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Regulatory reporting:

Regulatory reporting information for the year ended 31 March 2019 is contained in the separate
Annual Performance Report, which has been prepared in accordance with regulatory reporting
guidelines, and will be available separately once filed with Ofwat.

Terms used in this report:

United Utilities Water Limited’s ultimate parent company is United Utilities Group PLC. ‘UUG’
means United Utilities Group PLC and ‘United Utilities’ or ‘the UUG group’ means United Utilities
Group PLC and its subsidiary undertakings. The ‘group’ means United Utilities Water Limited
and its subsidiary undertakings. The ‘company’ or ‘UUW’ means United Utilities Water Limited.
The ‘regulated business’ or ‘regulated activities’ means the licensed water and wastewater
activities undertaken by United Utilities Water Limited in the North West of England.

Cautionary statement:

This report contains certain forward-looking statements with respect to the operations,
performance and financial condition of the group. By their nature, these statements involve
uncertainty since future events and circumstances can cause results and developments to differ
materially from those anticipated. The forward-looking statements reflect knowledge and
information available at the date of preparation of this annual report and the company
undertakes no obligation to update these forward-looking statements. Nothing in this annual
report should be construed as a profit forecast.
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Chairman and Chief Executive Officer’s review

Overview

This has been a busy year. Extreme
weather caused operational challenges
for the sector as a whole, and we
submitted our business plan for the next
regulatory period. Throughout these
competing priorities, we maintained a
resilient and high-quality service and grew
stronger as a company.

We made further improvements in
customer satisfaction and delivered our
best performance to date against our
outcome delivery incentives, despite our targets being tougher this year. We met our leakage
target for the 13th consecutive year, and we maintained high standards of environmental
performance and drinking water quality.

Dr John McAdam, Chairman, and Steve Mogford, Chief Executive
Officer

Our 2020-25 husiness plan submission received the highest grades in the sector and a fast-
track rating in Ofwat’s initial assessment.

These achievements are a testament to the transformation we have delivered over recent years
and the hard work of all our team.

Continuing to improve service for customers

Our purpose and strategy are centred around customers. This has been our focus for many
years and underpins customer satisfaction improvements year after year.

We achieved our best ever Service Incentive Mechanism (SIM) scores this year, and our
performance across the first four years of this regulatory period means we expect to be eligible
for a financial reward of around £16 million.

Proving that good service costs less, we have reduced the amount it costs to serve our
customers by 27 per cent since the start of this regulatory period, as a result of our improved
operational performance, digital strategy, and driving down bad debt.

Our household bad debt has reduced from 3.6 per cent of regulated revenue in 2014/15 to 2.1
per cent in 2018/19, and customer bills have reduced in real terms since 2010.

We have taken the lead in transforming how the sector supports customers, particularly those in
vulnerable circumstances. We have the sector's most innovative and ambitious assistance
schemes, supporting over 100,000 customers struggling to pay. We held the second North West
Affordability Summit this year, launching the North West Hardship Hub, the first of its kind in the
country. This platform helps the money advice community in our region locate cross-sector
assistance schemes all in one place, making it easier for them to find the best help for their
clients.

Our efforts are being recognised externally. We were awarded the Institute of Customer Service
‘Service Mark with Distinction’. We were the first water company accredited by the Chartered
Institute of Credit Management for our work with customers struggling to pay; and we achieved
Shaw Trust Accessibility status as a further recognition of our work supporting customers in
vulnerable circumstances.




2018 was a year of unprecedented extremes of weather, with a deep freeze and rapid thaw in
the early part of the calendar year swiftly followed by an intense heatwave in the summer. It was
the driest summer for our region since modern records began in 1961, meaning our impounding
reservoirs were at much lower levels than usual. The soaring temperatures contributed to a
huge increase in demand for water.

We undertook a series of actions to minimise any impact on customers and protect water
resources. We increased communication to encourage customers to use water wisely. We
significantly increased our leak detection efforts to help manage leakage. We used our fleet of
Alternative Supply Vehicles (ASVs) to help maintain pressure in the network at peak times. We
brought back into service groundwater supplies such as boreholes that had not been used for
many years, and we used our West East Link Main to pump water around our region.

The tireless hard work of our employees, together with the support of customers and regulators
over this period, meant we were able to maintain an unrestricted service to customers. Our
ability to manage these extreme conditions further demonstrates the benefits of our Systems
Thinking approach. Many of the actions we took to protect service to customers would not have
been possible without it.

Our actions resulted in one-off additional costs of around £80 million, which has further improved
the high level of resilience we have already embedded into our service. For example, our
investment in ASVs has been critical to improving our water service, an efficient way of helping
to keep customers supplied during planned and unplanned interruptions.

Our financial performance from a statutory perspective has been very good this year.

