safety campaign through
the latter half of 2014 to have a positive
impact on our accident performance
numbers. This may continue into the
future as the campaign progresses into
2015 and beyond.

Skilled and motivated workforce

In order to deliver an outstanding
service, our workforce must be skilled
and motivated. Talented people are the
foundation of our success and we doall
we can to care for our staff, tomotivate
them and develop their many and varied
skills. To support this, we have setup a
new training matrix which we can use
tomeasure our successin thisarea
from 2015/16.

Bristol Water is an inclusive employer
and promotes equality and inclusion
fromrecruitment and selection, through
training and development, to promotion,
reward, recognition and retirement.
Performance, future objectives, training
and development needs are discussed
and agreed with employees in our annual
appraisal process.

The Company systematically provides
employees with information on matters
of concern to them, consulting them or

their representativesregularly, so that
their views can be taken into account
when making decisions that are likely

to affect their interests. Employee
involvement in the Company is
encouraged, asachievinga common
awareness on the part of all employees
of the financial and economic factors
affecting the Company plays a major role
inmaintainingit. To encourage employee
involvement, we carry out employee
engagement surveysevery

18 months - the next results are duein
the autumn of 2015.

Bristol Water is committed to
employment policies, which follow best
practice, based on equal opportunities for
all employees, irrespective of sex, race,
colour, disability or marital status. The
Company gives full and fair consideration
to applications for employment from
disabled persons, havingregard to

their particular aptitudes and abilities.
Appropriate arrangements are made for
the continued employment and training,
career development and promotion

of disabled employees. If members of
staff become disabled the Company
continues employment, either in the
same or an alternative position, with
appropriate retraining being given
ifnecessary.
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Provision of water is a long-term business requiring consistency and
sustainability and we need to spend customers and investors money
efficiently to achieve this. In doing so, we retain investor confidence and
maintain returns in line with the expectations of the financial markets
while delivering improved services and kKeeping water bills affordable.

Efficient expenditure

Driving efficiency isanimportant role
for the management team and in 2014/15
our business efficiency programme
called Project Channel hasinstigated
amajor restructure that willresultin a
leaner operating model that is better
targeted to meet the demands of the
modern water sector.

We consider that the longevity of our
business can only be maintainedif we
remain a highly reputable company with
our customers, regulators and other key
stakeholders to maintain their confidence
inour ability to deliver for them.

More detailed information on our
financial performance follows in the next
section of thisreport.

Investor confidence

Through effective financial management
and open communication, we maintain
investor confidence in order that we can
secure fundsto invest in the business to
deliver our long-term strategy. We have
maintained better than the minimum
investment graderating required under
our licence. Our rating with Moody'sis
Baal with negative outlook. The negative
outlook reflects the uncertainty relating
to theredetermination for PR14.

Fair return toinvestors

Availability of the required fundingis
paramount for the sustainability of a
business, and we need to demonstrate
afairreturnto investorsto attract the
investment we need. After anadverse

post tax return of 3.9% in 2013/14 (4.9%
Final Determination target), the 2014/15
return was better at 5.4% (4.9% Final
Determination target). Also our overall
HCA (Historical Cost Accounting) returns
for PRO9 have been slightly better than
our Final Price Determination.

Highly reputable

Werecognise that it is essential for every
business to build and maintain a good
reputation with its customers and other
stakeholders. For this reason we seek
and track the views of our customers
and arange of other stakeholders on an
annual basis.

Through our annual tracking research,
carried out by independent consumer
researchers, we obtain the views of
500 household customers selected
atrandom from our supply area each
year. Respondents are asked to rate our
reputation.

Inthe annual survey conducted in
April 2015,67% of respondents felt that
our reputation was good or very good,
compared with 83% the year before.

In order to obtain the views of other
stakeholders we annually survey a
randomly selected group of people
including MPs,local authority leaders,
large business users, regulatorsand a
range of partner organisations. They
are asked their views on how well we
performinanumber of key areas.

For 2014/15 31 respondents asked to rate

our overall CSR performance scored us
at 55% compared with 53% based on 49
stakeholder interviewsin 2013/14. Over
80% of stakeholders regard Bristol Water
asagood company overall.

Once again this year, stakeholders
expressed widespread satisfaction

with the quality of the water provided,
and thereliability of supply -and they
emphasised the importance of focussing
ondelivering thisbasic task.

Many spoke of the possible impact

of the CMA process, and the current
uncertainty for future plans. Although
the detailisnot always understood, many
welcome the recent downward pressure
on water billsbalanced with the very
necessary investmentin infrastructure.
Many also mentioned the ‘staggering
amount’ spent on upgrading the mains
over thelast12months, especially in

the central Bristol area. They largely
accept the disruption caused, and some
council stakeholders spoke highly of

the efficiency with which the works
havebeen carried out with comments
including ‘always professional and ‘such
a good working relationship with Bristol
Water’. Others had suggestions of how
theimpact on the general public could
bereduced even further, which we will
feedback to the business to help improve
our service.

Bristol Water PL.C Annual Report 2015 30



CASESTUDY

Bristol Water provided mains

laying services for Balfour Beatty’s am
development at Mackintosh Close,

. Coleford, Somerset. We work closely

. with developers to support them

. ' intheir delivery of essential new

) [ ' housing stock in our supply area.

“While working on the above

social housing development, we
encountered a number of challenges
with the scheme which put the
project programme at risk. As part
i 4 of the programme recovery, we

; FRERSPPESL | . / sought support from Bristol Water to

arrange for the incoming water main
to be connected, flushed, cleansed
and some 28 water meterstobe
installed in a very short period of
time. The senior management of
Bristol Water were quick to engage
and very proactive in assisting us

in thisrequest by arranging both
internal and supply chain resources
at short notice to execute the work
resulting in Balfour Beatty being able
to mitigate their programme by some
3 weeks’

Chris Bartlett
Balfour Beatty Operations Director
(Construction)
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Financial KPIs
FORTHEYEARENDED 31MARCH 2015
2015 2014
£m £m
Turnover 132.8 1239
EBITDA 69.6 66.5
Operating profit 327 279
Profit before tax 214 145
Profit after tax 13.8 171
Net debt (excluding 8.75% irredeemable cumulative preference shares) at 31 March 296.6 279.8
Regulatory Capital Value RCV) 411.7 411.3
Ratio of net debt (excluding 8.75% irredeemable cumulative preference shares) to RCV 72% 68%
Capital investment before grants and contributions 59.3 76.0

Turnover of £132.8m, reflecting a7.2%
increase, includes the 6.5% price increase
allowed by Ofwat in respect of inflation
(2.7%) and the ‘K’ factor (3.8%),and an
increase in demand from customers.
The price increase allowed by Ofwat, is
needed because of the investment we
are undertaking toimprove and protect
the water supply. For the AMP5 period
2010-15; we have spent £288.9m on these
improvement works.

EBITDA increased by £31mreflectingan
increase of £8. 9m in turnover as offset by
anincrease of £5.8m in operating costs.
Increase in operating costs predominantly
relates to costs of the ongoing efficiency
programme asreferred to on page 6, costs
inrelation to the regulatory process for

finalisation of the Business Plan 2015-20,
and inflationary and above inflation price
increases.

Operating profit increased by £4.8m
reflecting the £3.1mincreasein EBITDA
and a£17mdecrease in depreciation cost.
Net decrease in depreciation relates to
af£2.2mincreasein depreciation dueto
the ongoing capital expenditureand a
£39mreduction in depreciation charge on
infrastructure assets.

Profit after tax decreased by £3.3mto
£13.8m, thereductionisdriven by an
overall tax charge of £76min the current
year compared to a credit of £2.6mlast
year. The tax credit in thelast year arose
predominantly due to theimpactof a

reduction in future corporation tax rates
and a favourable impact of tax discounting
on the opening deferred tax liability. The
effective tax rate was 35% (2013/14:19%).
The principal reason for the effective

tax ratebeing higher than the standard
corporation taxrate of 21% (2013/14: 23%) is
the effect of discounting on the deferred
tax movements during the year.
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Net debt

The main cash sources we use to
finance our normal operations and the
extensive capital programme are the
water bills paid by our customers and
debt from financial markets.

Net debt excluding the 8.75%
irredeemable cumulative preference
shares was £296.6m (2013/14: £279.8m),
representing approximately 72%
(2013/14: 68%) of the RCV of £411.7m
(2013/14: £411.3m).

We actively manage the net debt
(gearing) ratio and maintaina
headroom margin to meet adverse
impacts fromrisks and uncertainties.

Our practice is tomaintain a debt
portfolio with mainly long dated
maturities reflecting the long-term
nature of the Company’s asset base.

Cash, including deposits with banks,

was £10.5m (2013/14: £12.7m), the

significant cashflows during the year

were:

« cashinflow of £68.5m from
operations,

» net cash outflow of £56.6m for capital
expenditure,

« new borrowings of £60.6m,

« repayment of £50.3m debt,

« baselevel dividend of £10.3m,

» inter-company loan interest related
dividend of £3.2m,

» netinterest payments of £8.3m,
and

» corporation tax payment of £2.6m.

CSR  Directors

Corporate governance

Capital programme

During the year, we invested £59.3m
(2013/14: £76.0m) in capital expenditure
before contributions, marking a successful
completion of the committed AMP5
capital programme.

Thisbrings the total investment in AMP5
to £288.9m which is our record highest
investmentinany AMP period to date
and demonstrates our commitment
toinvest in our assets to maintain or
enhance service to our customers.

We have now delivered the AMP5 capital
programme. Capital investment during
the year included the following key
projects:

» Renovation of 26.3km of trunk mains
which was part of the £25m AMP5
schemetorenovate trunk mains
network through large parts of Bristol,
North Somerset and the northern parts
of the supply area.

« Completion of the major refurbishment
of Barrow No 3raw water reservoir
involving further grouting of the
embankment and lining of the outlet
pipe to maintain structural integrity.

« Replacement of 30.2km of the
distribution mains network that was
in poor condition, resulting in a total
replacement of 2377km of distribution
mains during the AMP5 period.

« The program me to enhance the
treatment process at five of our
treatment works by installation of
ultra-violet disinfection equipment.
The construction of this enhanced
processis now complete at our Stowey,

Remuneration Committee

Financial statements

Littleton, Purton, Shipton Moyne and
Cheddar treatment works sites and all
the sites are operational.

» Finalisation of the construction work

on the water treatment improvement
schemes at Egford and Sherborne.

- Completion of the programme of

refurbishment and pump replacement
at our large pumping stations; Purton,
Blagdon and Victoria, and smaller sites;
Almondsbury and Banwell Springs.

- Planningand public consultation

relating to building anew 9,000 million
litres Cheddar 2reservoir in Somerset.
The planning application was
submitted on programme in December
2013 and consent was granted in
June2014.
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Dividends

Itis our practice to pay an annual level of

ordinary dividends comprising:

» abaselevel taking into consideration
the revenues allowed by Ofwat in the
five year determination of price limits,
the Company’s funding requirements
and the actual performance of the
business;and

» anamountequal to the post-tax
interest receivable from Bristol Water
Holdings UK Limited, a UK parent
company, inrespect of inter-company
loans.

Totalbaselevel dividend and dividend in
respect of the inter-company loans paid
during the year were £10.3m (2013/14:
£10.1m) and £3.2m (2013/14: £3.1m)
respectively. Further details of dividends
paid and proposed during the year

are disclosed in note 21to the financial
statements.

Inaddition, annual dividends of £1.1m
(2013/14: £1.1m) continued to be paid on
the irredeemable preference shares.
Theirredeemable preference shares

are shown as debt in the balance sheet,
and the dividend is therefore shownasa

finance costin the profitand loss account.

Pensions

Pension arrangements for employees
are provided partly through our
membership in the Water Companies’
Pension Scheme ("WCPS"), which
provides defined benefits based on final

pensionable pay. We have a separate
section within WCPS for theregulated
water business; the section was closed
tonew employees some years ago. Since
that closure allnew employees are
offered membership in a stakeholder
pension scheme.

The latest triennial valuation of the

pension scheme was completed as at

31 March 2014. The total deficitas at 31

March 2014 measured on along-term

scheme fundingbasis was £2.8m. This

represented a fundinglevel of 98.4%. Asa
result of the Trustee's advice we will:

» continue to pay an annual deficit
contribution of £0.4m from April 2015
to March 2020 increasing each year in
line with the Retail Prices Index (RPI),
and

» changetheregular contributions for
the main sub-section from 36.7% to
33.9% and for the alternative benefits
sub-section from 24.9% to 27% from
April 2015, of the relevant payroll costs.

The actuarial valuation under the
Financial Reporting Standard 17 (FRS17)
at 31 March shows a pension surplus of
£141m which has been recognised in the
financial statements. The funding deficit
of £2.8m and the accounting surplus of
£14 1m are not comparable because:

» thefundingdeficitisbased ona
position at 31 March 2014 and the
accounting surplusisbased ona
position at 31 March 2015, and

» theapproach for valuation of scheme
liabilities is different between the two
valuation methods.

Further financial information in
relation to defined benefit and defined
contribution pension schemesis
disclosed in note 23 to the financial
statements.
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Regulatory period 2010-15
summary

The Company agreed to deliver the the surface water treatment works
following key outputs during the toreduce therisk of Trihalomethane
regulatory period 2010-15: formations caused by zebra mussels
- Installation of enhanced water hasbeen completed.
treatment at seven treatment works « Catchment management schemes
toreducerisks from cryptosporidium, have progressed as planned for AMP5.
lead and nitrates contamination. - Atotal of 58.2km of trunk mains has
This included enhancement of the beenlined.
treatment process at five treatment » Construction of the major resilience
works by installation of ultra-violet scheme for central Bristol has been
disinfection equipment, and work on completed.
the water treatmentimprovement « We have continued to maintain stable
schemes at Egford and Sherborne. serviceability for both infrastructure
« Installation of surface aeration at our and non-infrastructure assets.
two surface water treatment works « Wehave again beaten one of our lowest
toreduce therisk of Trihalomethane ever annual leakage targets of 49 Ml/d
formations due to zebra mussels. for 2014/15 with our achieved leakage
- Catchment management schemes to level of 45 Ml/d. Our leakage levels
reduce metaldehyde contamination. continue tobe amongst the bestin
» Liningof 58.6km of trunk mainsto the UK.
improve water quality inrespectofiron  « Preparatory Work for Cheddar 2
and discoloured water. reservoir culminated in planning
- Construction of a major resilience consent being granted in June 2014.
scheme for central Bristol. - Atotal of 2377km of mains have been
» Maintenance of stable serviceability replaced in the AMP5 period.
for infrastructure and non-
infrastructure assets.
- Areducingleakage target (to 49 Ml/d by
2015).
» Preparatory work for Cheddar 2
reservoir.

» Replacement of 237.5km of mains over
the AMP -an average of 475 km per
annum.

In AMP5 we achieved the above required

outputs as follows:

« Allthe seven enhanced water
treatment schemes are complete.

- Installation of surface aeration at both
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Risk and uncertainty

Risk is aninevitable aspect of operating a business. Decisions that balance
risk exposure with intended financial rewards within risk tolerances are the
responsibility of our management under the supervision of the Board.

Werecognise the importance and
benefits of timely identification,
assessment and management of
risks that may impact our ability to
achieve our strategic objectives. In
thisrespect, we are committed to
prudent risk management practices
within the context of an Enterprise
Risk Management (‘ERM”) framework.
Ariskregister is maintained and a
comprehensive review is undertaken
on a bi-annual basis by the senior
managers group and the Board.

Our ERM framework isbased on four core

principles which establish the culture

and tone that guide risk management

decisions. Risk managementis:

» Everyone'sresponsibility;

« About decision-making;

» Embedded within existing
management routines; and

« Aboutpeople and culture

Our implementation of the ERM
framework includes the following
hierarchy of responsibilities:

« Board of Directors and Audit and Risk
Assurance Committee (ARAC") have
overall governance responsibility
for overseeingmanagement’s
implementation of therisk
management policy.

o Internal Auditisresponsible for
reviewing management’s practices to
managerisk andreporting to the ARAC.

« Senior Management is responsible
for the implementation of the ERM
framework to all applicable activities
andreporting to the ARAC.

« Business Units are responsible for
the application of arisk management
framework to identify, monitor and
reportrisk.

« Risk Owners are responsible for
the identification and day-to-day
management and oversight of risks in
their assigned area.

Risk management processes

Thefollowing six key ERM processes

integrate risk management activities

with strategic and operational planning,
decision-making and day-to-day
oversight of business activities.

« Riskidentification is the process of
identifying and categorising risks that
could impact our objectives.

« Riskassessment is the process of
determining the likelihood and impact
of therisk. We use a five point rating
scale for likelihood and impact.

« Risk prioritisation is the process of
rankingrisks and considering our
appetite to thoserisksbased on the
Corporate Risk Appetite Statement.

« Riskmanagementresponsesare

measures taken to optimise our netrisk

exposure within overall tolerance to
achieve the desired balance between
risk and reward.

» Monitoring and reporting are the
processes of assessing the effectiveness
of risk managementresponses.

« Training and support ensure
that personnel tasked with risk
management responsibilities have
sufficient knowledge and experience
to complete their risk management
obligations.

Remuneration Committee

Financial statements

Ourrisk management approachis
comprehensive and proactive and
issupported by the experience and
specialised knowledge of the senior
management. We use arisk matrix to
regularly assess and update the net
exposure (including mitigating factors)
of each known material risk.

Werecognise that we operate withina
complexregulatory environment anditis
not economically viable to fully mitigate
all therisks that we face. Therefore we
prioritise our risk management strategies
by assigning therisks into threerisk
categories as shown below.

(RIGHT) TRUNK MAIN RENOVATION WORKIN
BRISTOL.PIC: JOE YOUENS

Board
and ARAC

Internal audit
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loss of performance:

Risk and description

Water Quality, Health and Safety
and Environmental incident risks
are operational risks concerning
failure of our mitigations and
controls to prevent an accident,
pollution or water quality incident

Major incidentrisk is an
operational risk associated
with the significant failure, or
prolonged loss of use, of a key
operational asset or location

»

Impact

Incidents and accidents could have
harmfulimpacts on employees, the
communities that we serve or the
environment, leading to reputational
damage, penalties and remediation costs
resulting in lower netincome.

Major incidents could impact our ability
to supply water for prolonged periods
and may have harmful impacts on the
environment and communities we serve
leading to reputational damage, penalties
and remediation costs resulting in lower
netincome.
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Monitoring and mitigation

We minimise our incident and accident
rate by following approved procedures,
monitoring adherence to these
procedures, proactive asset maintenance
and providing adequate training. i .

We assess and improve resilience to v
reduce the population exposed to

major disruptions to water supplies. We

also undertake exercises and training,
developing business continuity plans to 5
minimise customer impact.
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Moderate appetite risks, where we accept some residual risk and where innovation is encouraged:

Risk and description Impact Monitoring and mitigation

Price Review risk is aregulatory
risk concerning an adverse
decision by the CMA for

our appeal of Ofwat's Final
Determination for our Business
Plan for AMP6.

Funding and Investor confidence
risks are strategic risks
concerning the ability to access
timely and cost effective debt

or equity to support our capital
expenditure programme and
replace maturing debt.

Current challenges include the
outcome from the PR14 appeal
process on our ability to obtain
future financing.

Water Resourcerisks are strategic
risks, which include planning

for increased population and
demand for water, together with
climate change and extremes in
weather.

Change inregulatory regime
istheregulatory risk of
changes in the Regulatory
Regime adversely affecting us,
including the introduction of
Retail competition, Upstream
separation and Abstraction
reform.

Expense managementriskis
the financial risk concerning
unexpected non-recoverable
increasesin costs.

An adverse CMA decision for price or
capital expenditure plans could impact
our ability to deliver service levels which
meet customer expectations.

Inability to access cost effective debt
or equity could result in higher interest
costs, lower cash flow or liquidity
difficulties.

Inability to maintain water supplies by
underestimating the demand for water in
comparison to theresource available.

Favourable changes can create new
opportunities for greater efficiencies,
while unfavourable changes can
reduce efficiency, increase costs and
have harmful effects on employee and
customer relations. The abstraction
reform may also affect the Water
Resourcerisk.

Unanticipated increases in costs could
resultin lower earnings and cash flow.

- We have dedicated significant internal
resource, together with external
consultants to support our case
throughout the CMA appeal process in
order to secure a positive outcome.

We have also explored different options
tomitigate the impact of in the event of
an adverse determination.

We maintain good relationships with
our equity and debt investors through
regular performancereporting and
communication.

We closely manage our funding and
debt servicing, maintaining sufficient
liquidity tomeet 12 months funding
requirements.

We maintain Water Resource Plans to
manage long term water resource risk,
allowing us to developrisk resilience.
We encourage customer metering

to promote efficient use of water by
customers and we actively manage
leakage to control wastage from our
system.

We maintain business continuity plans
and ongoing monitoring of resource
levels to manage residual exposures.

We monitor and maintain active
dialogue with policy makers to identify
opportunities and respond to any
legislative changes to minimise the
impact.

Inrespect of Retail Competition, we

are working with our joint billing
partner, Wessex Water, to understand
and minimise additional costs and
disruption.

We mitigate thisrisk by following
policies, procurement strategies and
efficiency initiatives.
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Risk and description

Customer Satisfactionisa
reputational risk in relation
to meeting customer service
expectations.

Supply Chain Failureis an
operational risk of not being
able to maintain supplies of key
materials or services.

Asset managementrisks are
operational risks relating to
managing and operating our
collection, treatment and
distribution assets.

Capital investment evaluation
and delivery is a strategic risk
concerning our ability to invest
effectively and efficiently.

Risk and description

Human resources retention risk
is an operational risk concerning
the ability to motivate, attract and

retain staff.

Current challenges include the

restructuring around introducing

the new operating model.

CSR  Directors  Corporate governance

Impact

Delivery of good customer management
practicesis aligned to our corporate
strategy, and can reduce negative
customer feedback and result in financial
reward through the pricing mechanism.
The oppositeisalso true.

Failure to maintain key supplies may
resultin an inability to operate specific
treatment processes, increasing therisk
of supply interruptions.

Inability to manage assetrisks effectively
may result inincreased supply
interruptions, resulting in additional costs
andreduced customer satisfaction.

Inability to evaluate and deliver the
capital programme may resultin
inefficiencies and potential financial
penalties through the pricing mechanism
where performance targets are not
achieved.

Impact

Adequately trained and motivated staff

inimproving the customer experience
both when incidents arise and through
working towards our corporate aims.

There may be a short term reduction in
performance during the restructuring
process as aresult of staff uncertainties.
Performance may be affected by the
loss of key staff knowledge and talent as
aresult of the changesin the operating
model.

Remuneration Committee

are fundamental throughout the business
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Monitoring and mitigation

- Wemitigate thisrisk by following
policies and procedures in support of
our ‘Bristol Water Bond'”.

» We perform monthly surveys to
assess customer satisfaction and
communicate with the public through a
variety of media.

» We have aflexible approach to dealing
with specific incidents, for example
extending call centre hours.

We operate procurement processes to
reduce exposure to a single supplier and
seek treatment solutions which avoid
supply chain failure risk, within our
investment strategies.

We prioritise maintenance plans based
on performance monitoring, inspections
and key exposure assessments.

« We control the evaluationrisk by following
policies and procedures to assess and
authorise appropriate solutions.

« We control the delivery of the
programme through a controlled
gateway project management process
from feasibility to completion.

Higher appetite risks, where we accept more residual risk and where speculative innovation is encouraged:

Monitoring and mitigation

» Wereduce uncertainty during periods
of change by consulting with staff on
therestructuring and other key issues.
Knowledge and talent risks are managed
within the operational model project.

» We publish external compliments
received on the internal website and we
encourage staff involvement through an
incentivised suggestion scheme.

» We use mobile working tools toreduce
paperwork and improve communications
for offsite workers.

» Weare nearing completion of the phased
refurbishment of Head Office, which
will centralise and improve working
conditions for all office based staff.
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Outlook

Following our rejection of Ofwat’s Final The main drivers of 2015/16 profitability duetoincreasesin forward purchase
Determination, the Business Planin are expected tobe: prices. We expect energy costs to
respect of the regulatory period 2015- » Trevenue -anaverage 16% reduction remain volatile in the future, albeit the

20is under review by the CMA. Final
Determination from CMA is expected
in September 2015; however 2015/16 is
binding on the Company per Ofwat’s
Final Determination.

in charges to customersin line with
Ofwat’s Final Determination;

specific measures in response to
reduction in the 2015/16 revenue -
certain one-off measures planned by
the Company toreduce operating and
capital expenditure inresponse toa
significant reduction in the revenue.
Some of these measures may have
long-term adverse consequences

if sustained, they will be reviewed
following the redetermination;
operational efficiencies - further
costreductions from efficiencies are
expected to be achieved but they may
partially be offset by the cost of new
obligations and inflation;

inflation or deflation - operating costs,
capital expenditure and the Company’s
£171.3mindex-linked debt are subject to
inflation based on RPI at various points
inthe year. Potential adverse impacts of
high inflation or deflation are mitigated
by thelinking of the majority of
revenues through the previous year's
November RPI;

energy costs - energy costs are
significant for the Company; spot
power costs are constantly changing
inline with crude oil and gas markets.
Total energy costs during the year
increased by 3% compared to the last
year. Thisincrease was primarily due
toanincrease in forward purchased
energy prices. We currently anticipate
that energy costs for the next

financial year will again increase

Company'’s policy is to closely monitor
the prices and enter into a series of
forward contracts. This provides some
smoothing of price changes;

» 50Cio economic conditions -impact
of movements in socio economic
conditions on collections from our
customers;

« weather - severe weather patterns
can affect the profitability in various
different ways. Measured income can
be affected by changesin volume
consumption, chemical and power
costs can be affected by raw water
quality and availability of different
water sources; and

« network maintenance costs canbe
affected by mainsburst activity:.

Approved by order of the Board,
and signed onitsbehalf by:

Luis Garcia
Chief Executive Officer
24 July 2015
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CASESTUDY

Bristol Water recently renovated
20km of trunk main between
Shipton Moyne and Tolldown in
South Gloucestershire. The two-
| year project involved replacing
an 80-year-old iron main with
new plastic pipe and making

reconnections to hundreds of
branch and service networks.

‘Tm aparish councillor and I got
involved because of the potential
impact the Bristol Water scheme
could have on thelocal roads,
countryside and local community.
From the start we were given really
good information, always timely,
and, most importantly, they listened
to us. The guys on site were also
helpful, very knowledgeable and
happy to talk to you about the work.
Considering how difficult things
could have been, it's actually

been a delight”

John Buckley
Councillor, Luckington
and Alderton Parish Council
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97%

of customers found us easy
to deal with

16,000 187,500 AT

. : that our call centre staff were
E estimate that we had Inthelast five years knowledgeable and gave
contactwith16000 people  we have sent out 187500 clear information about
through our community letters informing customers what happens next

engagement programme about planned works
£100K

£100k hasbeen donated to
debt advice agencies across
our supply area to support
them in providing free debt

30,000 free water saving devices aVICe 10 O CUSIOmers
given to customers at events = just under R
half a million litres of water saved each day 1.1million

We distributed an autumn
and spring issue of our

customer magazine
Watertalk to every
household in our supply
area, totalling 1.1million
copies. This provides
’ a cost effective way to

communicate with our

Our Eco School Challenge: customers

21 primary schools = 6,000 —

pupils=an estimated 18 million W3k () WAL

litres of water saved Bristol Water is an official

supporter of the European
Green Capital

401,045 BRSTOL

There were 401045 visits WAT
to our website in 2014/15,

more than double on the

last year
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Our customers are our priority and the quality of service they receive
is central to everything we do.

Our reputation is hugely important to us
and we understand that our activities
can have an impact on the communities
that we serve and the environment

that we steward. We seek to minimise
this by delivering services responsibly
and sustainably whilst managing the
social, environmental and economic
impacts of supplying quality water for
our customers now, and for the future.

This report provides an overview of
the work we have done to embrace
responsibility for our corporate actions
and to encourage a positive impact

on the environment and stakeholders
including customers, employees,
investors, communities, and others.

EAYE

Watertai.

s T AT

WATER

Customer service

Our performance on customer service
has had a challenging year due to the
twomains bursts which were the largest
scaleinterruption eventsin the recorded
history of Bristol Water. We are always
striving toimprove and examples of this
are provided below.

The twobiggest incidents were at
Burnham-on-Sea in May, where nearly
13,000 properties went without a water
supply for an average of 10 hours,and in
Kingswood in September, when nearly
30,000 properties went without a water
supply for an average of 37 hours. Despite
our regular customer-facing staffing
levels being virtually overwhelmed, we
were able to answer the large volume

of enquiries and give our customers
ahuman interface by opening our
telephone helpline for extended hours.
Inthe Kingswood incident we also used
an external call centre that we have on
standby for emergencies.

Followingboth incidents, surveys were
carried out to gauge affected customers
perceptions of how we performed during
each incident. The findings told us that
the vast majority of customers were
satisfied with how we handled both
incidents. In Burnham-on-Sea four out of
five customers who contacted us were
satisfied with the ease of contacting us
and the helpfulness, attitude, knowledge
and professionalism of our staff. The main
area of improvement needed in both
incidents was better communication,
specifically providing more and better

quality information directly to customers.
In Burnham-on-Sea this was 24% of
customers surveyed and in Kingswood
thiswas 22%.

Asaresult of thisresearch, we have
identified and implemented new ways
todirectly communicate to customers
such as the use of Twitter. We have
additional projectsin place to expand
this communication further. During an
incident we always strive to ensure our
more vulnerable customers needs are
metas a priority. We have undertaken
areview of our vulnerable customer
database and are working to implement
identified improvements. We have also
met with external agencies to help us to
continue to give a thorough response in
an emergency situation.

Customer communications

On adaily basis we focus on providing

the best methods of customer

communication asthisisanarea

our customerstell usis increasingly

important.

« Werealise theimportance of keeping
customers informed about planned
work and its progress and we
communicate in a variety of ways to
maximise our reach.

- We write to all households to inform
them of upcoming work in their area,
we publicise and host drop-in sessions
at our mobile Customer Service Unit
so people can talk to us directly, and
we have assigned special helpers
amongst our work crews so the public
can easily identify who to talk to on
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401,045

There were 401,045 visits to our website

site. In the last five years we have
sent out 187,500 letters and 97000
Question & Answer documents to
customers.

» We provide updates on our website
and use the local media to warn
people about road closures and traffic
hot spots.

« Our customer magazine Watertalk
isdistributed to every household
inour supply area, providing a cost
effective medium to communicate to
our customers. 1.1 million Watertalk
magazines were delivered in 2014/15.

We areresponding to the desire for
customers toreceive communication in
avariety of channels. We are therefore
using the website and twitter moreasa
platform to update our customers about
emergencies and supply problems.
There were 401,045 visits to our website
in2014/15
« We have extended our operational call
centre opening hours from 8am-8pm
weekdays and 8am-lpm Saturday and
Sunday.
« From June 2014 to February 2015
we conducted an interactive voice
response survey following a customer
call to our operational call centre.
Theresult showed 95% of customers
who completed the survey were
satisfied that our call centre staff
were knowledgeable and gave clear
information about what happensnext,
and 97% found us easy to deal with.
We have been able to use the feedback

gathered torefresh training with staff in

our call centre.

in 2014/15

Support for customers

Our work to support customers
struggling to pay their water bills

has continued over the year with a
proactive approach to customers who
may potentially benefit from the social
tariff and payment schemes we offer.
We assess customers on an individual
basis and look to tailor the package of
assistance offered to their needs. The
number of customersreceiving
assistance through these measures has
increased by 27% since last year.

9,532 households are currently
benefitting from our ‘Restart’and Restart
Plus'schemes and ‘Assist’ tariff, which
help customers who are in financial
difficulty get back on track with their
water bill.

1,715 households are on our metered tariff
WaterSure Plus, for customers who arein
receipt of certain benefits and are defined
by the Government as ‘vulnerable’ either
because they have amedical condition or
alarge family.

£100k has been donated to debt advice
agencies across our supply area to
supportthem in providing free advice to
our customers.

[
97%

of customers found us
easy to deal with

Ca
187500

We have been proactive
In communicating to
customers about our
capital projects.Inthe
last five years we have
sent out 187500 letters
and 97000 Question &
Answer documentsto
customers.
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With the international spotlight on Bristol as European Green Capital 2015,
Bristol Water’s pivotal role in sustaining a healthy environment and efficiently
using resources has become as clear as the water that pours from our taps.

Providing an outstanding water
service in a sustainable way means

we must engage with our customers
and stakeholders and focus on our
environmental vision to make efficient
use of resources. Our performance
results are outlined on pages 23 to 25,
but there’s alot more to tell.

We have again met our lowest ever
leakage target set by Ofwat with leakage
levels continuing tobe amongst the
bestinthe UK. Leakage targets are set
by Ofwat at alevel where the overall
value of the water lost isbalanced
outby the costs of increased leakage
control activity. Over the past year we
repaired around 5,000 leaks on our
network distribution system, including
approximately 1,000 burst water mains.
In addition to the leaks repaired on our
network we also identified in excess of
1,900 leaks on private customer service
pipes, providing free or subsidised repair
of these private leaks inmore than a
third of cases.

Saving water is good for customers as
it reduces bills, good for Bristol Water
asitreduces our energy consumption,
which in turnis good for the
environment. This is one of the main
topics we promote through our events
and education programmes. 30,000
free water saving devices were given to
customers at events which equals just
under half a million litres of water saved
each day. Our Eco School Challenge
involves a water audit for the school
itself, water workshops for the children
and water saving devices for their
homes.In 2014/15 21 primary schools
took part and saved an estimated 18
million litres of water.

Bristol Water PL.C Annual Report 2015

Financial statements
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Strategic report

Biodiversity and wildlife

Our commitment to protecting
biodiversity can be shown through a

new measure we have developed for the
business, called the “Biodiversity Index”.
Thismeasure, developed in collaboration
with specialist consultancies, has
enabled us to quantify the benefit of our
sites for the broader environment - and
toidentify where we can make further
improvements to our sites that will enable
them to support a wider range of wildlife.

The common eelisnow a critically
endangered species with numbers
having dropped by over 95% in the last
25 years. To help address this issue, we
havebegun projects to protect eelsin
the watercourses we manage and we are
working with the European Sustainable
Eel Group and local wildlife charities
toinvestigate new measures that can
help protect this species. One example
of thisis our new project “Spawn to be
Wild”, which enables local school pupils
to care for eels in special tanks in their
school, prior toreleasing them into the
wild. Targeted at inner-city schools as
part of our commitment to Bristol as
European Green Capital, this project aims
to educate, engage and encourage young
people to learn more about the natural
environment and therole they can play
inits protection.

Catchment management

In 2014 we began work on a new
“payment for ecosystems services”
approach for protection of our water
sources. This first stage of the project,

CSR Directors

Corporate governance

6,000

Our Eco School Challenge: 21 primary
schools =6,000 pupils = an estimated
18 million litres of water saved

workingin partnership with Defra and
local stakeholders such as Avon Wildlife
Trust, aims to identify how best to engage
with farmers and other landholders in
the catchment area of our water sources,
protecting them for the long-term. This
project builds on our existing successful
catchment management programme for
metaldehyde, a chemical used for slug
control.

Bristol 2015 European Green Capital
Since the EU Green Capital competition
was first created, we have been part

of Bristol's bid to win the award, and

we were part of the successful bid
team presenting at the EU Parliament
where the final decision was made. As
an official supporter of this exciting
programme, we have been able to give
our water saving and other initiatives a
Green Capital badge and contribute to
amajor shiftinbehaviour and attitudes
tothe environment, and help create a
sustainable legacy.

Bat cave

With the help of local experts, we have
redeveloped aredundant Victorian
building on one of our sites by turning it
into a ‘bat cave habitat. Recent surveys
identified eight different species of bats
in one night and the site hasbecome the
focus for national research into therare
Nathusius's pipistrelle bat.

Remuneration Committee

Financial statements

“With the help of local
experts, we have
redeveloped a redundant
Victorian building on one
of our sites by turning it
into a ‘bat cave habitat.
Recent surveys identified
eight different species of
batsin onenight and the
site has become the focus
for national research

into the rare Nathusius’s
pipistrelle bat”

(LEFT)BAT BOXES AT CHEW VALLEY LAKE
PROVIDEFURTHER HABITAT

(BELOW) THE AWARD-WINNING SPAWN TO
BE WILD PROGRAMME ENGAGES SCHOOL
CHILDRENIN ACTIVE CONSERVATION OF THE
EEL POPULATION
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Employees

We need the best employees in order
to achieve our goal to deliver an
exceptional customer service.

Ensuring that our employeesremain
motivated and skilled in their roles is of
paramountimportance to us.In thelast
year, we have redesigned our appraisal
process, enabling all staff tohave an
opportunity toreview their performance
and talk about development needs
atleast twice a year. We have also
completed a comprehensive review of
allthe training thatisrequired in our
operational areas and updated our
systems so that we know what training
isexpected, when it was completed and
when itisnextdue for all roles.

(BELOW)LOCAL SCHOOLS TAKE PART IN
THEEEL CONSERVATION PROJECT SPAWN
TOBEWILD

CSR  Directors

Corporate governance

Employees & Suppliers

We do our employee engagement
surveysevery three years and the next
oneis due towards the end of 2015.
Engagement surveys are nota measure
of happiness or satisfaction, they gauge
employee sentiment around passion for
and pride in their work, whether they
believe in the vision of the organisation,
and if their work is valued and their
talents are well utilised. We are pleased
that over the last 9 years we have seen
asteady improvement, and hope that
this trend continues. This year the
engagement survey will be at a time of
increased change as we will be over half
way through our restructuring program.
We will use theresults to highlight areas
thatrequire additional focus to ensure a
smooth transition for the workforce, the
business and our customers.

Improving communication across the
entire business hasbeen akey driver
this year. Ensuring the workforce feel
included and informed of company,
industry and market newsis aproven
motivator. We have redesigned our

company intranet to allow all employees,

including those in the field, to find out
about relevant company news. The
introduction of the weekly ‘CEO Update’
hasbeen a particularly successful and
well received introduction.

Suppliers

Providing a highly reliable water service
isour core business so working closely
with suppliers to assist usin delivering
thisserviceiskey to our success.

Specialist contractors and suppliers

Remuneration Committee

Financial statements

help us deliver our capital and operating
projects and these contractors/suppliers
are selected because they have the same
business ethos as us and we believe they
will enhance the delivery of our service
to our customers.

As part of the appointment process,
contracting partners have to meet the
rigorous cost and delivery criteria that
we apply within our business and all our
procurement procedures adhere to the
EU Utilities Directive.

We haverecently reviewed the way

we work with self-lay organisations

and have committed to change the
structure and processes of our price and
non-price terms when providing services
to self-lay organisations (SLO), who are
able to bid for mainslaying

work for new developments.

The changesinclude creating two
separate functions, oneretail facingand
the other wholesale facing. This will
ensure self-lay organisations are not
being unfairly disadvantaged when it
comes to connecting new developments.
These changes will help effective
competition which can deliver benefits
for customers, offering choice and acting
asadriver for more customer-focused,
efficient and innovative services.

We are committed to being fair and
effective in the way we work with all
external suppliers and contractorsin
order to support the growthin the
local economy.
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Community

We aim to make a positive difference by supporting and promoting the
wellbeing of communities and by behaving in a socially responsible mannetr.

Community engagement

We increased our visibility and
contact within the community
dramatically this year. The events
team attended a wide variety of
events, from large scale county shows
to community events and club talks,
promoting our household water
efficiency programme and informing
them about the role Bristol Water
playsin their lives. We estimate that
we had contact with 16,000 people
through our community engagement
programme.

These events have also provided an
opportunity for customers to ask staff
questions - water meters, leaks and water
use for gardens coming up most frequently.
Additionally, by taking our exhibition
vehicleto areas where we are carryingout
major works we have been able to speak
topeopledirectly affected. All thishas
contributed to greater customer service.

Partnering with the community

We have worked with a widerange

of local organisations on community
projects, including Avon and Somerset
Police, Businessin the Community,
Community Service Volunteers and
Bristol Neighbourhood Home Watch.

We are a corporate partner to Bristol
Museums, Galleries and Archives and
are a key sponsor of their educational
programme. For the third year we
sponsored the Festival of Nature, an
event which attracts over 35,000 visitors
to central Bristol over a two day period.

Fundraising

Weraised nearly £10,000 for WaterAid in
our Three Lakes Challenge and continue
to support WaterAid's annual appeal by
including a promotional leaflet in with
our bills.

Two Bristol Water work teams competed
in challenges to help Avon Fireand
Rescue and One25 improve their service.
Many other local and national charities
have benefitted from staff volunteer days
and fundraising at work. We alsorecycle
any scrap metal generated through the
course of our business activities and the
money received from this exercise is
donated tolocal charitable causes.

Luis Garcia
Chief Executive Officer
24 July 2015

Remuneration Committee
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2408
16,000

had contact with Bristol
Water through our
community engagement
programme

dWaterAid

MICK AXTELL (FINANCE DIRECTOR)
ANDBENNEWBY (DIRECTOR OF BUSINESS
IMPROVEMENT) TAKING ON THE THREE
LAKES CHALLENGE
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Non-Executive Chairman, Chairman

of Nomination Committee

Mr Ludeman was appointed to the
Board in July 2012. He is a non-executive
director of Eversholt Rail UK limited
(@appointed in 2014) and Interserve PL.C
andresigned as a non-executive director
of Network Rail Limited in July 2014. He
isalsoadirector of London Transport
Museum Limited, and is a former Chief
Executive Officer of Go-Ahead Group
PLC with forty years' experiencein the
transport industry.

Chief Executive Officer, Member of
Nomination Committee

Mr Garcia was appointed to the Board
in January 2009 initially as a non-
executive director. He joined Agbar in
1989 and has held a number of senior
positions. He was appointed Chief
Executive Officer of the Company on
1 April 2009.

Finance Director

Mr Axtell was appointed to the Board on
30 January 2014. He joined the Company
in September 2013 as Deputy Finance
Director and was appointed Finance
Director in January 2014. Prior to joining
the Company he held anumber of senior
financeroles at RWE, one of Europe’s
leading electricity and gas companies.

Regulatory Director

Mr King was appointed to the Board in
November 2010. He joined the Company
in December 2000 and was appointed
Head of Competition & Regulationin
January 2002. He was appointed Director
of Regulation in January 2008.

Non-Executive, Senior Independent
Director, Chairman of ARAC,

and Member of Nomination and
Remuneration Committees

Mr Mcllwraith was appointed to the
Board in 2003. He was a director of BWH
from 2001 to 2003. He was a partner with
PricewaterhouseCoopers (and prior to
that Price Waterhouse) until 2001 and
was Regional Chairman for the West and
Wales and Senior Partner in Bristol.

Non-Executive, Chairman of
Remuneration Committee, and Member
of Nomination Committee and ARAC
Mr Curling was appointed to the board in

2004. A corporate lawyer by background,

he wasfor 15 years either Chief Executive
or Executive Chairman of Osborne
Clarke. For the past twelve years he has
sat on the boards of a number of listed
and private companies. He is currently
Chairman of AIM-listed Personal

Group and has several appointments in
the Bristol regional voluntary sector.
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Non-Executive, Member of Nomination
and Remuneration Committees and
ARAC

Mr Davis was appointed to the Board

in November 2008. With a mechanical
engineering background, he worked
with Rolls Royce before moving to the
packagingindustry,leading to Managing
Director roles in both the UK and the USA.

Non-Executive, Member of Nomination
and Remuneration Committee and ARAC
Mr Tutton is an economic consultant
specialising in economic regulation,
especially in the energy sector. Currently
a specialist Communications and Utility
Panel member at the Competition and
Markets Authority. His previousroles
have included Director of Regulation’ at
National Grid and ‘Director of UK Utility
Regulation’ at PricewaterhouseCoopers.
Mr Tutton was appointed to the Board on
1January 2015.

Non-Executive, Member of Nomination
and Remuneration Committees

Mr Bernstein is the President and

Chief Executive Officer of Capstone
Infrastructure Corporation and was
formerly the President of Macquarie
Infrastructure and Real Assets Canada
Limited and Senior Managing Director of
the Macquarie Group. Mr Bernstein was
appointed to the Board on 5 October 2011.

Non-Executive, Member of ARAC

Mr Smerdon is the Executive Vice
President and Chief Financial Officer of
Capstone Infrastructure Corporation.

He was formerly Managing Director of
Macquarie Infrastructure and Real Assets
Canada Limited. Mr Smerdon joined the
Board on 5 October 2011.

Non-Executive, Member of Nomination
and Remuneration Committees

Mr Harding was appointed to the
Board in September 2007 . He is an
Executive Vice President of Suez
Environnement International and is

the former Chairman of United Water, a
subsidiary of Suez Environnement SA,
which provides water and wastewater
services to around seven million people
in several US states. He is a Chartered
Engineer and was previously Managing
Director of Northumbrian Water and
Essex & Suffolk Water.

Non-Executive

Mr Ichishiis Deputy Manager of the
Itochu Corporation of Japan, responsible
for development of Itochu’s water and
environment sector project in Europe,
Middle East and Africa. Previously,

he has held various senior positions
within the Itochu group. Heis also a
non-executive director of Canaragua
Concesiones, S.A. He was appointed to
the Board on 10 May 2012.
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Directors’report

The directors present their report and the audited financial statements
for the year ended 31 March 2015.

Financial results and dividends

The enhanced financial review including
financialresults and KPIsis contained

in the Strategic Report on page 32.

Thetotal dividend paid during the year
ended 31 March 2015 was 224.8p (2013/14:
220.2p) per ordinary share. The Board has
not proposed a final dividend in respect
of the financial year 2014/15 (2013/14:
£3.3m). The Company’s practice for
dividends to shareholders is contained in
the Strategic Report on page 34. Further
details of dividends paid and proposed
during the year are disclosed in note 21

to the financial statements.

Capital structure

Details of the issued share capital are
showninnotes14 and 19. The Company
has one class of ordinary shares, which
carry norighttofixed income. Each
ordinary share carries theright to one
vote at general meetings of the Company.