At £332.8 million profit after tax has remained broadly similar to last year, when it was £339.2
million. This small decrease is driven mainly by a small decrease in operating profit as increased
revenues resulting from our allowed regulatory revenue profile have been more than offset by
increases in infrastructure renewals expenditure and depreciation, together with exceptional
costs associated with the dry weather period experienced during the year. Total costs
associated with this period of dry weather are expected to be around £80 million, which includes
£25.6 million of operating costs and £10.5 million capital expenditure with the remaining amount
being capital expenditure.

We have had a pension surplus on an IAS 19 basis for many years and this is well controlled
through our asset-liability matching approach. The IAS 19 surplus increased to £373.8 million at
31 March 2019.

The funding position is assessed using a different basis to value liabilities. While maintaining a
pension surplus on an IAS 19 basis, we have had a deficit on a funding basis, and have been
making deficit recovery contributions of around £33 million per year. It was confirmed in the most
recent triennial valuation, signed off as at 31 March 2018, that these contributions would
address the funding deficit by December 2021. However, in April 2019, we prepaid the
remaining agreed deficit recovery contributions at a discount, meaning we are now in a pension
surplus position on an IAS 19 basis and have eliminated the deficit on a funding basis, achieving
self-sufficiency.

This is a responsible approach, mitigating risk for all of our stakeholders at a time when
regulators, including Ofwat and The Pensions Regulator, are highlighting the importance of this
area and in some cases, intervening to protect pension scheme members and customers.

As part of our business plan submission for the next regulatory period, we have set out a range
of considerations that will determine the future level of dividends paid. One of these is the impact
of pension deficits. With our historic well managed approach to pensions and strong level of

4



United Utilities Water Limited

Strategic report

funding, we do not expect future funding of our pension scheme to act as a constraint in the
2020-25 period.

We have a consistent policy of targeting gearing of 55-65 per cent, measured as net debt to
regulatory capital value. This has been supportive of United Utilities Water Limited’s A3 credit
rating with Moody’s, which affirmed a stable outlook on our credit rating following Ofwat’s initial
assessment of business plans, despite retaining a negative outlook on the sector in general.

This, alongside our pension position, gives us an extremely robust capital base and provides a
high degree of resilience and financial flexibility as we look to the future.

Performing well against our regulatory contract

From an economic perspective, there are four key drivers of value — total expenditure (totex),
SIM performance, outcome delivery incentives (ODIs), and financing. We are delivering good
results against all of these areas, demonstrating strong all-round performance in the current
regulatory period.

As previously mentioned, we anticipate being eligible for a SIM reward of around £16 million
thanks to our improved performance for customers.

On financing, the low cost of debt we have locked in places us in a strong position to outperform
the industry allowed cost of debt in the current regulatory period, and into the next period.

On totex, we remain confident in outperforming our totex allowance by £100 million against the
scope of our 2015-20 final determination.

Sitting outside the scope of the final determination is an additional £350 million we have
committed to invest from our total outperformance, including £250 million in resilience that we
had committed to previously and £100 million to give us a flying start for the next regulatory
period, and the £80 million additional totex related to the dry weather event.

Although our ODI reward-penalty range was skewed to the downside, we expect to earn a net
reward of around £30 million for the 2015-20 period. This year’'s performance was our best so
far, with a net reward of £19.2 million bringing our cumulative position for the first four years of
the period to a net reward of £21.4 million.

This performance, across the range of our ODIs, demonstrates the benefit of the accelerated
investment we made early in the period. It is particularly pleasing given we were delivering
against increasingly challenging targets and dealing with extremes of weather. Our expected
out-turn position equates to performance towards the top end of our estimates, providing a solid
foundation for the next regulatory period.

Achieving a fast-track rating for our business plan

Our business plan submission for the 2020-25 period received the highest grades for the sector
against the test areas set out in Ofwat’s initial assessment, and was commended as industry
leading in many areas.

This achievement demonstrates the transformation we have achieved in recent years, both in
terms of operational performance and efficiency, as well as the high quality of our plan and our
ambition for further improvement in the next regulatory period.

As previously mentioned, we have committed an additional £100 million investment towards a
flying start to the 2020-25 period. The main priorities for this investment include three of our
toughest performance targets: leakage, supply interruptions and sewer flooding.




We are committed to protecting the health and wellbeing of our employees, and have made
significant efforts in this area over recent years.

We engage with employees to help them with lifestyle choices. For example, we help them to
quit smoking and offer incentives or those who stay smoke-free for six months. We have
reduced employee inactivity rates through initiatives such as standing desks and walking
meetings, as well as offering discounted gym memberships and an onsite gym at our head
office. We offer nutritional programmes and have health kiosks where employees can measure
their weight and blood pressure.

As well as physical health, we focus on mental health. We offer free confidential support
services for employees, and have trained mental health champions and first aiders across the
business. We joined other businesses in the year in an initiative aimed at ending the stigma of
talking about mental health in the workplace.

Our progress in this area has been recognised externally. We were named one of Britain’s
Healthiest Workplaces 2018 and the third most improved organisation; we were reaccredited
with the Workplace Wellbeing Charter in 2018; and we received two employee wellbeing
accolades at the Reward and Employee Benefits Association (REBA) awards for physical
wellbeing and mental wellbeing.