There areno specific restrictions on

the size of a holding or on the transfer

of shares, which are both governed by

the general provisions of the Articles of
Association and prevailing legislation.
Thedirectors are not aware of any
agreements between indirect holders of
the Company’s shares that may resultin
restrictions on the transfer of securities or
onvotingrights. No person has any special
rights of control over the Company’s share
capital and allissued shares are fully paid.
The Articles of Association themselves
may be amended by special resolution of
the shareholders.

Under its Articles of Association and

the Companies Acts, the Company has
inissue 5,998,025 ordinary shares as
disclosed in note 19. All the ordinary
shares are owned by Bristol Water Core
Holdings Limited, which isitself a wholly
owned subsidiary within CSE Water UK
group. In addition, the Company hasin
issue 12,500,000 8.75% irredeemable
cumulative preference shares of £1 each,
details of which are disclosed in note 14.

GOING CONCERN

Asdetailed in the Corporate Governance
Report on page 73, the directors continue
to adopt the going concern basis of

Remuneration Committee
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accounting in preparing these financial
statements.

FINANCIALRISK MANAGEMENT
Details of financial risks faced by the
Company and therelated mitigating
factorsare included innotel6 to the
financial statements.

DIRECTORS AND THEIR INTERESTS

The directors who served during the year

were:

« KLudeman, Chairman

« L Garcia, Chief Executive Officer

- M Axtell, Finance Director

- MKing, Regulatory Director

« P Mcllwraith, Independent
Non-Executive

« CCurling, Independent Non-Executive

- RDavis, Independent Non-Executive

- T Tutton, Independent Non-Executive
(appointed on1January 2015)

- MBernstein, Non-Executive

- MSmerdon, Non-Executive

- JBittan, Non-Executive (resigned on 27
March 2015)

- AHarding, Non-Executive

- PBourdillon, Non-Executive (resigned
on 27 March 2015)

- HIchishi, Non-Executive

Messrs Ludeman, Mcllwraith, Curling,
Bernstein and Smerdon will offer
themselves for re-election and Mr Tutton
will offer himself for election.

Service contracts

All current executive directors have
service contracts with 12-month notice
periods.
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Other interests

Atnotime duringthe year hasany
director had amaterial interest in any
contract of significance with the Company.

Theinterestsin shares and other contracts
of Messrs Bernstein, Smerdon, and Bittan
(resigned on 27 March 2015) with other
companies within the Capstone group are
not disclosed within thisreport.

Theinterestsin shares and other contracts
of Messrs Garcia, Bourdillon (resigned on
27 March 2015),and Harding with other
companies within the Agbar or Suez
groups are not disclosed within thisreport.

Theinterestsin shares and other contracts
of Mr Ichishi with other companies within
the Itochu group are not disclosed within
thisreport.

ULTIMATE PARENT COMPANY AND
CONTROLLING PARTY

The details of ultimate parent company
and controlling party,and the smallest
and largest group in which this company
isconsolidated, are provided in note 26 to
the financial statements.

RESEARCHAND DEVELOPMENT

The Company undertakesresearch and
development projectsinrelation toits
business. Expenditure during the year
amounted to £0.1m (2013/14: £0.1m).

FINANCIALINSTRUMENTS

The details of the financial instruments
are provided innote17 to the financial
statements.

CSR  Directors

Corporate governance

INSTRUMENT OF APPOINTMENT
ANDREGULATORY ACCOUNTS
Inaccordance with its Instrument

of Appointment made under the

Water Industry Act1991 asamended,
the directors are of the opinion that

the Company is in compliance with
paragraph 3.1 of Condition K of that
Instrument, which relates to the control
of the assets of the Appointed Business.
Copies of the Regulatory Accounts
required under the Instrument of
Appointment are available from the
Company Secretary.

DIRECTORS QUALIFYING THIRD
PARTY INDEMNITY PROVISIONS
During the year, and to the date of
approval of the financial statements, the
Company had in force a qualifying third
party indemnity provision in favour of
all directors of the Company against any
liability which may arise in respect of
their current or past duties as director of
the Company or its holding companies,
subject to the conditions set out in the
Companies Act 2006.

AUDITORS AND DISCLOSURE OF
INFORMATION TO AUDITORS

Each of the persons whoisa director

at the date of approval of this report
confirms that:

- sofarasthedirectorisaware, thereis

norelevant audit information of which

the Company’s auditors are unaware;
and

- thedirector has taken all the steps that

he ought to have taken as a director
in order to make himself aware of

Remuneration Committee
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any relevant audit information and to
establish that the Company’s auditors
are aware of that information.

This confirmation is given and should
beinterpreted in accordance with the
provisions of s418 of the Companies
Act2006.

EMPLOYEES

Information on employment policies and
practicesis contained within the ‘Best
peopleright culture’ part of the Strategic
Report on page 29.

ENVIRONMENTALMATTERS
Information on environmental matters
and KPIs are contained within the
‘Environmentally sustainable part of the
Strategic Report on pages 23to 25.

OUTLOOK

Commentary on the main drivers of
future profitability is contained in the
Strategic Report on page 40.
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THE STATEMENT OF THE DIRECTORS
INRESPECT OF THE ANNUAL REPORT
Asrequired by the UK Corporate
Governance Code, the directors confirm
that they consider that the Annual
Report, taken as a whole, is fair, balanced
and understandable and provides the
information necessary for shareholders
toassess the Company’s performance,
business model and strategy. When
arriving at this position the Board was
assisted by anumber of processes
including the following:

» the Annual Reportisdrafted by
appropriate senior management with
overall co-ordination by the Finance
Director;

« communicationsto ensure
consistency across sections;

» anextensive verification processis
undertaken to ensure factual accuracy;

« comprehensive reviews of drafts of
the Report are undertaken by the
executive directors and other senior
management; and

» thefinaldraftisreviewedby the ARAC
prior to consideration by the Board.

STATEMENT OF DIRECTORS’
RESPONSIBILITIES

The directors are responsible for
preparing the Annual Report including
the Remuneration Committee Reportand
the financial statements in accordance
with applicable law and regulations.

Company law requires the directors

to prepare financial statements for

each financial year. Under that law

the directors have prepared the

financial statements in accordance

with United Kingdom Generally

Accepted Accounting Practice (United

Kingdom Accounting Standards and

applicable law). Under company law the

directors must not approve the financial

statements unless they are satisfied that

they give a true and fair view of the state

of affairs of the company and of the profit

or loss of the company for that period.In

preparing these financial statements, the

directors arerequired to:

- selectsuitable accounting policies and
then apply them consistently;

» makejudgements and accounting

Directors

Corporate governance

estimates that are reasonable and
prudent;

- state whether applicable UK
Accounting Standards have been
followed, subject to any material
departures disclosed and explainedin
the financial statements respectively;
and

- prepare the financial statements on
the going concernbasis unlessitis
inappropriate to presume that the
company will continue in business.

The directors are responsible for keeping
adequate accounting records that

are sufficient to show and explain the
company's transactions and disclose
with reasonable accuracy at any time the
financial position of the company and
enable them to ensure that the financial
statements and the Remuneration
Committee Report comply with the
Companies Act 2006. They are also
responsible for safeguarding the assets
of the company and hence for taking
reasonable steps for the prevention and

detection of fraud and other irregularities.

Thedirectors areresponsible for the
maintenance and integrity of the
company’s website. Legislation in
the United Kingdom governing the
preparation and dissemination of
financial statements may differ from
legislation in other jurisdictions.

The directors consider that the annual
reportand accounts, taken asa whole,
isfair,balanced and understandable
and provides the information necessary
for shareholders to assess a company'’s
performance, business model and
strategy.

Each of the directors, whose names

and functions are listed on pages 54

to 57 confirm that, to the best of their

knowledge:

- thefinancial statements, which have
been prepared in accordance with
United Kingdom Generally Accepted
Accounting Practice (United Kingdom
Accounting Standards and applicable
law), give a true and fair view of the
assets, liabilities, financial position and

Remuneration Committee

Financial statements

profit of the Company; and

» the Strategic Report contained in the
Annual Report includes a fair review
of the development and performance
of the business and the position of the
Company, together with a description
of the principal risks and uncertainties
thatit faces.

Corporate Governance

The Company's statement on corporate
governance can be foundin the
Corporate Governance Report on pages
60 to73. The Corporate Governance
Report forms part of this Directors' Report
andis incorporated into it by cross-
reference.

Approved by order of the Board, and
signed onitsbehalfby:

Stephen Robson
Company Secretary
24 July 2015
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cationsis a vital function of
this business, we are the voice of Bristol
Water so we build relations internally
and externally in order to getaccurate,
timely information to people who
need it. Customers are the people we
communicate with most because
our work has an impact on daily life.
We try to do this in as many ways
as possible, whatever best suits the
custometr. If this means going out to see
people face to face then that's what we'll
do.Ilove working for a company that
wants to talk toits customers and takes
action on what they have to say”

Rob Ellis, Public Relations Officer,
with CEO Luis Garcia (right)
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Corporate governancereport

Introduction

The Board is committed torun the
Company in the bestlong-term interests
of our customers, shareholders and
wider stakeholders. The Board and its
committees have overall responsibility
for the management of the Company
anditsregulated business. They set

the Company’s values and standards,
make strategic decisions, and provide
leadership for the long term success of
the Company. We believe this can only be
achieved if the activities of the Company
are supported by appropriate governance
processes, within a framework of
effective controls, enabling risks tobe
managed and the necessary financial
and human resources are in place for

the Company to meet its objectives.

The Board monitors the Company’s
compliance with its statutory and
regulatory obligations toits customers,
shareholders, regulators, other
stakeholders and the environment.

Ofwat, our economic regulator, also
enforces the same approachinits
publication on the principles of
Board Leadership, Transparency and
Governance, the “Ofwat Principles”.

We have fused together these Ofwat
Principles and the UK Corporate
Governance Code into our code of
corporate governance (‘the Code”),
available on our website.

We detail below how, in practice, the
Company has appliedits code of corporate
governance, comprising the Code and the

Ofwat Principles. The Board considers that
it complies with all of the requirements of
its code of corporate governance.

Board and Board committees

THE CHAIRMAN

The Chairman, whois a non-executive
director independent upon appointment,
isresponsible for the leadership of the
Board and for its effectiveness. He sets the
agenda for the Board meetings, providing
adequate time for each agenda item.
Heisresponsible for the culture of the
boardroom which is one of openness and
debate encouraging, in particular, the
effective contribution of non-executive
directors.

NON-EXECUTIVE DIRECTORS
Thenon-executive directors monitor the
performance of the executive directors
and management, and form the majority
of the members of three key Board
committees, namely:

« ARACwhichreviews the integrity of
financial information, financial controls
and risk management;

« Remuneration Committee which
reviews Company remuneration policy
and Executive remuneration packages;
and

- Nomination Committee which
oversees the Board composition and
succession planning.

On1lJanuary 2015 Mr Tim Tutton

was appointed to the Board as anon-
executive director. On 27 March 2015
Mr Jack Bittan, a non-executive director

representing Capstone Infrastructure,

and Mr Paul Bourdillon, a non-executive

director representing Agbar, resigned.

These changes in the Board membership

mean that the Board complies with the

Ofwat Principles which require that:

« independent directors (including an
independent chairman) are the largest
single group on the Board, compared
with (i) executive directors, and (ii)
non-executive directors who are not
independent;

- the number of shareholders’
representatives on the boardis
not greater than the number of
independent directors (excluding an
independent chairman),and

- therearefewer executives than
independent non-executive directors
(including an independent chairman)
on the Board.

Therecruitment process for Mr

Tutton was conducted by an external
independent firm, Odgers Berntsonin
conjunction with a team appointed by
the Nomination Committee consisting of
the chairman and Mr Garcia. Details of Mr
Tutton's background and experience are
mentioned on page 55.

A copy of the terms and conditions of
appointment of non-executive directors
are available to shareholders by writing to
the Company Secretary, Mr Robson.

At 21 May 2015 the Board comprised the
Chairman (anon-executive director),
three executive directors and eight other
non-executive directors. Four of the non-
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executive directors are, in the opinion of
the Board, independent. Messrs Curling
and Mcllwraith have both served for more
thannine years on the Board,and the Code
requires the Board to specifically assess
that these directors areindependent of

the executiveasaresult of thisfact. That
assessment hasbeen carried out by the
Board and the Board believes that this time
served hasnot caused the two directorsto
ceasetobeindependent either in character
orinjudgement. Given the importance
ofthefive year cycles of theregulated
businessthe Board wishes toretain the
benefit of their experience at this pointin
theregulatory cycle especially asthe PR14
determinationisunder review at the CMA
sothe PR14 processisnot yet complete. This
assessment hasbeen made by the Board
based onits views of their performance

on the Board and taking into account

their experience and character. The
independent non-executive directors
constructively challenge and help develop
proposals on strategy and bring strong,
independent judgement, knowledge and
experience to the Board's deliberations.
Theindependent directors are of sufficient
calibre and number to ensure that their
views carry significant weightin the
Board's decision making.

The Board executes overall control of
the Company’s affairs by reference to
the schedule of mattersreserved for its
decision. These include the approval
of strategy, financial statements, major
capital expenditure, authority levels
for expenditure, treasury,andrisk
management policies.

CSR  Directors

Corporate governance

Thedirectors are provided with
appropriate, accurate and relevant
financial and operational information
necessary for themto discharge their
duties. The management information
isprepared by senior management of

the Company and produced on a timely
basis for consideration and review by the
directors. Clarification, amplification and
specific updates are provided asrequested
by directors. Senior managers periodically
attend the Board to provide appropriate
levels of information on key issues. The
Company Secretary isresponsible for the
provision of legal guidance and support as
and when appropriate and on corporate
governance matters. In furtherance of its
duties, there are agreed procedures for the
directorsto take independent professional
advice, if necessary, at the Company’s
expense. All directors have access to

the advice and services of the Company
Secretary. The appropriateness of the
informationreceivedisreviewed as part
of the Board evaluation process carried
outannually.

Thereis clear segregation between the
roles of Chairman and Chief Executive
Officer to ensure appropriate Board
balance and the Board has approved a
specific statement on responsibilities for
eachrole.

Review of the Board performance
The Board performs an annual review
of its performance and considers this
tobe sensible part of good corporate
governance. Following an external
independent evaluation of the Board

Remuneration Committee

Financial statements

and its committees’ performance

in 2013/14, the Board conducted an
internal evaluation of its performance
including that of its committees and
individual directors. Each director was
asked to answer a suite of questions on
performance devised for the Company
which included areas of corporate
governance. Theresults were considered
atthe July 2015 board meeting.

The Company is privately owned and
representatives of each shareholder are
Board members thus thereis good face to
face ongoing contact during the year and
at Board meetings.

The non-executives met without
the executive directors present on 5
February 2015.

Such interaction ensures that the
members of the Board, and in particular
the non-executive directors, develop
an understanding of the views of
shareholders.
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The following table sets out the attendance of directors at the Board and committee meetings during the year:

K Ludeman, Chairman

L Garcia, Chief
Executive Officer

M Axtell, Finance Director
MKing Regulatory Director
P Mcllwraith, Non-Executive
C Curling Non-Executive

R Davis, Non-Executive

T Tutton, Non-Executive
(@appointed on 1 January 2015)

MBemmstein, Non-Executive
M Smerdon, Non-Executive

JBittan, Non-Executive
(resigned on 27 March 2015)

A Harding Non-Executive

P Bourdillon Non-Executive
(resigned on 27 March 2015)

H Ichishi Non-Executive

Number of meetings

Board
meetings

ARAC
meetings
(maximum 6)

Percentage Remuneration | Nomination

possible during | attendance
during
appointment
period

attended

1 1 100%
1 1 100%
11 1 100%
il 1 100%
11 1 100%
1 1 100%
4 4 100%
1 11 100%
1n 1 100%
n 1 100%
10 11 91%

9 1 82%

1 1 100%
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In accordance with an approved scheme
of delegation, the Board delegates
day-to-day and business management
control to the executive directors.

CSR  Directors

Corporate governance

The Board considers the Chairman to be
the principal point of reference to whom
concerns of whatever nature may be
conveyed. The Board has also appointed
Mr Mcllwraith as the senior independent
member of the Board and in the event
thatanindividual does not wish to

raise a concern with the Chairman,

such concerns may beraised with Mr
Mcllwraith.

Under its Instrument of Appointmentasa
water undertaker, the Company is subject
toanumber of ring-fencing conditions to
protect it from therisks arising from other
activities which may be carried out by
other companies within the group so that
the Company does not, whether through
its involvement in those activities or by
its financial policies, put at risk its ability
either to carry outits functions as a water
undertaker or to finance them.

Audit and Risk Assurance Committee
The ARAC'sterms of reference include

the pointsrecommended by the Code.

Its duties include monitoring internal
controls, approving the accounting policies
andreviewing the interim and annual
financial statements before submission
tothe Board. The Committeeis chaired

by Mr Mcllwraith, senior independent
non-executive director, and currently
comprisesthree other independent non-
executive directors Messrs Curling, Davis
and Tutton,and non-executive director

Mr Smerdon. Mr Mcllwraith is the only
qualified accountant in the Committee.
Theexternal auditors attended all meetings
during the year and the internal auditors
report to this Committee on aregular basis.

The Committee is formally constituted
with terms of reference which includes
review of whistleblowing arrangements.
A copy of the terms of reference is
available to shareholders by writing to
the Company Secretary, Mr Robson.

Areas of management judgements
considered by the Committee

The Committee reviewed the financial
statements along with the areas of
significant management judgement
and other significant financial

Remuneration Committee

Financial statements

matters. In forming their view on the

appropriateness of accounting treatment

and disclosures inrelation to these areas
of management judgement and financial
matters, the Committee considered:

« Specific factorsinrelation to individual
judgements and matters includedin
the following tables,

« assurance from the internal audit
procedures,and

- effectiveness of the internal control
environment of the Company.
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Financial judgement How the Committee addressed the judgement

Pension surplus valuation

Pension arrangements for the Company’s employees are
provided partly through the Company’s membership of
the WCPS, which provides defined benefits based on final
pensionable pay.

Due to the nature of the benefit, the amounts recognised in the
financial statements which are based on the principles set out
in FRS17 involve significant assumptions including:

- futurelevel of members salaries,

« longevity estimation for scheme members,

- rate of return on the scheme assets,

« calculation of the present value of pension liability, and

- other demographic factors.

Accordingly, accounting for pensions isregarded as a key
judgemental area.

Bad debt provision

Amongst utilities, water companies are in a unique
situation whereby they have a statutory duty to supply
customers, but no statutory powetr, in case of non-recovery
of the water bills, to cut-off supply of domestic water users.
This contributes to a higher level of bad debt in the water
industry compared to other utilities despite the fact that
water bills generally cost less than other utilities.

The calculation of bad debt provision is based on estimation
of collectionrates in future years, and therefore involves a
degree of management judgement as to the appropriateness
of the provision level relative to the debtor balances.

Accounting for expenditure on infrastructure assets

The Company owns a network of mains and associated
underground pipework, and impounding and pumped raw
water storage reservoirs. These assets are collectively called
‘infrastructure assets’.

Depending on the nature of the underlying work,
expenditure on infrastructure assets is either capitalised as
addition to fixed assets or treated as operational cost in the
Profit and L.oss Account.

Given the size and complex nature of the capital programme,
the accounting for infrastructure projects involves significant
management judgement.

Specific factors considered by the Committee:

» The calculations for determining the pension position
performed by an independent and qualified actuary in
accordance with the principles of the accounting standard
(FRS17).

» Anassessment of the degree of prudence within these
assumptions.

» Thelast funding valuation performed as of 31 March 2014
which requires a more detailed review of the key actuarial
assumptions by the actuary.

Specific factors considered by the Committee:

» The Committee hasreviewed the key aspects of the
calculation and has had detailed discussions with the
management on the basis for judgement applied for the bad
debt provision.

» The method of calculation is considered to be sufficiently
prudent. All debt that is over four years old is fully provided
for,and the provision for the amountsless than four years
old, follows a system approach based on the historic
collectionrates.

» Thejudgement applied by the managementis considered
appropriate and functions as a bridge between the provision
calculation based on historic collection rates, and the recent
collection trends and economic factors.

» Theunderlying collection and debtor balances information,
used for the calculation of the provision, is provided by
our joint venture company (BWBSL), which uses a robust
system and audited procedures to collate this information.

Specific factors considered by the Committee:

« Thenature of capital projectsisreviewed by the Capital
Planning and Finance teams to determine their accounting
treatment.

» Therearerobust processes and controls to appropriately
allocate staff time between work on capital and operational
projects.

- Management perform quarterly reviews of the actual
financial performance versus budget which helpsidentify
anomalies in accounting treatment of infrastructure projects.
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Financial judgement How the Committee addressed the judgement

Price determination 2015-20 Specific factors considered by the Committee:

In December 2014 Ofwat set final determinations of price limits » Arange of possible scenarios prepared by the

and regulatory output requirements for the five years period management and assessed against financeability

201520 for all water companies in England and Wales. Bristol requirements.

Water rejected Ofwat’s Final Determination, primarily on the » The proposed measures management may need to
grounds that price limits were too low for the outputs required implementin case of aless favourable Final Determination.
and the impact on key financial ratios. As required by the relevant » Compliance with existing debt covenants and available
legislation, Ofwat has referred the Company’s rejection to the CMA. loan facilities.

Pending the Final Determination from CMA, the issue of
financeability of the Company’s operations for the regulatory
period 201520 has not yet been fully resolved.

Given the significance of the above matter, the impact of the
estimated outturn of the CMA determination, the potential
management responses thereto and the financing assumptions
that flow therefrom involve considerable areas of judgement.

Other significant financial matters considered by the Committee

Revenue recognition Specific factors considered by the Committee:

Based on the number of properties, approximately 52% of our » Theincome accrualis based on historic metered volumes,
customers have a water meter installed at their properties. Meters calculation of consumption not billed, and the applicable tariffs.
for the majority of the customers are read on a six monthly basis. » Underlying data is provided by our joint venture company

(BWBSL), which uses a robust system and audited
procedures to calculate the accrual.

» Theaccrued income amounts and supporting reports
arereviewed for reasonableness by the Company’s

Therefore at the end of the year an estimation of water
consumed by the customers, over the period between their
last meter reading date and the year-end date, is made and an
income accrual recognised accordingly.

management.
Provision for staff redundancies Specific factors considered by the Committee:
Inthe current year, a provision was recognised in relation - Calculation of costs, except for pension element, was
to the staff redundancies resulting from a restructuring performed by the consultants helping the Company with
programme announced on 30 March 2015. therestructuring exercise based on the staff data provided

by the Human Resource team.

The calculations and the underlying assumptions were

reviewed by the Human Resource and Finance teams.

» Pension cost calculation was performed by the pension
fund administrator, who confirmed that they engaged

The proposed operating model considers certain roles at risk
of redundancy, and also considers certain new required roles.

The calculation of the provision includes:
« Estimation of the proportion of new roles expected to be

filled by the roles at risk, and with the pension scheme actuary LCP for commutation
« Actuarial assumptions for the calculation of defined factors. C.ommutation factor calculation involves actuarial
pension costs. assumptions.
- Finance team checked that the provision recognition
Given thelevel of estimation and complex nature of the criteriamet the relevant accounting standard.

actuarial assumptions, the calculation process is considered
toinvolve significant management judgement.

The Committee is of the view that the accounting treatment and disclosures in relation to the areas of management judgement and
other significant financial matters considered above are appropriate.
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External auditors

The ARACisresponsible for the
development, implementation and
monitoring of the Company’s policy

on external audit. The policy assigns
oversight responsibility for monitoring
theindependence, objectivity and
compliance with ethical and regulatory
requirementsto the ARAC, and day-to-
day responsibility to the Finance Director.
It states that the external auditors are
jointly responsible to the Board and the
ARACand thatthe ARACisthe primary
contact. The policy also sets out the
categories of non-audit services which
the external auditors will and will not
be allowed to provide to the Company,
subject to deminimislevels.

Tofulfilitsresponsibility regarding the
independence of the external auditors,
the ARACreviewed:

» theexternal auditors plan for the
financial year, noting the role of the
senior statutory audit partner, who
signs the audit report;

» thearrangement for day-to-day
management of the audit relationship;

« areport from the external auditors
describing their arrangements to
identify, report and manage any
conlflicts of interest; and

- theoverall extent of non-audit services
provided by the external auditors, in
addition toits case by case approval of
the provision of non-audit services by
the external auditors.

To assess the effectiveness of the

external auditors, the ARAC reviewed:

» thearrangements for ensuring the
external auditors independence and
objectivity;

- theexternal auditors’ fulfilment of the
agreed audit plan and any variations
from the plan; and

» therobustness and perceptiveness
of the auditorsin their handling
of the key accounting and audit
judgements.

Based on the above assessments,
the Committeeis of the view that the
external auditors are independent
and effective.

CSR  Directors

Corporate governance

External audit tendering
PricewaterhouseCoopers LL.P became
the Company’'sauditorsin 2012. Asa
Public Interest Entity with debt listed

on the London Stock Exchange, the
Company will, in future, be subject to the
mandatory auditor rotation requirements
of the European Union. Subject to the
detailed implementation of the European
requirementsin the UK, thisislikely
tomean that the Company will put

the external audit out to tender at least
every ten years, and change auditors
atleast every twenty years. The ARAC
will, however, continue to consider
annually the need to go to tender for audit
quality or independence reasons. These
measures will also mean the Company
complies with the UK Corporate
Governance Code provision that the
external audit should be put out to tender
atleastevery ten years.

The detail of auditors remuneration is
provided in note 3(d) of the financial
statements.

Internal auditors

The ARAC isrequired to assist the Board

tofulfilitsresponsibilities relating to the

adequacy of the plansrelating to the
internal auditors. To fulfil these duties the

Committee reviewed:

« Internal Audit’s terms of reference and
accessto ARAC and allmembers of the
Board;

» Internal Audit’s plans and its
achievement of the planned activity;
and

» theresults of key audits and other
significant findings, management’s
responses thereto, and the timeliness
of resolution.

Remuneration Committee

Therole and composition of the
Remuneration Committeeis set out in
the Remuneration Committee Report on
page74.

Nomination Committee

Under the chairmanship of Mr
Ludeman this committee has the task
of recommending new appointments to
the Board, reviewing re-appointments

Remuneration Committee
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when they become due and undertaking
annual performance evaluations of

the Board Members. Before making an
appointment the Committee evaluates
the balance of skills, knowledge and
experience on the Board and, in the light
of this evaluation, prepares a description
of therole and capabilities required for a
particular appointment. It also reviews
the structure, size and composition of the
Board and makes recommendations to
the Board with regard to any changes. Mr
Ludeman will not chair this committee
ifit discusses the performance of

the chairman or the appointment

of anew chairman of the Board. Its
current membership comprises Messrs
Ludeman, Mcllwraith, Curling, Davis,
Tutton, Garcia, Bernstein and Harding.

The Committee met during the year to
discuss succession planning for the non-
executive directors and approved the
recruitment of Mr Tutton.

In accordance with the Code the

Committeereports that the Board hasa

‘Board Diversity Policy’ which confirms

that the Board is committed to:

- allsearches for the Board candidates
being conducted, and appointments
made, on merit, against objective
criteria and with due regard for the
benefits of diversity on the Board,
including gender;

» satisfyingitself that plans are in place
for orderly succession of appointments
to the Board and to senior management
to maintain an appropriate balance
of skills and experience within the
Company and on the Board and to
ensure progressive refreshing of the
Board.

Currently thereisno female
representation at the Board level. In our
workforce of 519 at 31 March 2015 around
27% were women. Whilst in senior/
middle management executive positions
the female representation was around
25%. The Nomination Committee has
reviewed and monitored compliance
with the Board Diversity Policy and is of
the view that the Board Diversity Policy is
complied with.
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Our Head Office has been refurbished for the first
time in over 20 years providing a modern, open
plan working environment with state of the art
environmental efficiency features. This has brought
many benefits for the company and means we can
accommodate an additional 150 staff previously
working from our Bedminster Depot, which brings
all our staff together under one roof.

PICTURE: JON CRAIG
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Commitment

Sufficient time is available both for the
executive and non-executive directors
toundertake their responsibilities.

The expected time commitmentis
considered as part of the appointment
process of non-executive directors
including the requirement for additional
commitment outside scheduled Board
meetings whenrequired including for
induction. A defined expected time
commitmentis set outin the terms of
appointment of non-executive directors.

Directors disclose their other
commitments at the time of appointment.
Further updates are made asrequired,

if anon-executive director takes any
additional commitment. Executive
Directors do not hold any non-executive
directorships.

Induction and training of directors
New directorsreceive appropriate
induction on their appointment to the
Board covering the activities of the
Company and its key business and
financialrisks, the terms of reference of
the Board and its committees and the
Company's latest financial information.

Ongoing trainingis provided as
necessary and includes updates from
the Company Secretary on changes to
the Listing Rules, requirements under
the Companies Act and other regulatory
matters. Directors may consult with

the Company Secretary at any time on
mattersrelated to their role on the Board.
The Chairmanregularly reviews and
agrees with each director their training
and development needs. Alsoall the
directors have access to independent
professional advice at the Company’s
expense where they judge it necessary
to discharge their duties, with requests
for such advice being authorised by the
Chairman or the Company Secretary.

Retirement and re-election of directors
All directors are subject to election by
shareholders at the first annual general
meeting after their appointment, and to
re-election thereafter atintervals of no
more than three years.

Directors

Corporate governance

Allnon-executive directors who have
beendirectors for nine years or more
need to offer themselves for re-election
ateach annual general meeting.

Group structure

Bristol Water's ultimate holding company
is Capstone Infrastructure Corporation
whichislisted on the Toronto Stock
Exchange. Capstone complies with the
corporate governance requirements of
that exchange and Canadian securities
regulations, and publishes its own
corporate governance guidelines on

its website.

Capstoneisaware of Ofwat’s “Board
leadership, Transparency and
Governance - Holding Company
Principles” published in April 2014 which
set out Ofwat’s expectations for what
holding companies of regulated water
companies should do to show their
adherence to the highest standards of
corporate governance. This section of the
annual report addresses these Holding
Company Principles and a note will go
on the Bristol Water website noting the
compliance with these principles and
crossreferring to thisreport
wherenecessary.

There areno mattersreserved
specifically by the Board of Bristol

Water for the shareholders. Capstone

has confirmed that, other thanits public
shareholders and its direct and indirect
wholly-owned subsidiaries, there are

no hidden beneficiaries of the regulated
company withinits structure. Capstone
beinglisted on the Toronto Stock
Exchange, its debt and equity structureis
fully disclosed publicly. Capstone gave an
undertaking compliant with Condition

P of the Company’s licence when it took
control of the Company.

Capstone can confirm as follows:

» itisaware of and it complies with the
Condition P undertaking;

 ithasbeenbriefed on Bristol Water’s
duties under the Water Industry Act
1991 and the licence;

 ithasprovided and will continue to
provide information asneeded to allow

Remuneration Committee
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Bristol Water to comply with its duties
asawater undertaker;

« ithasprovided and will continue
to provide Bristol Water with the
information it needs to assure itself
that Bristol Water isnot at risk from the
activities of the wider group;

« ithasdisclosed and will continue to
disclose to Bristol Water in writing the
details of any issue identified by its
directors that might materially impact
upon Bristol Water so that Bristol Water
can take all appropriate steps;

» ithasnottaken and will not take any
action which might cause Bristol Water
tobreach any of its obligations;

- ithasfacilitated and will continue to
facilitate the ability of Bristol Water to
meet the requirements of its own Code
of Corporate Governance; and

« ithassupported and will continue to
support Bristol Water's ability to make
strategic and sustainable decisionsin
thelong term interests of the Company.
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The chartbelow sets out the corporate structure and the table following the chart lists the relevant directors,
all of whom have given appropriate disclosure of their interests.

Capstone

N ,ﬂ-"“\\
/ ~cAPSTONE JTOGRN

7143% 28.57%
CSE Water UK Ltd
70%
30%
Bristol Water Holdings UK Ltd E

100%

Bristol Water Holdings Ltd
100% 50%

Bristol Water Core Holdings Ltd Bristol Wessex Billing Services Ltd

100% 100%

Bristol Water PL.C

Searchlight Collections Ltd
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Capstone Infrastructure Corporation

Directors  Incorporated in British Columbia, Canada
V. James Sardo « Quoted on the Toronto Stock Exchange
Michael Bernstein

Goran Mornhed

Jerry Patava

Francois Roy

Janet Woodruff

Richard Knowles

MPT Utilities Corporation - Capstone owns 100% of this company

Directors » Holding company

Michael Bernstein « Incorporated in British Columbia, Canada
Michael Smerdon

Stu Miller

MPT Utilities Europe Limited - MPT Utilities Corporation owns 100% of this company

Directors » Holding company

Michael Bernstein « Incorporated in British Columbia, Canada
Michael Smerdon

Stu Miller

CSE Water Limited - MPT Utilities Europe Limited owns 714% and Itochu Corporation owns 28 6% of this company

Directors « Holding company

Michael Bernstein » Incorporated in England & Wales
Michael Smerdon

Jack Bittan

Hajime Ichishi

Bristol Water Holdings UK Limited - CSE Water owns 70% and Agbar owns 30% of this company

Directors » Holding company

Michael Bernstein « Incorporated in England & Wales
Michael Smerdon

Jack Bittan

Juan Antonio Guijarro Ferrer

Paul Bourdillon

Hajime Ichishi

Bristol Water Holdings Limited - Bristol Water Holdings UK Limited owns 100% of this company

Directors « Holding company

Michael Bernstein « Incorporated in England & Wales
Michael Smerdon

Jack Bittan

Juan Antonio Guijarro Ferrer

Paul Bourdillon

Hajime Ichishi
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Bristol Water Core Holdings Limited - Bristol Water Holdings Limited owns 100% of this company

Directors « Holding company

Michael Bernstein « Incorporated in England & Wales
Michael Smerdon

Jack Bittan

Juan Antonio Guijarro Ferrer
Paul Bourdillon

Hajime Ichishi

« Part of Artesian securitisation structure

Bristol Water PLC - Bristol Water Core Holdings Limited owns 100% of this company

Directors « Holds alicence as water undertaker under Water
Details of the directors are provided on page 54. Industry Act1991

» Incorporated in England & Wales

Bristol Wessex Billing Services Limited

Directors « Joint venture billing company (50% owned by Bristol
Charley Maher Water Holdings Limited)

John Vinson « Incorporated in England & Wales
Colin Skellett

Andrew Pymer

Luis Garcia

Ben Newby

Searchlight Collections Limited

Directors « Debt collection company (100% owned by BWBSL)
Charley Maher - Incorporated in England & Wales
John Vinson
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Internal control

The Company has complied and
continues to comply with the Code
provisions on internal control having
established the procedures necessary
toimplement the guidance issuedin
September 1999 (the Turnbull Committee
report) and by regular review and
reporting in accordance with that
guidance.

The Board has overall responsibility for
the system of internal control, and for
reviewing its effectiveness, whilst the
role of managementis to implement the
Board policies onrisk and control. The
system of internal control is designed
to managerisks to appropriate minima
rather than eliminate any risk of failure
inachievingbusiness objectives.In
pursuing these objectives, internal
controls can only provide reasonable and
not absolute assurance against material
misstatement or loss.

The Board encourages a culture of risk
identification and management across
all aspects of the business, and uses the
following main processes to review the
effectiveness of the system of internal
control:

CSR  Directors

Corporate governance

The executive directors:

» havedelegated to them the authority to
manage the business and to implement
internal control and risk management
processes, specifically the Company
has compiled arisk register containing
the key risks it faces during the conduct
of itsbusiness;and

» haveestablished a system of KPIs and
risk identification matrices.

The Company operates through a formal

board structure, which:

» considersmaterial financing and
investment decisions;

- reviewstherole of insurancein
managingrisks;

» reviewsand approves financial
budgets and emerging financial results;
and

» reviewsonaregular basis detailed Key
Performance Indicator reports, which
include the identification of material
risks and the actions taken to manage
suchrisks.

The ARAC:

- reviewsinternal and external audit
work plans and commissions, where
appropriate, reviews of specificissues;
assesses therisk management and
control arrangements including risk
reporting;

- considersreports from management,
internal and external auditors on the
system of internal control and any
material control weaknesses identified;

- discusses with management the
actions taken on any problem areas
identified by the Board members and
management or in the internal and
external auditreports; and

» the Chairman of the Committee reports
the outcome of the ARAC meetings to
the Board and the Board receives the
minutes of all ARAC meetings.

The Board:

» monitors compliance with the
obligations of the Company under its
licence as a water undertaker;

- considersmaterial financing and
investment decisions including the
giving of guarantees and indemnities,
and monitors policy and control

Remuneration Committee

Financial statements

mechanisms for managing treasury risk;

« reviewsonaregular basisasummary
KPIreport whichincludesthe
identification of material risks and the
actions taken to manage such risks;

« reviews the effectiveness of therisk
management process and significant
riskissues;and

» reviewsand approves financial
budgets and emerging financial results.

The Board undertook formal
assessments of risk management and
control arrangements including therisk
register on 9 July 2015 and concluded
that the overall internal control
framework was working effectively. The
review included an assessment of the
effectiveness of internal controls within
the group’s joint venture, BWBSL.
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Directors’ responsibilities in respect

of the Annual Report

The statement of the directorsin

respect of the Annual Report, and the
statement of directors’ responsibilities are
contained within the Directors Report on
pages56to58.

Going concern

In December 2014 Ofwat set final
determinations of price limitsand
regulatory output requirements for
theregulatory period 2015-20 for all
water companiesin England and Wales.
Bristol Water rejected Ofwat’s Final
Determination, primarily on the grounds
that price limits were too low for the
outputsrequired and theimpact on

key financialratios. Asrequired by the
relevantlegislation, Ofwat hasreferred the
Company'srejection to the Competition
and Markets Authority (CMA).

On10 July the CMA issued its Provisional
Findings broadly suggesting an increase
in expenditure allowances compared

to Ofwat's Final Determination. The net
effect of the Provisional Findingsisan
increase in average charges to customers
of approximately 3% per annum inreal
terms, and areduction in the scope of
capital work required to be undertaken
inthe period compared to the Ofwat final
determination.

Theissue of financeability of the
Company's operations for the regulatory
period 2015-20 has not yet been fully
resolved, and the CMA has indicated
this will be addressed prior toits Final
Determination; however, the directors
consider that the CMA's provisional
changes to assumptions for certain
regulatory mechanisms and the
proposed increases in expenditure
mentioned above represent significant
improvementsrelative to Ofwat's Final
Determination. The directorsare in the
process of providing aresponse to the
CMA's Provisional Findings and await the
CMA’s Final Determination, expected in
September 2015.

In considering the going concern basis,
the directors have considered arange

CSR  Directors

Corporate governance  Remuneration Committee

of possible scenarios, both favourable
and unfavourable, which may arise

after the CMA's Final Determination.

If the outcome of the CMA’s Final
Determinationisless favourable to the
Company, the directors will implement
measures to reduce capital and operating
expenditure with a view to balancing
servicelevels againstlower expenditure
inthe short-term, and to achieving
stability in the long term.

After considering these matters, the
existing cash and bank balance of £10.5m
and unutilised committed borrowing
facilities totalling £70m as of 31 March
2015, the directors of the company
believeitisappropriate to adopt the going
concern basis for preparing the accounts.

Approved by order of the Board, and
signed onits behalf by:

Stephen Robson
Company Secretary
24 July 2015

Financial statements

Bristol Water PL.C Annual Report 2015 73



Introduction  Strategicreport

CSR  Directors

Corporate governance

Remuneration Committee

Financial statements

Remuneration Committee

report

Introduction

ThisRemuneration Committee report
hasbeen prepared in accordance

with Schedule 8 to the Accounting
Regulations under the Companies Act
2006 and inline with the regulations
issued by the Department for Business,
Innovation and Skills (‘BIS”) governing
the content of remuneration reports.

The Board hasreviewed the Company'’s
compliance withits Code on
remuneration-related matters. It isthe
opinion of the Board that the Company
complied with all remuneration-related
aspectsof its Code during the year.

Key matters

The year under review hasbeen
challenging for the Company, delivering
onthe AMP5 programme for our
customers and building towards the next
AMP through the PR14 process and, more
recently, the CMA referral.

This section summarises the key matters
considered by the Remuneration
Committee (‘the Committee”) during

the year.

« Asalaryreview conductedin 2013/14
resulted inanincrease of 2.5% of base

salary as of April 2014 for all employees,

including the executive directors.

» The Committee gave extensive
consideration to the objectives and
targets of the Company’s annual
bonus scheme for 2014/15, in which all
employees participated during
the year.

- Inthe case of the executive directors’
bonuses the Committee reviewed
the proposed outcomes, particularly
the elements based on personal
performance. The Chief Executive
Officer earned abonus of 27% of salary
and the other executive directors
earned, on average, a bonus of 26% of
salary. The Committee determined
that this level of bonus was appropriate,
reflecting the performance against the
Company’s strategic objectives during
the year. The Committee considered
the Project Channel restructuring of
the Company which was announced
on 30 March 2015 and which islikely
tolead to staff redundancies. More
details are provided on page 65 of the
Corporate Governance Report.

The Remuneration Committee made
three decisions after debating the
recommendation from management that,
owingto Ofwat's Final Determination
issuedin December 2014:

1. no pay rises would be considered for
any employee (except for agreed salary
plans);

2. nobonus scheme would be proposed
to apply to any employee (including
executive directors) during 2015/16;
and

3. similarly, any plans for along-term
incentive plan (‘LTIP") to cover
performance over the upcoming AMP6
period were to be postponed.

These decisions will berevisited when
the CMA issuesitsredetermination and

theimpact of the same on the Company
hasbeen fully understood. Accordingly
the remuneration policy for 2015/16
might change in the light of the CMA’s
redetermination.

The Committee’s priority will be that any
incentives such as annual bonus or any
AMP6 LTIP schemeis fully aligned to
the strategy and long-term sustainable
success of the business in the new
regulatory environment.
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Role and composition of the
Remuneration Committee

The Committee makes
recommendations to the Board

both on the overall remuneration
policy and levels for the Company’s
employees, and on the remuneration
and other employment conditions

of the executive directors and senior
executives of the Company, in
consultation with the Chairman and/or
CEO as appropriate.

The membership of the Committee
during the year comprised: Mr Curling
(Chairman), Mr Davis, Mr Mcllwraith,
Mr Bernstein, Mr Harding and

Mr Tutton.

Attendances at Committee meetings
are set out on page 62 in the Corporate
Governance Report.

The Committee is formally constituted
with written terms of reference. A copy of
the terms of reference has been provided
toall equity shareholders and is available
onthe Company’s website.

During the year Luis Garcia (Chief
Executive Officer) and Stephen Robson
(Company Secretary) also provided
material advice and services to the
Committee. No director played a part
inany discussions about his own
remuneration. No Committee member
hasany personal financial interest

or conflict of interest arising from
cross-directorships or from day-to-day
involvement in running the business.

CSR  Directors

Corporate governance

Remuneration policy

Executive remuneration policy

The key principle underpinning
remuneration policy is to offer
remuneration packages which can
attract, motivate and retain directors
and senior managers of the calibre
needed to execute the Company’s
business strategy, which isimportant
for the delivery of a consistently
high quality service to customers
and a sound, sustainable financial
performance.

Under normal circumstances, the
Company's policy isthat a significant
proportion of the remuneration of

the executive directors should be
performance-related,as was the

case during 2014/15. Owingto the

Final Determination issued by Ofwat,
however, the Company hasremoved

all performance-related elements from
remuneration packages for 2015/16. Any
further decisionsregarding remuneration
in 2015/16 will not be made until the
redetermination of the CMA hasbeen
issued. Further details of the 2015/16
policy can be found on pages 83to 85.

1. Mr Tutton was appointed to the Committee on
1January 2015.

Remuneration Committee

Financial statements
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The main elements of the remuneration package for executive directors are:

Remuneration
element

Purpose and link
tostrategy

Policy and approach

Remuneration Committee

Maximum
opportunity

Financial statements

Change in policy
since 2013/14

Salary

Annual bonus

LTIP

Pension

Benefits

Attractandretain high
performing individuals
reflecting market value
of role and director's
skills, experience

and performance.

Drives and rewards
performance against
personal objectives
and selected financial
and operational
KPIswhich are

linked directly with
business strategy and
customer outcomes.

Incentivise long-
term delivery of safe,
excellent quality
water, outstanding
customer service
and achievement of
financial objectives.

Align executive
directors’long-term
interests with those of
customers, long-term
shareholders and
other stakeholders.

Attractandretain high
performingindividuals
reflecting market value
of role and director’s
skills, experience

and performance.

Attractandretain high
performingindividuals
reflecting market value
of role and director’s
skills, experience

and performance.

Factors taken into account when determining
basic annual salary levels are objective
research, the individual executive director’s
performance during the year and pay and
conditions throughout the Company.

Salaries arereviewed at the discretion
of the Committee and are not subject
to formal annual review.

Based on the achievement of three balanced
elements: customer service, financial targets
and capital programme delivery targets;and an
overall assessment of personal performance
and achievement of individual objectives.

The same business objective targets are applied to
all staff whoreceive bonuses. The customer service
targets are set around measurable outcomes

which the Company believes are important to
customers such as water quality, leakage target
compliance, minimising interruptions to supply
and the Ofwat customer service measure, the SIM.

Bonus scheme targets are set annually.

The LTIPisbased not upon total shareholder
return but upon long-term strategic goals of the
Company, including customer outcomes.

The LTIP award benefitis based on one
third of the final base salary at 31 March
2015, the number of years for benefit accrual
and the percentage achievement of the
performance conditions of the scheme.

Payments are to be made in two equal
instalments on 30 September 2015 and 30 June
2016 and executives must remain with the
Company in principle for the entire period to
30 June 2016 to be eligible for the full benefit.

Pension contributions are made to personal
or the Company stakeholder schemes at
a specified percentage of basic salary.

Reflecting market practice and comprising
the provision of a company car and
private medical insurance.

Some expatriate benefits provided to Mr
Garcfa are notborne by the Company. The
expatriate benefits include free furnished
accommodation, utilities, tax advice and
private school fees where appropriate.

Basesalary
increases
are applied
inline

with the
outcome of
any reviews
conducted
by the
Committee.

Maximum
of 30% of
base sal-
ary (savein
exceptional
circum-
stances).

Asdisclosed
below.

N/A

N/A

None, but as stated
thereisno pay

rise planned for
2015/16 pending the
outcome of the CMA
redetermination.

None, but as stated
thereisnobonus
scheme planned for
2015/16 pending the
outcome of the CMA
redetermination.

None, save for a change
in proposed payment
date of the first
instalment of the AMP5
LTIP from 30 June

2015 to 30 September
2015 in order to take
account of the CMA
redetermination.

No scheme covering
AMP6 performance

hasbeen proposed
todate.

None

None
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Long-term incentive and share option schemes

The Company operates an LTIP scheme which aims to
incentivise the executive team to align their long-term
interests with those of customers, long-term shareholders and
other stakeholders.

The LTIP currently covers Company performance achieved
in AMPE5. A similar scheme is being planned to cover
performance in AMP6 at a suitable point after the outcome of
the CMA referral process.

Thereisno share option scheme in place.
Service contracts

Details of the employment contracts of the executive directors
who served during the year are as follows:

- Contractdate | Noticeperiod | Unexpiredterm

LGarcia 23April2009 lyear rolling1year
MAxtell 1January2014 lyear rolling1year
MKing 1 April 2011 lyear rolling1year

Thenotice periods disclosed above are considered by the
Committee to be suitable given the nature of each role and
eachdirector’s function within the business.

Upon loss of office, a director will normally be entitled to

full pay during their notice period subject, however, to the
Company'sright to exercise discretion havingregard to the
individual's performance during the period of qualifying
service and the circumstances contributing to the loss of office.

Directors’ contracts do not provide for other compensation
payable on early termination.

Remuneration policy for new appointees to the executive team
Whenrecruiting at executive level, the Committee aimsto

offer a packagein line with the policy outlined above. However,
the Committee retains discretion to make a proposal which is
outside the standard termsin order to secure the appointment
of theright calibre of individual. In determining the appropriate
arrangements, the Committee retains theright tobenchmark
therole against other similar positions in the wider market and
may take into account any other relevant factors.

The Committee may also make arrangements to compensate
the new executive for “loss” of existing remuneration benefits
when leaving a previous employer. In doing so, the Committee
may take account of the form in which the previous
remuneration was granted, the relevant performance
conditions and thelength of the time which the performance
periods haveremaining.

Non-executive directors

The remuneration of the non-executive directors is
determined by the Board and isbased on market evidence
of fees paid to non-executive directors in companies of
comparable size and on the time required for the proper
performance of therole. Additional responsibilities are also
taken into account. No director votesin respect of his own
remuneration.

Non-executive directors do not have contracts of employment,
donot participate in the Company designated pension
schemes, share or bonus schemes and do not receive any
taxable benefits in kind. The terms of appointment do not
entitle non-executive directors to receive compensation in the
event of early termination of their appointment.

Fees paid to non-executive directors arereviewed at the
discretion of the Board.
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Implementation of remuneration policy in 2014/15
This section has been prepared in accordance with The Large and Medium-sized Companies and Groups (Accounts and Reports)
(Amendment) Regulations 2013. The information has been audited asindicated.

Single total figure for remuneration of executive directors for 2014/15 (audited)

L Garcia M Axtell* M Anglada? MKing

2014/15 2013/14 2014/15 2013/14 2014/15 2013/14 2014/15 2013/14

£000 £000 £000 £000 £000 £000 £000 £000
Salary/fe 194 189 123 20 - 90 12 110
Bonus 51 54 35 5 - 23 27 30
Benefits 10 9 3 3 = 10 3 3
Pension? 12 6 7 1 - - 7 7
Single Figure pre-LTIP 267 258 168 29 - 123 149 150
Change since 2013/14 3.1% 5.7%! N/A -0.9%

187 48 36 2 - 17 43 n

Single Figure® 454 306 204 31 - 140 192 161

—_

Appointed as the Finance Director on 30 January 2014. 2013/14 figures represent all remuneration payable to Mr Axtell following his appointment to the Board and
excludes any remuneration prior to this point. For a better comparison, an annualised remuneration package for 2013/14 has been assumed when calculating the
increase in remuneration payable since the prior year.

Resigned as the Finance Director on 30 January 2014 and, accordingly, the remuneration in the above table reflects Mr Anglada’s ten months'service in 2013/14 only.

Mr Axtell and Mr Garcia were enrolled into the Company’s stakeholder pension scheme part way through 2013/14, the full year effect of thisis included in 2014/15

leading toasignificant year on year increase.

4 Thefiguresdisclosed as LTIP represent the benefit earned from performance measures which were met during 2014/15 only and have no component dependent on
future years' performance; comparative figures, in some cases, may relate to anumber of past years' service. These figures differ from the expensesrecorded in the
Profitand Loss Account, which represent a prudent estimate by management of the value of awards accrued inrespect of the LTIP at 31 March 2015.

5 The Chief Executive Officer’s single figure for 2013/14 includes £48,191 in relation to the LTIP, of which £28,915 relates to his past years'service. The LTIP earned in

2014/15relates solely to performance achieved during the year.

[SSN]

Bonus includes amounts accrued and approved, but not paid as at 31 March 2015 and relates to the period served as a director.
LTIP payments will be made in two equal instalments on 30 September 2015 and 30 June 2016.
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Single total figure for remuneration of non-executive directors for 2014/15 (audited) Salary/fees

KLudeman 77 73
P Mcllwraith 43 42
CCurling 40 39
RDavis 35 34
T Tutton! 9
M Bernstein? -
J Bittan?? -
P Bourdillon?® -
A Harding? -
HIchishi® -
M Smerdon? -
Single Figure 204 188

1 Appointed asanon-executive director on1January 2015.
2 Noremuneration hasbeen paid by the Company.
3 Resigned asanon-executive director on 27 March 2015.

Thenon-executive directors do not receive a bonus or any other benefits.
Theremuneration policy for the financial year was approved by the Committee on 14 July 2014.

Salary (audited)

A salary review conducted by the Committee during 2014/15resulted in an increase in base salary of 2.50% for all employees
effective from April 2014; all executive directors, including the Chief Executive Officer, received the same level of increase in their
base salaries (2013/14: all staff: 2.50% base salary increase; Chief Executive Officer: 2.50% base salary increase).

The proportion of base salary awarded to the Chief Executive Officer as annual bonus for 2014/15 fell by 8.31% compared with the
prior year (2013/14: decrease of 8.87%). The proportion of base salary awarded to all other staff as annual bonus for the same period
fellby 15.60% compared with the prior year (2013/14: decrease of 3.56%).

Annual bonus for 2014/15 (audited)

During the year under review, as in previous years, the Company operated an annual bonus scheme for all its employees, the
objectives and targets of which were agreed by the Committee in relation to all categories of employees. Different weightings were
applied to these objectives for different categories of employees. At more senior levels the scheme also included elements based on
personal performance.

The Company’s achievement of its customer and financial performance targets in respect of the year was determined to be 69.24%.
Thisresulted in an average bonus payment of £727 per person (2013/14: £944 per person) to all employees whose bonus objectives
did not include personal performance elements.

Bonuses payable tomore senior staff members, including executive directors, were determined by reference to both Company
performance and personal performance elements. Entitlements were limited to a percentage of base salary dependent on seniority. In
the case of the executive directors, the maximum bonus was 30% of base salary, save in exceptional circumstances. The amount paid to
executive directorsinrespect of the year was determined by reference to the same business objectives as for all other employees.

Bristol Water PL.C Annual Report 2015 79



Introduction  Strategicreport CSR  Directors  Corporate governance  Remuneration Commitiee  Financial statements

The weighting of the customer service and financial performance measures used in the calculation of the executive directors bonusin

Target Weighting Achieved | Performance
inyear achieved

2014/15, which comprise 60% of the total award, is detailed below:

Component Description

EBITDA Financial measure indicating Meet performance 2000% 102.30% 2046%
profitability of the Company targets setin
during the year. budget as agreed
with the Board.
Capital expenditure = Balance of measures about capital Targets setby 1500% 86.00% 1290%
delivery to time and to budget. Board regarding
individual scheme
delivery, overall
programme delivery
and efficiency.
Water quality Measures of quality of water supplied Meet mean zonal 500% 000% 000%
to customers, determined by compliance targets
scientific testing and benchmarked set by the Board.
against industry levels.
Discoloured water Meet target set 500% 6160% 308%
complaints by the Board.
Health & Safety Measures of number of lost time Meet target set 500% 6000% 300%
injuries, severity ratingandleading by the Board.
indicator on hazard prevention.
Leakage target Measure of the efficient use Meet targets set by 3.33% 10000% 3.33%
of resources by the Company Ofwat,i.e. 49Ml/d.
in achieving environmental
sustainability.
Customer Measure of reliability of supply Meet targets set by 333% 000% 000%
minutes lost recording how long, on average, the Board using
customers were without a water Ofwat measures.
supply.
SIM Measure of customer satisfaction Meet targets set by 334% 000% 000%
implemented by Ofwat - used the Board using
monthly survey results this year. Ofwatmeasures.
60.00% 42.77%
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Inthe year under review the weightings for the senior
executives applied to achievements against these objectives
resulted in an outcome of 42.77% against a maximum of 60% for
the Board's agreed performance targets.

Theremaining 40% of the total bonus award was determined
viaayear end assessment of each executive director’s
performance against their individual performance objectives
setby the Board. Theresult of this assessment was reflected as
apercentage, which was added to the Company performance
outcome. An overall percentage was then applied based on the
executive’'s performance assessment outturnresult to finalise
thelevel of bonus payable.

The personal objectives for 2014/15 set for each executive
director comprised elements based on required performance
inthe PR14regulatory process, ensuring that the business
maintainedits service provision, and some specific personal
objectivesfitting the nature of the individual'srole. All personal
elements were subject to careful moderation to ensure
consistency of application.

Although performance against personal objectives comprised
amaximum of 40% of the total bonus awarded to an executive
director, in instances of exceptional individual performance a
further multiple could be applied to the personal performance
assessment outcome at the discretion of the Committee. As
such, and given that the total bonus award could not normally
exceed 30% of base salary, the maximum bonus which could
be earned by an executive director was 120% of their bonus
entitlement, i.e. 36% of base salary. This entitlement was

also available to all staff who earned a bonus and achieved
exceptional performance against their personal objectives.

Theresulting bonus awards, after assessment of personal
performance, were:

Corporate governance

L Garcia 74% of maximum bonus entitlement,
ie.27%of basesalary

M Axtell 80% of maximum bonus entitlement,
ie.29% of base salary

MKing 66% of maximum bonus entitlement,

ie.24% of base salary

The Committee determined that the level of bonus awards
above were appropriate, reflecting the levels of performance
achieved against the strategic objectives during the year.

Benefits (audited)
These include the provision of a company car or equivalent cash

allowance, and private medical insurance.

Benefits, including benefits in kind, payable to the Chief Executive

Remuneration Committee  Financial statements

Officer increased by 3.58% compared with the prior year (2013/14:
constant). Benefits payable to all other eligible staff have remained
constant compared with the prior year (2013/14: constant).

Depending on the individual employee role, the benefits
may include provision of company car and fuel, car and fuel
allowances, health care or child care vouchers.
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LTIP (audited)
The performance conditions governing awards under the rules of the LTIP during the year under review, and their respective
weightings, are summarised below:

Weighting of Performance
Performance Measure Achieved
AMP5 - Customer Service and Operational Performance
SIM score 15.00% 15.00%
Health and safety 10.00% 4.84%
25.00% 19.84%
AMP5 - Financial Performance
AMP5 financial performance (adjusted EBITDA) 15.00% 12.40%
Capital expenditure 10.00% 8.84%
Dividend Return 10.00% 700%
35.00% 28.24%
AMPS - total 60.00% 48.08%

Theremaining elements of the LTIP are commercially sensitive, being linked to the outcome of the CM A referral of the PR14 process.
All performance measures were agreed with the equity shareholders prior to the implementation of the LTTP.

Each of the performance conditions has specific and measurable performance indicators. All the performance indicators and their
respective weightings were determined by the Committee.

The executive directors who are participantsin the LTIP, their service period over which they accrue the LTIP benefit, and the period
for which they have already accrued the benefit, are summarised below:

Total number of years Number of years
for benefit accrual accrued at 31 March 2015

L Garcia, Chief Executive Officer 5 5
M Axtell, Finance Director (appointed on 30 January 2014) 1.25 125
M Anglada, Finance Director (resigned on 30 January 2014) 3 3
M King Regulatory Director 2 2

The actual award payments will be calculated as a multiple of one third of the final base salary at 31 March 2015, the number of years
for benefit accrual and the percentage achievement of the performance conditions mentioned above. The payments will be made in
two equal instalments on 30 September 2015 and 30 June 2016. Both the payments will be subject to the participants continuing in
their service as Bristol Water employees to the dates of payment, except for Miquel Anglada who was transferred to another position
inthe Agbar Group from 30 January 2014.
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Pension arrangements (audited)
At 31 March 2015, no director was accruing benefits under the
Company’s defined benefit pension scheme.

Mr Garcia became a member of the Company designated
stakeholder pension scheme in October 2013 under the
Government’s pension auto-enrolment legislation. Since that
time, the Company has been making contributions equivalent
to 6% of annual base salary to the scheme on Mr Garcia’s
behalf. Contributions paid to the scheme for the financial year
totalled £11,556 (2013/14: £5,642).

At 31 March 2015, Mr Axtell was a member of the Company
designated stakeholder pension scheme and the contribution
paid to the scheme during the financial year was £7,380,

an amount equivalent to 6% of annual base salary (2013/14:
£1,255,an amount equivalent to 6% of base salary earned since
appointment to the Board).

Mr King became a member of the Company designated

stakeholder scheme on 1 April 2015. For the duration of 2014/15,

Mr King was not amember of the Company designated
stakeholder pension scheme; however, the Company did
make contributions to a private pension scheme on his
behalf amounting to £6,736, equivalent to 6% of annual salary
(2013/14: £6,572,6% of annual salary).

Any newly-appointed executive directors recruited externally
will be offered membership of a Company designated
stakeholder pension scheme or the option of a contribution by
the Company to a personal pension plan.

Interests in shares (audited)
During the year ended 31 March 2015 none of the directors had
any interest in the shares of the Company.

How the remuneration policy will be applied in 2015/16

The Company'’s policy regarding pension contributions and
benefits will remain the same as for 2015/16. The Committee
has adopted the recommendation from management that,
owingto the Ofwat Final Determination issued in December
2014, no pay rises will be considered for any employee (except
for agreed salary plans) and that no bonus scheme would

be proposed to apply to any employee (including executive
directors) during 2015/16. Similarly, no LTIP has been proposed
to cover performance over the upcoming AMP6 period.

These decisions will be revisited when the CMA issues its
redetermination and the impact of the same on the business
hasbeen fully understood. Accordingly the remuneration
policy for 2015/16 might change in the light of the CMA's
redetermination.

Subject to the outcome of the CMA referral, it is the
Committee’s priority to ensure that any potential

performance-related remuneration proposed in the future
will be tailored such as to reward achievement of strategic and
regulatory outcomes and align the interests of the executive
team with those of customers, long-term shareholders and
stakeholders.

The only exception to the policy described above relates to

a specific performance measure of the AMP5 LTIP scheme.
The performance measure, being linked to the PR14 process,
iscommercially sensitive and achievement against this
measure cannot be evaluated until the CMA redetermination
isissued. Assuch, it is possible for the members of the AMP5
scheme to earn up to amaximum of 15% of their final LTIP
award during 2015/16.

Inline with the BIS disclosure requirements in respect

of directors remuneration, the minimum, expected and
maximum total remuneration of the executive directors based
upon the proposed policy for 2015/16 is shown in the charts on
the following page.

Aside from the outstanding AMP5 LTIP component, the
proposed policy for 2015/16 includes no performance-related
elements. The remuneration packages for the executive
directors therefore consist solely of fixed basic elements,
namely base salary, pension (being a fixed percentage of base
salary) and any benefits receivable.

With respect to the outstanding LTIP component, it is the
current expectation of management that performance against
therelevant objectives will give an outcome of 0%.

The minimum and the expected remuneration scenarios in
the following charts are therefore identical; the maximum
scenario incorporates the maximum 15% award achievable
under theremaining LTIP performance condition
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L Garcia: Chief Executive Officer
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Historic Chief Executive Officer remuneration
The following table shows the total remuneration payable by the Company to Luis Garcia, the Chief Executive Officer,in respect of
service for the five year period from 1 April 2010 to 31 March 2015.

Year ended 31 March:

Figuresin £000 2011 2012 2013 2014 2015
Basesalary 149 156 185 189 194
Bonus
Bonus 43 33 58 54 51
Bonus as proportion of salary 29% 21% 31% 29% 27%
Maximum bonus achievable (of base salary) 36% 36% 36% 36% 36%
Proportion of maximum bonus achieved 80% 59% 87% 79% 73%
LTIP earned = - = 48 187
Benefits 8 8 9 9 10
Pension = - = 6 12
Total remuneration 200 197 252 306 454

Of the £186,606 earned in 2014/15 in respect of the LTIP, £149,285 relates to service prior to 2014/15. LTIP payments willbe made in
two equal instalments on 30 September 2015 and 30 June 2016.

Importance of pay

The Committee isaware of the importance of pay across the Company in delivering the Company’s strategy and of the level of
executive remuneration in relation to other cash disbursements. The table below shows the relationship between the Company’s
financial performance, payments made to shareholders and expenditure on payroll.

Figuresin £m Year ended 31March 2015 Year ended 31 March 2014
EBITDA 69.6 66.5

PBT 214 145

Payments to shareholders:

Baselevel dividends 103 101
Inter-company loan interest related dividends 3.2 31

Payments to employees:

Wages and salaries excluding directors 16.5 157

Wages and salaries including directors 17.5 165

Shareholder and employee input in setting remuneration policy

The Committee is aware of the need to set performance targets which align the interests of the executive team with those of the
Company'’s shareholders. The Committee has assistance in setting this vital alignment as certain Committee membersrepresent the
Company shareholders. As the shareholders are represented on the Committee, and therefore their views are taken into account in
the Committee meetings, the AGM does not review the details of remuneration policy separately.

The Committee does not consider it appropriate to consult with the general workforce on matters of executive remuneration, but it
hasregard to the levels of remuneration throughout the workforce to achieve appropriate balance.

Approved by order of the Board, and signed on its behalf by:

Chris Curling,
Chairman of Remuneration Committee, 24 July 2015
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PROFIT AND LOSS ACCOUNT
for the year ended 31 March 2015
2015 2014

Note £m £m
Turnover 2 132.8 1239
Operating costs 3 (100.D) (96.0)
Operating profit 32.7 279
Gain/(loss) on disposal of tangible assets 03 06)
Other net interest payable and similar charges (10.5) a7
Dividends on 8.75% irredeemable cumulative preference shares aan an
Net interest payable and similar charges (11.6) 12.8)
Profit on ordinary activities before tax 214 145
Tax on profit on ordinary activities 5 (76) 26
Profit for the financial year 13.8 171
Earnings per ordinary share 6 2300p 2851p
Dividends per ordinary share
- paid during the year 21 224.8p 220.2p

All activities above relate to the continuing activities of the Company. There is no material difference between the profit on ordinary
activities before tax and the profit for the financial year stated above and their historical cost equivalents.

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
for the year ended 31 March 2015

2015 2014
Note £m £m
Profit for the financial year 13.8 171
Actuarial gains/(losses) recognised in respect of retirement benefit obligations 23 16 30)
Attributable deferred tax 18 (0.3 10
Change in the fair value of the interest rate swaps 17 (0.6) 08
Attributable deferred tax 18 01 ©2)
Total recognised gains for the financial year 146 157
RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS
for the year ended 31 March 2015
2015 2014
Note £m £m
Profit for the financial year 13.8 171
Other gains/(losses) recognised during the year (net) 038 14
Equity dividends paid 21 (135) (132)
Increase in shareholders funds during the year 11 25
Total shareholders funds at 1 April 91.8 893
Total shareholders’ funds at 31 March 92.9 918
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BALANCE SHEET
at 31 March 2015
2015 2014
Note £m £m
Tangible assets 7 364.0 3459
Other investments - Loans to group undertakings 8 68.5 685
Current assets
Stocks 9 13 13
Debtors 10 345 319
Cash on deposit 11 - 20
Cash atbank and in hand 105 107
46.3 459
Creditors: amounts falling due within one year
Current portion of long-term borrowings 12 049 (X))
Other creditors 13 42.5) (429)
42.9) (433)
Net current assets 34 26
Total assets less current liabilities 435.9 4170
Creditors: amounts falling due after more than one year 14 (306.7) (292.1)
8.75% irredeemable cumulative preference shares 14 (125) (125)
Provisions for liabilities 18 (27.3) (213)
Deferred income 15 (7.8) 8.3
Net assets excluding retirement benefit surplus 816 82.8
Retirement benefit surplus 23 1.3 90
Net assets including retirement benefit surplus 929 918
Capital and reserves
Called-up share capital 19 6.0 60
Share premium account 20 44 44
Other reserves 20 4.3 48
Profit and loss account 20 78.2 766
Total shareholders’ funds 20 92.9 918

The financial statements of Bristol Water PLC, registered number 2662226 on pages 87 to 119, were approved by the Board of Directors
on 24 July 2015 and signed on its behalf by:

Luis Garcia, Director

Mick Axtell, Director
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CASHFLOW STATEMENT
for the year ended 31 March 2015
2015 2014
Note £m £m
Net cash inflow from operating activities 24(a) 68.5 664
Returns on investments and servicing of finance
Interestreceived 41 41
Interest paid on term loans and debentures aLn 107)
Interest paid on finance leases 0.2) ©Dn
Dividends paid on 8.75% irredeemable cumulative preference shares aaDn an
(8.3) (78)
Taxation
Corporation tax paid (2.6) 1.2)
Capital expenditure and financial investment
Purchase of tangible assets (60.7) (838)
Contributionsreceived 3.6 40
Proceeds from disposal of tangible assets 05 01
(56.6) (797)
Equity dividends paid 21 (13.5) 132)
Cash outflow before management of liquid resources and financing (12.5) (355)
Management of liquid resources being decrease in liquid resources 11 20 75
Financing
New bank loans net of issue costs 60.6 516
Capital element of lease repayments 0.3) @D
Repayments of long-term debt (50.0) 14.0)
103 255
(Decrease)/increase in cash in the year 24(b) 0.2 75
Cash, beginning of year 10.7 32
Cash, end of year 105 107
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NOTES TO THE FINANCIAL STATEMENTS
1. ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation
of the financial statements have been applied consistently. The
significant accounting policies adopted in the preparation of the
financial statements are set out below.

(a) Accounting convention

The financial statements of the Company are prepared under
the historical cost convention as modified by financial asset
and financial liabilities (including derivative instruments) at fair
value through Statement of Total Recognised Gains and Losses
and in accordance with applicable accounting standards in

the United Kingdom (UK GAAP) and with the provisions of the
Companies Act 2006, except for the treatment of certain capital
contributions as explained in sub-note (e) below.

From 1 April 2015 the existing UK GAAP accounting is abolished,
and the Company adopts Financial Reporting Standard
(FRS)101 Reduced Disclosure Framework' (under EU IFRS).
Accordingly 2015/16 Tnterim Accounts and the ‘Annual Report’
will be under FRS10L

(b) Going concern

As detailed in the Corporate Governance Report on page 73,
the directors continue to adopt the going concern basis of
accounting in preparing these financial statements.

(c) Turnover
Turnover comprises charges to customers for water and other
services, exclusive of VAT.

Turnover from metered water supply is based on water
consumption, and is recognised upon delivery of water.
Turnover from metered water supply includes an estimate
of the water consumption for customers whose meters were
not read at the year-end date. The estimate covers the period
between the last meter reading and the year-end dates and is
recorded within accrued income.

Turnover from unmetered water supply is based on either the
rateable value of the property or on an assessed volume of
water supplied, and is recognised over the period to which the
bill relates.

Turnover from other services is recognised upon completion of
therelated services.

(d) Tangible assets and depreciation

Tangible assets are stated at historic purchase cost less
accumulated depreciation and comprise infrastructure assets
and other assets:

Infrastructure assets
Infrastructure assets comprise the integrated network of
impounding and pumped raw water storage reservoirs

and water mains and associated underground pipework.
Expenditure on such assets relating to increases in capacity;,
enhancements or planned maintenance of the network is
treated as an addition to tangible assets and is included at cost.
The cost of infrastructure assets is their purchase cost together
with incidental expenses of acquisition and directly attributable
labour costs which are incremental to the Company:.

Other assets

Other assets include land and buildings, operational structures,
fixed and mobile plant, equipment and motor vehicles. All are
included at cost. The cost of other assets is their purchase cost
together with incidental expenses of acquisition and any directly
attributable labour costs which are incremental to the Company.

Depreciation

Depreciation is charged, where appropriate, on a straight-line
basis on the original cost of assets over their expected economic
lives. Freehold land is not depreciated. Depreciation of long-life
assets commences when the assets are brought into use.

Depreciation of infrastructure assets under renewals
accounting takes account of planned expenditure levels in the
long term to maintain the operating capability of the Company’s
infrastructure assets in perpetuity.

Other assets are depreciated after commissioning over the
following estimated economic lives:

Operational properties and
structures

15t0100 years

Plant and equipment comprising:

Treatment, pumping and
general plant

20to 24 years

Computer hardware,
software, communications,
meters and Telemetry
equipment

3tol5years

Vehicles and mobile plant 5to7 years

Assets under construction are not depreciated.

Impairment

The values of tangible assets are reviewed regularly to determine
whether their carrying amounts exceed their fair values in

use. Where such an excess is believed to exist itis treated as an
impairment loss and charged to the profit and loss account.

(e) Grantsand contributions

Contributions received in respect of enhancing the
infrastructure network are deducted from the cost of the
related tangible assets. This treatment is allowed by Statement
of Standard Accounting Practice Number 4 but is a departure
from the Companies Act 2006 which requires that such
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contributions be shown as deferred income. The cumulative
amount of such contributions is shown in note 7(d).

In the directors’ opinion, this treatment is necessary to

show a true and fair view as the related assets do not have
determinable finite lives and therefore no basis exists for the
amortisation of the contributions. The effect on tangible assets
is shown in note 7(d) to the financial statements.

Prior to1 April 2010, a type of contribution called “Infrastructure
Charges” was partially attributed to the non-infrastructure
assets and was treated as deferred income which is amortised
in the profit and loss account over the expected useful lives of
therelated assets.

Subsequently, all such contributions have been attributed to
infrastructure assets.

Grants and contributions in respect of expenditure charged to
the profit and loss account are netted against such expenditure
asreceived.

(0 Pension costs

The Company operates both defined benefit and defined
contribution pension arrangements. Defined benefit

pension arrangements are provided through the Company’s
membership of the Water Companies Pension Scheme (WCPS)
via a separate section.

Defined benefit scheme liabilities are measured by an
independent actuary using the projected unit method and
discounted at the current rate of return on high quality
corporate bonds of equivalent term and currency to the
liability. The increase in the present value of the liabilities of the
Company’s defined benefit pension scheme expected to arise
from employee service in the period is charged to operating
profit. The expected return on the scheme’s assets and the
increase during the period in the present value of the scheme’s
liabilities, arising from the passage of time, is included in net
interest payable and similar charges.

Past service costs are recognised in profit or loss on a straight-
line basis over the vesting period or immediately if the benefits
have vested. When a settlement or a curtailment occurs, the
change in the present value of the scheme liabilities and the
fair value of the plan assetsreflects the gain or loss which is
recognised in the profit and loss account. Losses are measured
at the date that the Company becomes demonstrably
committed to the transaction and gains when all parties
whose consent is required are irrevocably committed to the
transaction.

The pension scheme surplus (to the extent that it is recoverable
through reduced contributions in the future or refunds from the
scheme) or deficit is recognised in full.

Actuarial gains and losses arising from experience adjustments,
changes in actuarial assumptions and amendments to pension

plans are charged or credited direct to the statement of total
recognised gains and losses.

Costs of defined contribution pension schemes are charged

to the profit and loss account in the period in which they fall
due. Administration costs of defined contribution schemes are
borne by the Company:.

(g) Research and development
Research and development expenditure is charged to the profit
and loss account as incurred.

(h) Distributions to shareholders

Dividends and other distributions to shareholders are reflected
in financial statements when approved by shareholders in

a general meeting, except for interim dividends which are
included in financial statements when paid by the Company:.
Accordingly, proposed dividends are not included as a liability
in the financial statements.

(i) Leased assets

Assets financed by leasing agreements that transfer
substantially all the risks and rewards of ownership of an asset
to the lessee are capitalised and depreciated over the shorter

of their estimated useful lives and the lease term. The capital
portion of the lease commitment is included in current or
non-current creditors as appropriate. The capital element of the
leaserental is deducted from the obligation to the lessor as paid.
The interest element of lease rentals and the depreciation of the
relevant assets are charged to the profit and loss account.

Operating lease rental payments are charged to the profit and
loss account as incurred over the term of the lease.

() Taxation

Current tax, including UK corporation tax, is provided at
amounts expected to be paid (or recovered) using the tax rates
and laws that have been enacted or substantively enacted by
the balance sheet date.

Advance Corporation Tax (ACT) in respect of dividends in
previous years is written off to the profit and loss account unless
it can be recovered against mainstream corporation tax in the
financial year or with reasonable assurance in the future. Credit
istaken for ACT previously written off when it is recovered
against mainstream corporation tax liabilities.

Deferred tax isrecognised in respect of all timing differences
that have originated but not reversed at the balance sheet date
where transactions or events that result in an obligation to pay
more tax in the future or aright to pay less tax in the future have
occurred at the balance sheet date.

Timing differences are differences between the Company’s
taxable profits and its results as stated in the financial
statements that arise from the inclusion of gains and losses in
tax assessments in periods different from those in which they
are recognised in the financial statements.
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1. ACCOUNTING POLICIES (continued)

Deferred tax is measured at the tax rates that are expected

to apply in the periods in which the timing differences are
expected toreverse based on tax rates and laws that have been
enacted or substantively enacted by the balance sheet date.
Deferred tax is measured on a discounted basis to reflect the
time value of money over the period between the balance sheet
date and the dates on which it is estimated that the underlying
timing differences will reverse. The discount rates used reflect
the post-tax yields to maturity that can be obtained on the UK
government bonds with similar maturity dates and currencies
to those of the deferred tax assets or liabilities.

(k) Cash on deposit

Cash on deposit represents short-term deposits having maturity
up to one year from the balance sheet date. Cash deposits
maturing up to three months from the balance sheet date are
considered as liquid resources for the purposes of the Cash
Flow statement.

(1) Stocks

Stocks are valued at the lower of cost and net realisable value.
Stock valuation is determined using the weighted average cost
method. Following established practice in the water industry,
no value isincluded in the financial statements for water held
in store.

(m) Financial instruments

The net costs of issue of loans (being expenses incurred
less premiums received) where material are amortised over
thelives of the respective loans and disclosed within net
borrowings. Immaterial amounts are written off as incurred.
Index-linked loans are considered to be effective economic
hedges and are valued at cost plus accrued indexation.

In accordance with the provisions of FRS 25, Financial
Instruments: Presentation’, and FRS 26, Financial Instruments:
Recognition and Measurement’, the Company values its
interest-rate swaps on the balance sheet.

Hedge accounting

The Company documents at the inception of the transaction
the relationship between hedging instruments and hedged
items, as well as its risk management objective and strategy
for undertaking a hedge transaction. The Company also
documents its assessment, both at hedge inception and on
an ongoing basis, of whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes
in fair value or cash flows of hedged items.

The effective portion of the swaps is deferred through the
statement of total recognised gains and losses. Should there be
any ineffectiveness; any gain or loss relating to the ineffective
portion would be recognised immediately in the profit and
loss account within finance charges. Amounts deferred in the
statement of total recognised gains and losses are recognised

in the profit and loss account in the periods when the related
hedged item is recognised in the profit and loss account, in the
same line as the recognised hedged item.

Hedge accounting is discontinued when the Company revokes
the hedging relationship, the hedging instrument expires,

is terminated or exercised, or no longer qualifies for hedge
accounting.

(n) Provisions

A provision is recognised when the Company has a legal

or constructive obligation as a result of past event and itis
probable that an outflow of economic benefits will be required
to settle the obligation. The effect of the time value of money,
exceptin case of deferred tax as mentioned in sub-note ()
above, is not material and therefore the provisions are not
discounted.
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2. TURNOVER

Turnover is wholly derived from water supply and related activities in the United Kingdom. The maximum level of prices the
Company may levy for the majority of water chargesis controlled by the Water Services Regulation Authority (Ofwat) through the
RPI +/-K price formula.

3. OPERATING COSTS

(@) Operating costs includes -

2015 2014
£m £m
Consumables 23 26
Wages and salaries 175 165
Social security costs 17 15
Other pension costs 29 28
Total payroll cost 221 208
Less capitalised as tangible assets 8.9 86)
Net payroll cost
Depreciation of tangible assets (note 7)
On owned assets 36.6 381
Onleased assets 038 10
Amortisation of related deferred income (note 15) (0.5) ©5)
Other operating charges 0.1 01
Research and development expenditure 01 01
Auditors remuneration 01 01
Other chargeslessrecoveries 475 424
Total operating costs 1001 96.0

(b) Employee details -
The monthly average number of employees by activity, including directors on a service contract, (full-time equivalents) during the
year was as follows:

2015 2014

No. No,
Water treatment and distribution 276 273
Support services 109 105
Administration 78 74
Non-appointed activities 25 37

488 489
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(c) Directors’ emoluments -

2015 2014
£m £m
Aggregate emoluments of directors, being remuneration, bonus, pension, LTIP and benetfits in kind 09 08

The highest paid director during the year was Mr Garcia; full details of his, and all other directors’ emoluments, are disclosed in the
Remuneration Committee Report on pages 74 to 85.

(d) Independent auditors’ remuneration

2015 2014
The auditors’ remuneration comprised: £000 £000
Fees payable for the audit of the Company’s annual statutory financial statements 48 47
Feespayable for the review of the Company’s interim financial statements 8 8
Services pursuant to legislation, principally related to regulatory accounts and returns 33 32
Fees payable is respect of agreed upon procedures work for our PR14 submission 49 65
Feespayable is respect of advice on future changes to the UK GAAP - 12
Fees payable is respect of pension scheme review 3 3
PwC Inform’ subscription 1 1
Total non-audit fees 94 121
4. NET INTEREST PAYABLE AND SIMILAR CHARGES
2015 2014
£m £m £m £m
Interest payable and similar charges relate to:
Bankborrowings 18 15
Term loans and debentures -interest charges 9.3 92
-indexation and amortisation
of fees and premium on loans 37 48
Finance leases 0.2 01
15.0 156
Dividends on 8.75% irredeemable cumulative preference shares 11 11
Net interest (income)/charge in respect of retirement benefit scheme 04 02
Interest payable and similar charges 15.7 167
Lessinterest receivable and similar income
Loan to Bristol Water Holdings UK Limited - interest receivable 4.0 40)
Other external investments and deposits on OD
Interest receivable and similar income @0 (@)
Net interest payable and similar charges 11.6 12.8

Dividends on the 8.75% irredeemable cumulative preference shares are payable at a fixed rate of 4.375% on 1 April and 1 October each
year. Payment by the Company to the share registrars is made two business days earlier. The payments are classified as interest in
accordance with FRS 25.
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5. TAX ON PROFIT ON ORDINARY ACTIVITIES

2015 2014
£m £m
(a) Analysis of charge/(credit) for the financial year, all arising in the United Kingdom:
Current tax:
Corporation tax at 21% (2013/14: 23%) (note 5(b)) 33 23
Adjustment to tax in respect of prior years 1.0) ©D
23 2.2
Deferred tax (note 18):
Origination and reversal of timing differences 13 12
Effect of corporation tax rate change = (G10))
Adjustment to prior years 10 01
23 37
Effect of discounting 30 (W)
5.3 “4.8)
Tax on profit on ordinary activities 76 26)

The charge for corporation tax includes amounts for group relief surrendered by other group companies. Group relief is charged at the
mainstream corporation tax rate in the applicable year.

Discounting rates decreased during the financial year (2013/14: increased). If the balances at the end of the previous financial year had
been valued using the current closing discount rates there would have been an increase in the overall discounted deferred tax charge
of £34m. This increase is recognised within the effect of discounting in the current year.

Advance Corporation Tax (ACT) is recognised as an asset to the extent that it is foreseen to be recoverable in the next 12 months. There
is £3.9m (2013/14: £39m) of unrecognised ACT carried forward at 31 March 2015.

The Company also holds £2.9m (2013/14: £2.9m) of unrecognised capital losses, which are available to offset against any future capital gains.
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5. TAX ON PROFIT ON ORDINARY ACTIVITIES (continued)

(b) Reconciliation of the current tax charge
The current tax rate for the year is lower (2013/14: lower) than the standard rate of Corporation Tax in the United Kingdom of 21%
(2013/14: 23%). The differences are explained below:

2015 2014
£m £m
Profit on ordinary activities before tax 214 145
Profit on ordinary activities multiplied by standard rate of Corporation Tax
in the United Kingdom at 21% (2013/14: 23%) 45 33
Effects of:
Expenses including 8.75% irredeemable cumulative preference
share dividends not deductible for tax 03 03
Capital allowances in excess of depreciation 1.2 (10)
Additional retirement benefit contributions (0.2) 02
Long-term timing differences (0% )] ©D
33 2.3
Adjustment to tax in respect of prior years 1.0) D
Total current tax charge [note 5(a)l 23 22
6. EARNINGS PER ORDINARY SHARE
2015 2014
m m
Basic earnings per ordinary share have been calculated as follows -
Average number of ordinary shares in issue during the year -
Earnings attributable to ordinary shares £13.8 £171
Weighted average number of ordinary shares 6.0 60

As the Company has no obligation to issue further shares, disclosure of earnings per share on a fully diluted basis is not relevant.
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7. TANGIBLE ASSETS

(@ Themovements for the year comprise -

Freehold land,
operational
properties and Plant and Infrastructure = Assets under
structures equipment assets construction Total
£m £m £m £m £m
Cost
At1April 2014 2739 619 3625 316 7299
Additions = - 25.8 335 593
Capitalisation of completed assets 380 59 54 (493)
Disposals (3)) (74) - - 95)
Grants and contributions - - 36) - 36)
At 31 March 2015 309.8 604 3901 15.8 7761
Accumulated Depreciation
At1April 2014 1176 426 2238 = 3840
Charge for year 105 50 219 - 374
Disposals 19) (74) - - 93)
At 31 March 2015 126.2 40.2 245.7 = 4121
Netbook value at 31 March 2015 183.6 20.2 1444 15.8 364.0
At 31 March 2014 1563 193 1387 316 3459

Assets under construction include all expenditure on plant, vehicles and other assets up to the point at which they are brought into use
upon completion.

(b) Included above at 31 March 2015 is freehold land, not subjected to depreciation in the year, of £1.7m (2013/14: £1.7m).

(c) Included above at 31 March 2015 are tangible assets held under finance leases analysed by asset type as follows:

Freeholdland,
operational
properties and Plant and Infrastructure
structures equipment assets Total
£m £m £m £m

At 31 March 2015
Cost 354 26 12 392
Accumulated depreciation 273) 26) = (299)
Netbook value 81 = 12 9.3
At 31 March 2014
Cost 363 55 12 430
Accumulated depreciation 272) (55 - 327)
Netbook value 91 = 12 103

(d) Thenetbook value of infrastructure assets s stated after the deduction of contributions of £735m (2013/14: £699m) as explained in note 1(e).

Bristol Water PL.C Annual Report 2015 97



Introduction  Strategicreport CSR  Directors  Corporate governance  Remuneration Committee  Financial statements

8. OTHER INVESTMENTS - LOANS TO GROUP UNDERTAKINGS

£m
Balance at 31 March 2015 and 31 March 2014 68.5
Other investments comprise loans advanced to Bristol Water Holdings UK Limited. The details are as follows:
Agreement date Loan advance date Fixed interest Rate* Loanrepaymentdate Principal outstanding £m
4 December 2003 12 February 2004 6042% 30 September 2033 470
10 June 2005 13 July 2005 5550% 30 September 2032 215

*Interest rates for the above loans to parent company were based on the Company’s long-term loan interest rates at the time of issuance.

9. STOCKS

Stocks comprise consumable stores. The replacement cost of stocks is not considered to be materially different from their carrying
value in the balance sheet.

10. DEBTORS
Debtors comprise: 2015 2014
£m £m
Trade debtors (a) 30.2 288
Lessbad debt provision @) (16.2) (15.3)
140 135
Amounts owed by group and associated companies (b) 11 14
Other debtors 16 31
Prepayments and accrued income 17.8 139
345 319
(@) Trade debtors are aged as: 2015 2014
£m £m
Past due by 0-30 days 3.2 01
Past due by 31-120 days 20 39
Past due by more than 120 days 88 95
140 135
Bad debt provision: 2015 2014
£m £m
At1April 153 14.3
Provision for trade debtors impairment 37 35
Trade debtors written off during the year as uncollectible 2.8) @25)
At 31 March 16.2 153
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(b) Thesum of £04m (2013/14: £04m) is included within the heading “Due from group and associated companies” in respect of
amounts advanced to BWBSL, a joint venture company between Bristol Water Holdings Limited, a parent company, and Wessex Water
Services Limited, to fund the purchase of tangible assets. This amount has no fixed repayment date.

11. CASH ON DEPOSIT

2015 2014
£m £m
Cash on deposit maturing up to three months from the balance sheet date - 20
- 20

Cash deposits maturing up to three months from the balance sheet date are considered as liquid resources for the purposes of the Cash
Flow statement.

12. CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

Current portion of long-term borrowings 2015 2014
£m £m

Finance leases 04 04
04 04

These borrowings are secured as described in note 14.

13. OTHER CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

2015 2014

£m £m
Receiptsin advance 131 12.3
Trade creditors 144 157
Amounts owed to associates 13 10
Other taxation and social security 0.9 08
Corporation tax payable 10 13
Payments received on account 0.9 15
Accruals and deferred income 109 103

425 429
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14. CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

2015 2014
£m £m
Bank and other term loans - secured 298.8 2841
Debenture loans 16 16
Finance leases - secured 22 25
Net unamortised premiums arising on issue of term loans 2.3 27
Total excluding 8.75% irredeemable cumulative preference shares and interest rate swaps 304.9 2909
Interest rate swaps 18 12
306.7 2921
8.75% irredeemable cumulative preference shares 125 125
Total 319.2 3046

The 8.75% irredeemable cumulative preference shares, which do not normally carry any voting rights, were issued in 1992 at £1 per
share. Shareholders are entitled to receive dividends at 8.75% per annum on the par value of these shares on a cumulative basis;

these dividends are payable half yearly on 1 April and 1 October. On winding up, the preference shareholders rank ahead of ordinary
shareholders and are entitled to receive £1 per share and any dividends accrued but unpaid in respect of their shares. In the event that
dividends on the preference shares are in arrears for six months or more, holders of the preference shares become entitled to vote at
general meetings of members. In accordance with FRS 25 the shares are classified as long-term debt.

The authorised preference share capital consists of 14,000,000 8.75% irredeemable cumulative preference shares of £1 each. Of these,
12,500,000 have been issued and are fully paid (2013/14:12,500000).

The movements in net unamortised premiums were as follows: 2015 2014
£m £m
Net unamortised premiums at 1 April 2.7 33
Amortised during the year = 04
Loan issue costs on loans drawn during the year ((oX%)} 02
Net unamortised premiums at 31 March 2.3 2.7

The premiums net of expense on issue of new loans are amortised over the terms of the respective loans. Amortisation credits due in
future years are as follows:

2015 2014
£m £m
Within one year - -
Between one and two years - -
Between two and five years 0.3 04
After five years 20 23
23 2.7

Security for borrowings
The majority of the Company’s financial liabilities are secured. The security is given:

Inrespect of the Company:

« by way of first fixed charges over any of its freehold or leasehold property belonging to it now or acquired in the future (other than
protected land under the Water Industry Act 1991), its present and future goodwill, all rights and claims in relation to charged bank
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accounts, all book debts, all insurances, all rights, title and interest to all investments and all plant and machinery, and
- afloating charge over the whole of its undertaking.

Prior to enforcement of the security by the lender, the Company is entitled to exercise all its rights, and perform its obligations in relation
to the charged assets in accordance with the provisions set out in the Company’s Security Trust and Intercreditor Deed (‘STID”).

Inrespect of Bristol Water Core Holdings Limited (the immediate parent of the Company), as security for the obligations of the Company:
« afixed charge over its shares in the Company together with a floating charge over the whole of its undertaking.
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14. CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR (continued)
Net borrowings and maturities Debentures &
At 31 March 2015 net borrowings comprise - irredeemable
Term loans Finance preference Interestrate
less cash leases shares swaps Total 2015 Total 2014
£m £m £m £m £m £m
Repayment due:
Between one and two years
Financeleases 04 04 03
Between two and five years
Financeleases 13 13 12
Repayable 2017, variable interest at six
month LIBOR plus a margin 100 100 100
Repayable 2017, variable interest at
three month LIBOR plus a margin 100 100 100
Repayable 2017, variable interest at
one month LIBOR plus a margin - 260
Repayable 2015, variable interest at
one month LIBOR plus a margin = 130
Repayable 2019, variable interest at
three month LIBOR plus a margin 500 50.0
Interest rate swap, exchanging six
month LIBOR for a fixed rate of 5.025% 06 0.6 12
Interest rate swap, exchanging three
month LIBOR for a fixed rate of 1504% 12 12
After 5 years
- Other than by instalment - Term loans
Repayable 2032, principal index-linked
to RP], fixed interest at 3635%* 1266 126.6 1234
Repayable 2033, fixed interest at 6.01%* 575 575 575
Repayable 2041 principal index-linked
to RP], fixed interest at 2.701% 447 447 442,
- By instalments - Finance leases 05 0.5 10
Net unamortised premiums 2.3 2.3 2.7
Debentures (listed on the LSE)
400% Consolidated irredeemable 14 14 14
4.25%,400% and 350% perpetual
irredeemable debentures 02 0.2 02
Total borrowings due after one year
excluding 8.75% irredeemable cumulative
preference shares 3011 2.2 16 18 306.7 2921
Current portion of debt 04 04 04
3011 26 16 18 3071 2925
Cash on deposit (note 11) - 0)
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Cash atbank and in hand (105) = = - (10.5) 107)
Net borrowings excluding 8.75%

irredeemable cumulative preference shares 2906 26 16 18 296.6 2798
8.75% irredeemable cumulative preference

shares - - 125 - 125 125
Net borrowings 2906 26 141 18 309.1 292.3

*Couponsas specified in loan documentation. At the time of pricing of these loans, premiums/discounts were determined toreflect prevailing market conditions. The net premiums are included in net unamortised premiums as set out above.

Borrowing facilities
Unutilised borrowing facilities are as follows:
2015 2014
£m £m
Expiring in August 2017 50.0 70
Expiring in December 2019 200 240
700 310
The facilities are floating rate and incur non-utilisation fees at market rates.
Minimum lease payments under finance leases
Amounts fall due as follows:
2015 2014
£m £m
Within one year 04 04
Between one and two years 04 03
Between two and five years 13 12
After five years 05 10
26 29

15. DEFERRED INCOME

Deferred income represents grants and contributions received in respect of non-infrastructure assets less amounts amortised to the
profit and loss account.

2015 2014

£m £m
At April 2014 83 88
Less amortised during the financial year 05) (O5)
At 31 March 2015 78 83

Prior to1 April 2010, a type of contribution called “Infrastructure Charges” was partially attributed to the non-infrastructure assets and
was treated as deferred income which is amortised in the profit and loss account over the expected useful lives of the related assets.

Subsequently, all such contributions have been attributed to infrastructure assets.
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16. FINANCIAL RISK MANAGEMENT

Financial risk factors

The Company’s main financial instruments comprise:

» borrowings and cash;

» 875% irredeemable cumulative preference shares;

- variousitems, such as trade debtors and trade creditors, that
arise directly from its operations; and

» twolong-term loans made to Bristol Water Holdings UK
Limited.

The Company has also entered into interest rate swaps to
manage the interest rate risk arising from its sources of finance.
Itis the Company’s policy not to trade in financial instruments.

The Company’s significant debt financing exposesittoa
variety of financial risks that include the effect of changes in
debt market prices, credit risks, liquidity and interest rates. The
Company has in place arisk management programme that
seeks to limit the adverse effects on the financial performance
of the Company.

The Board is responsible for setting the financial risk
management policies applied by the Company. The policies
are implemented by the finance department. The finance
department has a policies and procedures manual that sets out
specific guidelines to manage interest rate risk, credit risk and
the use of financial instruments to manage these risks.

(@) Interestraterisk of financial assets

The financial assets include cash at bank and cash deposits
which are all denominated in sterling. During the year cash and
cash deposits were placed with banks for either a fixed term or
repayable on demand earning interest at market rates. There are
also interest-bearing fixed rate loans totaling £68.5m (2013/14:
£685m) to Bristol Water Holdings UK Limited.

(b) Interestraterisk and inflation risk of financial liabilities

The financial liabilities consist of interest-bearing loans,
debentures, finance leases and 8.75% irredeemable cumulative
preference shares. The Company uses interest-rate swaps as
hedging instruments to hedge cash flows in respect of future
interest payments, which has the effect of increasing the
proportion of fixed interest debt.

The Company’s practice is to maintain the majority of its net
debt on a fixed or a fixed margin above movements in RPI

basis. At the year-end 40%* (2013/14: 25%**) of the Company’s
gross financial liabilities, excluding the 875% irredeemable
cumulative preference shares, were at fixed rates. 96% (2013/14:
82%) of the Company’s gross financial liabilities, excluding the
8.75% irredeemable cumulative preference shares, were at fixed
or index-linked rates. The residues were at floating rates.

The Company’s current intention is to maintain a future interest
rate management profile consisting of financial liabilities at
either fixed or index-linked rates amounting to 70% or more of

such liabilities. The balance between fixed or index-linked, and
floating interest rate liabilities will be kept under review, and is
dependent on the availability of such resources in the financial
markets.

The carrying value of the Company’s index-linked borrowings

is exposed to changes in RPI. The Company's RCV and water
charges are also linked to RPI. Accordingly index-linked debt
partially hedges the exposure to changes in RPI and delivers a
cash flow benefit, as compensation for the indexation is provided
through adjustment to the principal rather than in cash.

*Variable interest rate loans totalling £60m, covered by interest rate swaps, have been considered as fixed
interest rate loans for the calculation of this percentage.

**Variable interest rate loan totalling £10m, covered by interest rate swap, was considered as fixed interest rate
loan for the calculation of this percentage
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Interest rate sensitivity
The following table demonstrates the sensitivity to a reasonably possible change in interest rates, with all other variables held constant,
on the Company’s profits.

The sensitivity analysis includes the effect on all financial instruments exposed to changes in interest rate.

31March 2015 31 March 2014
Profit Profit Profit Profit
before tax after tax before tax after tax
£m £m f£m £m
Movement in interest rate of 100bp 01 0.1 05 04
Inflation rate sensitivity
The year-end carrying value of index-linked debt held by the Company is as follows:
2015 2014
£m £m
Index-linked debt 171.3 1677

The following table shows the illustrative effect on the Company’s profits of changes in RPI in relation to its index-linked debt.

31March 2015 31 March 2014
Profit Profit
before tax Equity before tax Equity
£m £m f£m £m
Movement in Retail Price Index by 1% 17 13 17 13

() Creditrisk

The Company isrequired by the Water Industry Act 1991 to supply water to all potential customers in its licensed area. In the event of
non-payment by commercial customers, but not domestic customers, the Company has a right of disconnection. For all customers the
Company has implemented policies and procedures designed to assess the risk of further non-payment and recoup debts.

Under the terms of the STID, cash at bank and cash deposits are placed with banks with a minimum of Moody’s P-1 and Standard &
Poors Al credit ratings. Following the downgrade of RBS, the Company has undertaken the process of seeking an alternative provider of
banking services.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance sheet. At 31 March
the maximum exposure to credit risk was as follows:

2015 2014
£m £m
Long-term loans 68.5 685
Cash on deposit - 20
Cash atbank and in hand 105 107
Debtors, net of bad debt provisions made 345 319
1135 1131
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16. FINANCIAL RISK MANAGEMENT (continued)

(d Liquidity risk
Itis the Company policy to maintain continuity of funding. At the year-end 77% (2013/14: 80%) of its financial liabilities, including 8.75%
irredeemable cumulative preference shares, mature after five years or are irredeemable.

The Company actively maintains a mixture of long-term and short-term committed facilities that are designed to provide sufficient
funds for operations.

The Company has a £20m facility expiring in December 2019, and a £50m facility expiring in August 2017. Both the facilities are floating
rate and incur non-utilisation fees at market rates.

Under the terms of the STID the Company is required to maintain sufficient funds in a nominated account to cover estimated debt
service payments arising during the following year. These funds, currently amounting to approximately £5.7m (2013/14: £55m), are
therefore not available for other operational use or distribution to shareholders.

The table below details the Company’s remaining contractual payments until maturity for its non-derivative financial liabilities. The table
isbased on the undiscounted cash flows, and includes estimates of future interest payments and loan indexation on financial liabilities.

Year ended 31 March 2015 Due within Betweenone  Betweentwo
one year andtwoyears andfiveyears Afterfive years Total

£m £m £m £m £m
Trade creditors 144 = = - 144
Due to group and associated companies 13 - - - 13
Other taxation and social security 0.9 - - - 0.9
Corporation tax payable 10 - - = 10
Accruals 31 = = = 31
Interest bearing loans and related interest 116 11.6 1034 4105 5371

323 11.6 1034 4105 557.8
Year ended 31 March 2014 Due within Between one Between two

one year andtwoyears andfiveyears Afterfive years Total

£m £m £m £m £m
Trade creditors 157 = = = 157
Due to group and associated companies 10 - - - 10
Other taxation and social security 08 = = = 08
Corporation tax payable 13 - - - 13
Accruals 20 = = = 20
Interest bearing loans and related interest 132 264 806 5120 632.2

340 264 806 5120 6530

Derivative financial instruments and hedge accounting

The Company has entered into two interest rate swaps with notional values of £10m and £50m. These were effective from 22 October
2008 and 3 December 2014 respectively. The Company uses interest-rate swaps as hedging instruments to hedge cash flows in respect
of future interest payments, and accordingly hedge accounting is applied as mentioned in note 1(m).

The table below details the Company’s remaining contractual payments and receipts until maturity for its interest rate swaps. The table
isbased on the forecast undiscounted cash flows on its derivative financial liabilities based on the contractual settlement dates.
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Year ended 31 March 2015 Due within Between one Between two
one year andtwoyears andfiveyears Afterfive years Total
£m £m £m £m £m
Forecast receipts under the interest rate swaps 04 06 21 - 31
Contractual payments under the interest
rate swaps 1.3) 3) 23) = 4.9)
Net forecast cash outflow 0.9 0.7) 0.2 - 1.8)
Year ended 31 March 2014 Due within Between one Between two
one year andtwoyears andfiveyears Afterfive years Total
£m £m £m £m £m
Forecast receipts under the interest rate swap 01 01 05 - 07
Contractual payments under the interest
rate swap (05) (O5) 1.0) = 20)
Net forecast cash outflow (X)) 04 05 - 13

(e) Covenants compliancerisk

Under the terms of its principal debt agreements the Company is required to comply with covenants relating to minimum levels
of interest cover and to maximum levels of net debt in relation to regulatory capital value. Failure to comply may result in various
restrictions being imposed upon the Company. Risk is minimised through continuous monitoring of the relevant ratios in both
emerging and forecast results, and by close control of operating cash flows and capital investment programmes.
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17. FINANCIAL INSTRUMENTS

Fair value estimation
The fair values of the cash deposits, trade debtors, trade creditors, loans and overdrafts with a maturity of less than one year are
assessed to approximate to their book values.

In the case of bank loans and other loans due in more than one year the fair value of financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash flows at the current market interest rate available to the Company for similar
financial instruments.

The fair value of the Company’s debentures has been calculated by discounting the expected cash flows at prevailing market rates
including an estimated margin over gilts. Fixed rate loans from Artesian Finance II PLC have been discounted by reference to the UK
Government fixed rate gilt 2032 plus an estimated margin. Index-linked loans from Artesian Finance PLC have been discounted by
reference to the UK Government index-linked gilt 2030 plus an estimated margin.

The Company’s preference shares (shown as debt within these financial statements) are listed on the London Stock Exchange and their
fair value is assumed to be their quoted market price.

The long-term loans to Bristol Water Holdings UK Limited have been discounted by reference to the UK Government fixed rate gilt 2032
plus an estimated margin.

Interest-rate swaps

At 31 March 2015, the Company was party to two interest rate swaps with notional values of £10m and £50m. These swaps were effective
from 22 October 2008 and 3 December 2014 and will expire on 7 December 2017 and 3 December 2019 respectively. The fair values of
the interest rate swaps have been calculated by discounting the expected future cash flows by reference to the implied future 6 month
LIBOR and 3 months LIBOR respectively, and hence the swaps are valued as Level 3 instrument as set out by FRS 29.

In accordance with FRS 26, the liability arising under the swap agreements was recognised in these financial statements, as follows:

2015 2014
Liability: £m £m
Due within one year - -
Due after one year 18 12
18 12

In accordance with FRS 26 “Financial Instruments: Recognition and Measurement” the Company has reviewed all material contracts for
embedded derivatives that are required to be separately accounted for if they do not meet the requirements set out in the standard. As
aresult of thisreview no embedded derivatives were identified.

Fair values of financial assets and financial liabilities

Although the Company does not intend to trade in any financial instruments, the following tables provide a comparison, by category, of
the carrying amounts and the fair value of the Company’s financial assets and financial liabilities. Where available, market values have
been used to determine fair values. Where market values are not available, fair values have been calculated by discounting expected
cash flows at the Company’s current incremental borrowing rates for borrowings of similar types and maturities.
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Fair values of non-current financial assets and liabilities 31 March 2015 31March 2014
Carrying Fair Carrying Fair
value value value value
£m £m f£m £m
Primary financial instruments issued to finance the Company
Long-term borrowings (304.9) (403.2) (2909) (3500)
8.75% irredeemable cumulative preference shares (125) 194) (125) (18.2)
Primary financial instruments issued to finance Bristol Water
Holdings UK Limited
Longtermloans 685 88.9 685 76.3
Derivative financial instruments held to manage the interest rate profile:
Interest rate swaps a.8) (1.8) 1.2) 1.2)

(250.7) (335.5) (2361 (293D

The movementin the comparison of the fair value of the long-term borrowings to book value is due to fluctuations in long-term interest rates.

Fair values of other financial assets and liabilities 31March 2015 31 March 2014
Carrying Fair Carrying Fair
value value value value
£m £m fm £m
Financial assets
Cash on deposit - - 20 20
Cash atbank and in hand 105 105 107 107
Debtors 345 345 319 319
Financial liabilities
Current portion of long-term borrowings 04 0.4 04 04
Other creditors 425) 425) (429) 429)
21 21 13 13
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18. PROVISIONS FOR LIABILITIES

Remuneration Committee  Financial statements

2015 2014

£m £m
Provision for deferred tax 26.2 213
Provision for staff redundancies* 11

27.3 213
Provision for deferred tax comprises -
Accelerated capital allowances and capital element of finance leases 370 350
Deferred income (0.8) 08)
Short-term timing differences (%)} OD
Retirement benefit obligations 2.8 2.2
Interest rate swaps (0.3) 02

386 361
Effect of discounting (9.6) 126)
Net provision, including deferred tax on retirement benefit obligations 29.0 235
Less, attributable to retirement benefit obligations 2.8) 22)
Net provision, excluding deferred tax on retirement benefit obligations 26.2 21.3
Deferred tax movement: 2015 2014

£m £m
Provision at1 April 235 291
Charge/(credit) to Profit and Loss Account (note 5) 53 4.8)
Charge/(credit) to Statement of Total Recognised Gains and Losses in respect of:

Retirement benefit obligations 0.3 10)
Interest rate swaps ((0X )] 02

Provision at 31 March 290 285
*Inthe current year a provision of £11m was made for the employee related costs of redundancies announced prior to the year end. The provision s expected to be used within the next financial year
19. CALLED UP SHARE CAPITAL
Theissued and fully paid ordinary share capital of the Company is:

2015 2014

£m £m
5,998,025 (2013/14:5,998025) ordinary shares of £1 each 6.0 60
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20. MOVEMENTS IN RESERVES
Share Capital
premium redemption Hedging Profitand
account reserve reserve Loss Account
£m £m £m £m
At1April 2014 44 58 10 766
Profit for the financial year 138
Actuarial gains recognised in respect of retirement
benefit obligations 16
Attributable deferred tax ©3)
Fair value of interest rate swaps 06)
Attributable deferred tax 01
Dividends paid (135)
At 31 March 2015 44 58 @5 782
21. DIVIDENDS IN RESPECT OF ORDINARY SHARES
Dividends paid 2015 2014
£m £m

Dividend in respect of 2012/13:

Final dividend of 50.85 pence per share paid on 22 May 2013 - 31
Dividend in respect of 2013/14:

Firstinterim dividend of 3918 pence per share paid on 7 August 2013 - 2.3

Second interim dividend of 25.96 pence per share paid on 27 September 2013 - 16

Third interim dividend of 3918 pence per share paid on 22 November 2013 - 2.3

Fourth interim dividend of 3918 pence per share paid on 20 February 2014 - 2.3

Fifth interim dividend of 25.82 pence per share paid on 28 March 2014 - 16

Final dividend of 54.18 pence per share paid on 19 May 2014 33
Dividend in respect of 2014/15:

Firstinterim dividend of 3918 pence per share paid on 8 August 2014 2.3

Second interim dividend of 2663 pence per share paid on 29 September 2014 16

Third interim dividend of 3918 pence per share paid on 18 November 2014 2.3

Fourth interim dividend of 3918 pence per share paid on 25 February 2015 24

Fifth interim dividend of 2649 pence per share paid on 30 March 2015 16

135 132

The Board has not proposed a final dividend in respect of the financial year 2014/15 (2013/14: £3.3m).

22. COMMITMENTS

Capital commitments at 31 March 2015 contracted for but not provided were £6.0m (2013/14: £26.3m).
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23. RETIREMENT BENEFIT SURPLUS
(@) Pension arrangements

Defined contribution schemes

The Company operates defined contribution retirement benefit schemes for a number of employees. The total cost charged to income
of £11m (2013/14: £10m) represents contributions payable to the scheme. As at 31 March 2015 and 31 March 2014, all contributions due
have been paid over to the scheme.

Defined benefit scheme

Pension arrangements for employees are partly provided through the Company’s membership of the Water Companies’ Pension
Scheme (WCPS), which provides defined benefits based on final pensionable pay. The Company’'s membership of WCPSis through

a separate section of the scheme. The assets of the section are held separately from those of the Company and are invested by
discretionary fund managers appointed by the trustees of the scheme. The section was closed to new entrants some years ago and all
new eligible employees are offered membership of a stakeholder pension scheme.

In addition to providing benefits to employees and ex-employees of the Company, the section provides benefits to former employees
of the Company who transferred to BWBSL. The majority of the section assets and liabilities relate to the Company employees and ex-
employees.

The financial position of the section is determined by an independent actuary (Lane, Clark & Peacock LLP).
The details of the last triennial valuation and current update on the funding position are provided on page 34 in the Strategic Report.

The estimated amount of the total employer contribution expected to be paid to the section for the year ending 31 March 2016 is £2.0m.

(b) Accounting under FRS 17 “Retirement Benefits”

Basis of valuation
The formal actuarial valuation of the Company’s section of the WCPS as at 31 March 2014 was updated to 31 March 2015, by Lane Clark &
Peacock LLP, using the following major assumptions in accordance with FRS17:

2015 2014 2013
Assumptions:
RPIInflation 3.2% 36% 36%
CPIInflation 2.2% 2.6% 2.6%
Pension increases in payment (CPI) 2.2% 26% 26%
Pension increases in payment (LPI) 2.2% 2.6% 26%
Salary increases 3.7% 41% 46%
Discountrate 3.2% 43% 43%
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Asset distribution and expected return

The following table sets out the key assumptions used for the valuation of the Company’s section of WCPS. The table also sets out as at
the accounting date the fair value of the assets, a breakdown of the assets into the main asset classes, the present value of the section’s
liabilities, and the resulting surplus.

Expected long-term rate of return Market values of section assets
2015* 2014 2013 2015 2014 2013
£m fm £m

Equities n/a 75% 70% 100 128 147
Diversified growth funds n/a 6.8% 6.3% 6.6 57 56
Bonds n/a 35% 30% 187.2 1498 1552
Cash n/a 1.3% 04% 01 03 01
Emerging markets multi-asset funds n/a 76% 6.3% 34 30 34
High yield bonds n/a 6.3% 5.8% 37 35 33
Market value of section assets 211.0 1751 182.3
Present value of liabilities (164.6) 147D (148.3)
Surplus on FRS17 basis 464 280 340
Amount not recognised due to asset
recognition limit** (32.3) 16.8) (207)
Recognised surplus in the section 14.1 1.2 133
Deferred tax at 20% (2013/14: 20% 2012/13: 23%) 2.8) 22 3D
Net pension asset on FRS 17 basis 13 90 102

The overall expected rate of return on assets was 4.0% per annum (2013/14: 36% per annum). This rate was derived by taking the
weighted average of the long-term expected rate of return on each of the above asset classes at 31 March 2014.

The actual return on the section’s assets during the year was a gain of £39.8m (2013/14: a loss of £4m).

*Under the existing UK GAAP, pension interest income on pension assets and interest charge on pension obligation are calculated separately using expected rate of return and discount rate respectively. As mentioned in note 1;
the Company adopts FRS 101 from 1 April 2015, which will require calculation of net pension charge/income by using discount rate on net pension surplus/liability, hence assumptions for the expected long-term rates of return over
2015/16 are not required.

**FRS 17 requires that the pension surplus should only be recognised to the extent that it can be recovered through reduced contributions in the future periods or refunds from the scheme.

Demographic assumptions

The mortality assumptions have been drawn from actuarial tables S2NA based on each member's year of birth with a 100% probability
of members dying at each age per the standard tables, with future improvements in line with the CMI 2014 projections from 2007, with a
long-term minimum rate of improvement of 1.5% per annum for males and 1.25% per annum for females.

For reference 31 March 2014 mortality assumptions were drawn from actuarial tables SINA based on each member’s year of birth with a
95% probability of members dying at each age per the standard tables, with future improvements in line with the CMI 2012 projections
from 2003, with a long-term minimum rate of improvement of 1.25% per annum for males and 1.0% per annum for females.

The average life expectancy for a male pensioner currently aged 60 is 277 years (2013/14: 275 years) and for a female pensioner
currently aged 601s 296 years (2013/14: 29.8 years).

The allowance made for future improvements in longevity is such that a male member retiring at age 60, 25 years from the balance
sheet date is assumed to have an increased average life expectancy from retirement of 30.6 years, whilst that for a female retiring at age
60, 25 years from the balance sheet date is assumed to have increased to 32.1 years.
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23. RETIREMENT BENEFIT SURPLUS (continued)

Sensitivity
The assets and liabilities of the section are subject to volatility as the assets are linked to gilt and equity markets and the liabilities are
linked to yields on AA-rated corporate bonds.

Asanindication all other things being equal:

- anincrease in the discount rate of 01% would lead to a reduction in the value placed on the liabilities of the section of approximately
£25m;and

« a25% fall in the value of the section’s return seeking assets portfolio would decrease the surplus (before the consideration of any
balance sheet limitation that might apply) by about £5.9m.

Contributions
Contributions paid in the year to the section including those from BWBSL were £2.7m (2013/14: £2.9m). Contributions paid in the year
include £2.3m of regular employer contributions and £04m of additional contribution as described previously.

The £2.3mregular employer contributions include a deficit contribution of £04m and regular contributions for the main sub-section at
36.7% and for the alternative benefits sub-section at 24.9% of the relevant payroll costs.

Analysis of charges to Profit and Loss Account: 2015 2014
£m £m
Analysis of the amount charged to operating profit
Current service cost under FRS17 17 18
Total operating charge 17 18
2015 2014
£m £m
Analysis of the amount credited/(charged) to other finance cost
Expected return on pension section assets 6.6 61
Interest on post-retirement liabilities 6.2 ©.3)
Net credit/(charge) to other finance cost 04 02
2015 2014
£m £m
Analysis of amount recognised in the Statement of Total Recognised Gains and Losses (STRGL)
Gain/(oss) on pension section assets 332 1on
Experience gains arising on section liabilities 1.0 12
(Loss)/gain due to changes in assumptions underlying the FRS 17 value of the section’s liabilities 17.2) 20
Actuarial gain/(loss) 17.0 ©9)
Adjustment for the effect of asset recognition limit 1s.4) 39
Actuarial loss/(gain) recognised in STRGL 16 B0

The cumulative amount of actuarial gains and losses recognised outside profit and loss account at the year-end, excluding the impact
of the asset limit on the balance sheet, is a gain of £15.2m (2013/14: a gain of £1.9m).
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2015 2014
£m £m
Movement in section pre-tax financial position during the year
Surplusin section at1 April 28.0 340
Movement in year:
Current service cost (employee and employer) ((W))] 18
Aggregate regular contributions (employee and employer) 23 25
Additional contributions 04 04
Credit/(Charge) to other finance cost 04 02
Actuarial gain/(loss) 170 ©9)
Surplus in section at 31 March, before deducting amount not recognised due to asset recognition limit 464 280
Adjustment for the effect of asset recognition limit (32.3) 16.8)
Recognised surplus in the section 141 1.2
2015 2014
£m £m
Movement in present value of the defined benefit obligation during the year
Present value of section liabilities at 1 April 1471 1483
Movement in year:
Current service cost (employee and employer) 17 18
Interest cost 6.2 6.3
Actuarial loss/(gain) 16.2 (32)
Benefits paid (6.6) ®D
Present value of the defined benefit obligation at 31 March 164.6 1471
2015 2014
£m £m
Movement in fair value of the section assets during the year
Fair value of the section assets at 1 April 1751 182.3
Movement in year:
Expected return on section assets 6.6 61
Actuarial gain/(loss) 332 1on
Aggregate regular contributions (employee and employer) 23 25
Additional contributions 04 04
Benefits paid (6.6) ®D
Fair value of the section assets at 31 March 211.0 1751
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23. RETIREMENT BENEFIT SURPLUS (continued)
2015 2014 2013 2012 2011
£m £m £m £m £m
Market value of section assets 211.0 1751 182.3 166.7 1495
Present value of liabilities (164.6) 147D 1483) 135.3) 122.8)
Surplusin the section 464 280 340 314 26.7
2015 2014 2013 2012 2011
Experience adjustments on scheme liabilities
- Amount (£m) 10 12 09 26) 2.2
- Percentage of scheme liabilities 1% 1% 1% 2% 2%
Experience adjustments on scheme assets
- Amount (Em) 332 10D 129 141 20
- Percentage of scheme assets 16% 6% 7% 8% 1%
24. SUPPLEMENTARY CASH FLOW INFORMATION
(@ Reconciliation of operating profit to net cash inflow from operating activities - 2015 2014
£m £m
Operating profit 327 279
Depreciation, net of amortisation of deferred income 369 386
Difference between pension charges and normal contributions (05) ©B)
Provision in respect of staff redundancies (note 18) 11
Cash flow from operations 70.2 659
Working capital movements -
Stocks =
Increase in debtors (2.6) (26)
Increase in creditors and other liabilities 13 S5
Additional contributions to pension scheme (X))} 04
Net cash inflow from operating activities 68.5 664
(b) Reconciliation of net cash flow to movement in net borrowings - 2015 2014
£m £m
(Decrease)/increase in cash in the year 0.2 75
Cash used to repay borrowings 50.3 161
Cash from new borrowings (60.6) (516)
Decrease in cash deposits in the year (note 11) 2.0) (75)
(12.5) (355)
Indexation of debt and amortisation of fees and premium not affecting cash flow 3.7) @7
Interest rate swap movements not affecting cash flow (0.6) 08
Net borrowings at 1 April including 8.75% irredeemable cumulative preference shares (292.3) (2529)
Net borrowings at 31 March including 8.75% irredeemable cumulative preference shares (309.1) (292.3)
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(c) Analysis of changes in net borrowings during the year -

Adjustments to
Openingnet Cash flows Maturity debtnot affecting  Closing net
borrowings in the year profile cash flow* borrowings
£m £m £m £m £m

Cash atbank and in hand 107 ©2) - - 105
Cash deposits 20 20) - = -
Cash at bank and cash deposits 127 22 - - 105
Borrowings due within one year 04 03 03 = 04
Borrowings due after one year, including
8.75% irredeemable cumulative preference
shares and net unamortised premiums in
respect of loans (3034) (106) 03 37) (3174)
Fair value of the interest rate swaps 12) - - 06) 1.8)
Net borrowings including 8.75%
irredeemable cumulative preference shares (292.3) (125) = 4.3) (309.D

*Represents indexation of term loans less amortisation of net premium on borrowings, and the change in fair value of the interest rate swaps.

25.RELATED PARTY TRANSACTIONS

Throughout the year, related parties include members and joint ventures of the Bristol Water Holdings UK Limited group of companies,
members of Capstone Infrastructure Corporation Group, members of the Agbar Suez Environnement Company S.A group of
companies, members of [tochu Corporation, and key management personnel.

The principal related parties are:

CSE Water UK Limited, registered in England and Wales, whose year-end is 31 December, and is the Company’s ultimate UK holding
company and is a subsidiary of Capstone.

Bristol Water Holdings UK Limited (BWHUK), registered in England and Wales, whose year-end is 31 December. BWHUK is a subsidiary
of Capstone.

Bristol Wessex Billing Services Limited (BWBSL), registered in England and Wales, whose year-end is 31 March. The joint venture
interest is held by Bristol Water Holdings Limited, an intermediate holding company within the BWHUK group, which owns 100 class
‘B'shares in the Company, representing a holding of 50% of the voting and equity rights of the Company. BWBSL is a joint venture
undertaking between Bristol Water Holdings Limited and Wessex Water Services Limited, and provides meter reading, billing, debt
recovery and customer contact management services to this company and Wessex Water Services Limited, under a cost sharing
arrangement.

Agbar Serco Technology Solutions Limited (ASTS), registered in England and Wales, whose year-end is 31 December. The joint venture
company is owned 50% by Aqualogy Solutions Limited, a subsidiary and intermediate holding company within the Agbar group, and
50% by Serco UK Limited. ASTS provides IT consultancy services, and security asset management services. Following a competitive
tendering process, ASTS is contracted to provide I'T maintenance and development services to the Company.

Aqualogy Environment Limited (AEL), registered in England and Wales, whose year-end is 31 December. This company is a subsidiary
within the Agbar group and is engaged in providing infrastructure asset management services to the water industry. The principal
activities include a patented process called “Ice Pigging” which usesice to clean pipes. AEL also provides sub-licences to customers for
the use of Ice Pigging technology in other countries.
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25. RELATED PARTY TRANSACTIONS (continued)

Trading transactions
During the year the Company entered into trading transactions with related parties totalling:

Sales of goods Purchases of goods
and services and services
2015 2014 2015 2014
£m £m £m £m
Members of the BWHUK group
BWHUK management charges = - -
Members of the Agbar group
Aqualogy Solutions and Technologies UK Limited - - 01 01
Aqualogy Environment Limited - - 0.6 05
Joint ventures of the BWHUK group
BWBSL
-management charges - - 29 26
- capital expenditure - - 01 03
-other recharges - - 04 05
Joint ventures of the Agbar group
ASTS
-management charges - - 08 14
- capital expenditure - > 0.3 07
-other = = 0.2 03
- 54 64
Amounts due from Amounts due to
2015 2014 2015 2014
£m £m £m £m
Joint ventures of the BWHUK group
BWBSL 0.7 14 09 09
Joint ventures of the Agbar group
ASTS - - = 01
0.7 14 09 10

The amounts outstanding are unsecured and will be settled in cash. No guarantees have been given or received. No provisions have
beenmade, or are considered necessary, for doubtful debts in respect of the amounts due from related parties.

Remuneration of key management personnel
Information about the remuneration of individual directors is provided in the audited part of the Remuneration Committee Report on
pages 74 to 85.
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26. ULTIMATE PARENT COMPANY AND CONTROLLING PARTY

The immediate parent company is Bristol Water Core Holdings Limited, a company incorporated in England and Wales.

Ultimate parent company and controlling party is considered by the directors to be Capstone Infrastructure Corporation, a company
incorporated in Canada, due to its majority ownership of CSE Water UK Limited.

The Company is ultimately owned 50% by Capstone, 30% by Sociedad General de Aguas de Barcelona S.A. (Agbar) and 20% by Itochu
Corporation, Japan.

The smallest and largest group in which this company is consolidated is Capstone Infrastructure Corporation and copies of its
consolidated annual report are available from 155 Wellington Street West, Suite 2930 Toronto, ON M5V 3HI, Canada.
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
BRISTOL WATER PLC

REPORT ON THE FINANCIAL STATEMENTS

Our opinion

In our opinion, Bristol Water plc’s financial statements (the

“financial statements”):

« giveatrueand fair view of the state of the company’s affairsasat 31
March 2015 and of its profit and cash flows for the year then ended;

» have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice;and

» have been prepared in accordance with the requirements of
the Companies Act 2006.

What we have audited

Bristol Water plc’s financial statements comprise:

thebalance sheet as at 31 March 2015;

« the profit and loss account and statement of total recognised
gains and losses for the year then ended;

- the cash flow statement for the year then ended;

the reconciliation of movements in shareholders’ funds for

the year then ended; and

the notes to the financial statements, which include a

summary of significant accounting policies and other

explanatory information.

Certain required disclosures have been presented elsewhere
in the Annual Report, rather than in the notes to the financial
statements. These are cross-referenced from the financial
statements and are identified as audited.

The financial reporting framework that has been applied in
the preparation of the financial statements is applicable law
and United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice).

Our audit approach

Overall materiality: £1,070000 (2014:
£730000) which represents 5% (2014:

Materiality 5%) of profit before tax.

The company is structured as a single
reporting unit and the audit was carried
out by a single audit team.

Audit scope

Provision for impairment of domestic

feed trade debtors.

OCcus

Classification of expenditure on
infrastructure assets.
Valuation of the pension scheme.
Accounting for restructuring provisions.
Assessment of going concern, following
OFWAT's Final Determination of prices.

Overview
The scope of our audit and our areas of focus

We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) (‘ISAs (UK & Ireland)”).

We designed our audit by determining materiality and
assessing the risks of material misstatement in the financial
statements. In particular, we looked at where the directors made
subjective judgements, for example in respect of significant
accounting estimates that involved making assumptions and
considering future events that are inherently uncertain. Asin

all of our audits we also addressed the risk of management
override of internal controls, including evaluating whether
there was evidence of bias by the directors that represented a
risk of material misstatement due to fraud.

Therisks of material misstatement that had the greatest effect
on our audit, including the allocation of our resources and
effort, are identified as “areas of focus” in the table below. We
have also set out how we tailored our audit to address these
specific areas in order to provide an opinion on the financial
statements as a whole, and any comments we make on the
results of our procedures should be read in this context. Thisis
not a complete list of all risks identified by our audit.
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Area of focus

Corporate governance

Remuneration Committee  Financial statements

How our audit addressed the area of focus

Provision for impairment of domestic trade debtors

Refer to page 64 of the Corporate Governance Report and note
10 of the financial statements.

The recoverability of customer debts is always a key issue for
water companies. It is very sensitive to changes in economic
circumstances, and there has been some slowing down in
cash collection rates in recent times across the industry.

Classification of expenditure on infrastructure assets

Refer to page 64 of the Corporate Governance Report and note
7 of the financial statements.

Expenditure on infrastructure assets is either capitalised as an
addition to tangible assets or written off to the profit and loss
account, depending on the nature of the work done. Given

the size and complexity of the capital programme and how it
relates to the company’s assessed performance for regulatory
purposes, the classification of expenditure requires very
significant management judgement.

Valuation of the pension scherme

Refer to page 64 of the Corporate Governance Report and note
23 of the financial statements.

We focused on this area because the defined benefit pension
scheme surplus is material to the financial statements and

is sensitive to a number of subjective assumptions such as
discount rates, inflation and life expectancy.

We evaluated the model used to calculate the provision and
confirmed its consistency with prior years.

We also tested the underlying data upon which the
calculations were based and assessed the appropriateness

of the judgements applied in calculating the provision, using
historical cash collection trends from prior years and the latest
available cash collection data for the current year. We also
performed sensitivity analysis on the future cash collection
rates by major customer category in order to identify the
significance of the collection rates used on the overall value of
the provision. We found that, consistent with prior years, the
level of provision was within our expected range.

We tested a sample of expenditure on infrastructure items

in the year to supporting documentation, such as contract
certificates and invoices, and were satisfied that they had
been classified in accordance with the company’s accounting
policies.

We formed an independent expectation of the key pension
valuation assumptions used, including the discount rate,
inflation rate and life expectancy, compared them with those
adopted by the company and found them to be in line with
our expectations.

We checked the accuracy of the data provided to the actuary
by the company and used in their valuation, in particular the
contributions paid by the company.

We obtained third party confirmations of the valuation of the
pension assets.

We also obtained appropriate evidence for the competency
and qualifications of the actuary who performed the
valuation, and checked the information provided by the
actuary to the financial statements.
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
BRISTOL WATER PLC

Accounting for restructuring provisions

Refer to page 65 of the Corporate Governance Report and note
18 of the financial statements.

The company announced a significant restructuring
programme before the year end, which is expected to
complete over the next year. The total restructuring
provision held on the year-end balance sheet was £1.12m.
The recognition of restructuring costs requires judgement to
estimate the value and timing of net economic outflows and
the extent to which the company is committed.

Assessment of going concern, following OFWAT's Final
Determination prices

Refer to pages 65 and 73 of the Corporate Governance Report
and note 1 of the financial statements.

In December 2014 Ofwat set final determinations of price
limits and regulatory output requirements for the five year
period 2015-20 for all water companies in England and Wales.
Bristol Water rejected Ofwat’s Final Determination, primarily
on the grounds that price limits were too low for the outputs
required. As required by the relevant legislation, Ofwat has
referred Bristol Water's rejection to the Competition and
Markets Authority (‘CMA"). The CMA released Provisional
Findings on 10 July 2015, but the Final Determination will not
be available until September 2015. The outcome from the CMA
has a significant impact on the cash flows and profitability of
the company during 2015-20 and as such we considered its
impact on the going concern of the company.

How we tailored the audit scope

Corporate governance

Remuneration Committee  Financial statements

We obtained evidence that the restructuring programme was
announced before the year end and that it included details of
the number of employees impacted.

We obtained the calculations supporting the restructuring
provision, which included redundancy costs and the related
pension costs of early retirement provisions. We tested the
calculations by selecting a sample of employees and agreed
their provision calculations to supporting documentation
including payroll (for salary, age and numbers of years' service)
and where applicable to the calculation of the related pension
costs of early retirement provided by the company’s actuary.

We considered that the overall level of the provision
established by management was reasonable.

We evaluated management’s going concern assessment

by challenging the key judgements within the company’s
forecasts by comparing the forecasts to the outcomes of the
provisional findings released by the CMA on 10 July 2015.

We examined the company’s funding agreements that are in
place and performed a downside sensitivity analysis over the
company's headroom assessment in respect of its liquidity
and compliance with its funding covenants.

We assessed the historical accuracy of budgets and forecasts
by comparing prior year budgets to actual results.

Our conclusion on the Directors’ Going Concern Statement is
set out below.

The company is structured as a single reporting unit and the audit was carried out by a single team.

In establishing the overall approach to our audit, we assessed the risk of material misstatement, taking into account the nature,
likelihood and potential magnitude of any misstatement. Following this assessment, we applied professional judgement to determine
the extent of testing required over each balance in the financial statements.

Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for materiality. These,
together with qualitative considerations, helped us to determine the scope of our audit and the nature, timing and extent of our audit
procedures and to evaluate the effect of misstatements, both individually and on the financial statements as a whole.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:
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£1,070000 (2014:
£730000).

5% (2014: 5%) of profit
before tax.

Overall materiality

How we determined it

Rationale for benchmark
applied

We have applied this
benchmark, a generally
accepted auditing
practice, in the absence
of indicators that an
alternative benchmark
would be appropriate.
Thebenchmark used is
consistent with last year's
approach.

We agreed with the Audit Committee that we would report to
them misstatements identified during our audit above £54,000
(2014: £42,000) as well as misstatements below that amount
that, in our view, warranted reporting for qualitative reasons.

Going concern

The directors have voluntarily complied with Listing Rule
9.86(R)(3) of the Financial Conduct Authority and provided

a statement in relation to going concern, set out on page 73,
required for companies with a premium listing on the London
Stock Exchange.

The directors have requested that we review the statement
on going concern as if the company were a premium listed

company. We have nothing to report having performed our
review.

Asnoted in the directors’ statement, the directors have
concluded that it is appropriate to prepare the company’s
financial statements using the going concern basis of
accounting. The going concern basis presumes that the
company has adequate resources to remain in operation, and
that the directors intend it to do so, for at least one year from the
date the financial statements were signed. As part of our audit
we have concluded that the directors use of the going concern
basisis appropriate.

However, because not all future events or conditions can
be predicted, these statements are not a guarantee as to the
company's ability to continue as a going concern.

OTHER REQUIRED REPORTING

Consistency of other information
Companies Act 2006 opinion

In our opinion, the information given in the Strategic Report

Corporate governance

Remuneration Committee

and the Directors' Report for the financial year for which
the financial statements are prepared is consistent with the

financial statements.

ISAs (UK & Ireland) reporting

The directors have chosen to voluntarily comply with the UK
Corporate Governance Code (‘the Code”) as if the company

were a premium listed company. Under ISAs (UK &Ireland) we

are required to report to you if, in our opinion:

information in the Annual
Reportis:

materially inconsistent
with the information

in the audited financial
statements; or
apparently materially
incorrect based on, or
materially inconsistent
with, our knowledge of
the company acquired
in the course of
performing our audit; or
otherwise misleading,

the statement given by
the directors on page

58, in accordance with
provision C11 of the Code,
that they consider the
Annual Report takenasa
whole to be fair, balanced
and understandable and
provides the information
necessary for members
to assess the company’s
performance, business
model and strategy is
materially inconsistent
with our knowledge of the
company acquired in the
course of performing our
audit.

the section of the Annual
Report on pages 63 to 65,as
required by provision C.3.8
of the Code, describing

the work of the Audit
Committee does not
appropriately address
matters communicated by
us to the Audit Committee.

We have no exceptions
toreport arising from this
responsibility.

We have no exceptions
toreport arising from this
responsibility.

We have no exceptions
toreport arising from this
responsibility.
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
BRISTOL WATER PLC

Adequacy of accounting records and information and

explanations received

Under the Companies Act 2006 we are required to report to

you if, in our opinion:

» we have not received all the information and explanations we
require for our audit; or

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

« thefinancial statements are not in agreement with the
accounting records and returns.

We have no exceptions to report arising from this responsibility.

Directors’ remuneration

Under the Companies Act 2006 we are required to report to you
if, in our opinion, certain disclosures of directors' remuneration
specified by law are not made. We have no exceptions to report
arising from this responsibility.

OTHER VOLUNTARY REPORTING

Opinion on additional disclosures
Directors’ Remuneration Report

The company voluntarily prepares a Directors Remuneration
Report in accordance with the provisions of the Companies Act
2006. The directors have requested that we audit the part of the
Directors’ Remuneration Report specified by the Companies
Act 2006 to be audited as if the company were a quoted
company.

In our opinion, the part of the Directors’ Remuneration Report to
be audited has been properly prepared in accordance with the
Companies Act 2006.

Matter on which we have agreed to report by exception
Corporate governance statement

The company has chosen voluntarily to comply with the UK
Corporate Governance Code. The directors have requested that
wereview the parts of the Corporate Governance Statement
relating to the company’s compliance with the ten provisions

of the UK Corporate Governance Code specified for auditor
review by the Listing Rules of the Financial Conduct Authority
asif the company were a premium listed company. We have
nothing to report having performed our review.

RESPONSIBILITIES FOR THE FINANCIAL STATEMENTS
AND THE AUDIT

Our responsibilities and those of the directors

As explained more fully in the Directors’ Responsibilities
Statement set out on page 58, the directors are responsible
for the preparation of the financial statements and for being
satisfied that they give a true and fair view.

Our responsibility is to audit and express an opinion on the
financial statements in accordance with applicable law and
ISAs (UK & Ireland). Those standards require us to comply with
the Auditing Practices Board's Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and
only for the company’s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other
purpose. We do not, in giving these opinions, accept or assume
responsibility for any other purpose or to any other person to
whom thisreport is shown or into whose hands it may come
save where expressly agreed by our prior consent in writing.

What an audit of financial statements involves

An audit involves obtaining evidence about the amounts

and disclosures in the financial statements sufficient to give

reasonable assurance that the financial statements are free

from material misstatement, whether caused by fraud or error.

Thisincludes an assessment of:

« whether the accounting policies are appropriate to the
company's circumstances and have been consistently
applied and adequately disclosed;

« thereasonableness of significant accounting estimates made
by the directors; and

- the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the
directors’ judgements against available evidence, forming our
own judgements, and evaluating the disclosures in the financial
statements.

We test and examine information, using sampling and other
auditing techniques, to the extent we consider necessary to
provide a reasonable basis for us to draw conclusions. We
obtain audit evidence through testing the effectiveness of
controls, substantive procedures or a combination of both.

In addition, we read all the financial and non-financial
information in the Annual Report to identify material
inconsistencies with the audited financial statements and to
identify any information that is apparently materially incorrect
based on, or materially inconsistent with, the knowledge
acquired by us in the course of performing the audit. If we
become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report.

Katharine Finn (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors Bristol,
24 July 2015
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FINANCIAL HISTORY
PROFIT AND LOSS ACCOUNT
Years ended 31 March

2015 2014 2013 2012 2011

£m £m £m £m £m

Turnover 132.8 1239 114.2 1080 1007
Operating profit 32.7 279 269 245 186
Net interest payable and irredeemable preference
share dividends (11.6) 12.8) 115) 134 11.0)
Profit/(loss) on sale of tangible assets 03 06)
Profit before tax 214 145 154 11 76
Taxation (7.6) 26 23) (39) 08
Profit after tax 13.8 171 131 72 6.8
Dividends paid 135 132 147 70 29
BALANCE SHEET
At31March

2015 2014 2013 2012 2011

£m £m £m £m £m

Tangible assets 364.0 3459 3137 2644 2407
Other investments 68.5 685 685 685 685
Net current assets/(liabilities) 34 26 49) 420 750
Total assets less current liabilities 435.9 4170 3773 3749 3842
Debt due after one year, excluding irredeemable
preference shares (306.7) (2921 (2509) (2469) (2573)
Irredeemable preference shares (125) (125) (125) (125) (125)
Provisions for liabilities (27.3) L3) (260) 24.7) (22.3)
Deferred income (7.8 83 88 93) 98)
Retirement benefit surplus 1.3 90 102 90 76
Net assets 929 918 893 905 899
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CASHFLOW
Years ended 31 March

2015 2014 2013 2012 2011

£m £m £m £m £m

Cash flow from operations 68.5 664 594 558 490
Netinterest and irredeemable preference share dividends paid @83 (78) 66) (69) (5.8
Corporation tax paid (2.6) 1.2) ©7 20) “40)
Capital expenditure net of contributions (56.6) (797) (798) 447) (204)
Other investing activities - 203 265 (46.8)
Dividends paid on equity shares (135) (132) 14.7) (70) 29)
Cash flow before management of liquid resources and financing (125) (35.5) 221 217 (309)
Management of liquid resources 20 75 347 137) (55)
Net increase/(decrease) in financing 103 355 7.2 26) 370
(Decrease)/increase in cash (0.2) 75 46) 54 06

Notes: All comparative data has been restated where necessary and possible, to conform to current accounting practices. All data

includes exceptional items where relevant.

This financial history does not form part of the audited financial statements.
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