We consistently operate in a manner that aims to deliver the highest levels of corporate
governance. Our board continues to provide sound and prudent governance, consistent with the
principles of the UK Corporate Governance Code.

We continued to demonstrate good drinking water quality compliance, as assessed by the
Drinking Water Inspectorate. We have delivered a range of improvements in our water
transformation programme, which has driven a significant reduction in the risk of water quality
events. We once again retained Industry Leading Company status in the Environment Agency’s
annual assessment, and contributed to the United Utilities group achieving a World Class rating
in the Dow Jones Sustainability Index for the eleventh consecutive year.

Ofwat’'s Company Monitoring Framework Assessment provides an assessment of the trust and
confidence stakeholders can have in the accuracy, completeness and transparency of company
reporting. Integrity is one of our core values and we were delighted to be awarded the top self-
assurance rating again this year, the only company to have held this for three consecutive years.

The acceleration of investment we made in the current regulatory period, along with our
additional investment, Systems Thinking approach and financial risk management, are delivering
sustainable improvements in performance and resilience. Our customer satisfaction is among
the top of the water and wastewater companies in the sector.

The benefit of accelerated investment to deliver earlier improvements to service is clear to see.
Given our total anticipated outperformance for the 2015-20 regulatory period, we are reinvesting
£350 million of our outperformance to deliver enhanced resilience and improved performance
earlier in the next regulatory period.

We are proud of the transformation we have delivered and the performance of our team during
the year. We are excited about the opportunity the 2020-25 period represents as we deliver our
purpose to provide great service to customers and communities in the North West, creating
long-term value for all of our stakeholders.
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We would like to express our gratitude to our employees for their hard work and dedication, and
to customers and other stakeholders for their continued support.

Dr John McAdam Steve Mogford
Chairman Chief Executive Officer




Our wholesale water team maintains reservoirs and water treatment works across the region
and thousands of kilometres of water pipes in order to collect, treat, store and deliver billions of
litres of reliable, clean drinking water to millions of customers 24 hours a day.

Our wholesale wastewater team maintains hundreds of treatment works and thousands of
kilometres of wastewater pipes in order to collect wastewater from homes, businesses and
surface water run-off, transport and treat it, and return treated water to protect our natural
environment.

Our household retail team deals with new connections, metering and billing for millions of
customers as well as helping vulnerable customers with our Priority Services and other
assistance schemes.

We supply 1.7 billion litres a day of clean, treated water to our customers. We gather water for
treatment from reservoirs, lakes, boreholes and streams. Our biggest reservoirs are Haweswater
and Thirlmere in Cumbria, with Haweswater holding more than 84 billion litres of water when full,
and supplying about a quarter of the North West’s water supply.

We serve 3 million households and 200,000 business customers (from small shops to large
manufacturing companies) served across the North West. We are also one of the largest
employers in the North West, with more than 5,000 employees, and 10,000 people engaged
through our supply chain, meaning that we support — directly or indirectly — one in every 150
jobs in the region.

We are custodians of 56,000 hectares and much of the land we own and manage is catchment
land (the areas immediately surrounding our reservoirs). We believe that quality control starts
right from the point of collection, so we manage our catchment land so that it is as clean and
sustainable as possible. Much of our land is also open to the public, for the enjoyment of our
communities in the North West and tourists visiting the area.

There are over 1,300km of coastline and around 7,000km of rivers flowing across our region.
Over 30 of our beaches are designated for swimming and paddling. We are required to meet
increasingly stringent regulation standards for bathing water quality to keep our beaches and
waters up to scratch.

£3.9 billion investment through our planned capital programme across the current 2015-20
regulatory period is delivering substantial investment and improvements across the North West,
and this includes £350 million of additional spend of outperformance earned over the period.

We collect and treat water - We collect water from the environment, treat and store it in
reservoirs. We also open our land to the public, providing access to nature.

We deliver water for our customers use - We maintain thousands of kilometres of pipes
through which we deliver high quality drinking water for customers across our region to use.

We remove wastewater and generate energy - We remove wastewater and separate
bioresources to generate renewable energy to reduce our carbon footprint and energy costs.

We clean wastewater and return clean water - We clean the residual wastewater to meet
stringent environmental consents and return it to the natural environment.

We work in the North West, for the North West. This means understanding the key factors that
make our region unique.
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Economic factors

We are building resilience to continue serving our growing population and support jobs and the
tourism industry:

= 7.2 million population expected to grow significantly in the next 25 years
= 17,500 jobs actively supported by our work, with over 5,000 direct employees
= Tourism relied on by Lake District, Liverpool and coastal areas

Social factors
We are leading the sector on affordability and vulnerability:

= 41% of the most deprived areas in the country
= 47% of households have less than £100 savings to cope with unexpected bills
= 18% of households are affected by water poverty, 20% higher than the national average

Environmental factors

We have a large coastline, protected rural areas and dense urban areas, all of which create
different demands:

= 30% of land is National Park or Area of Outstanding Natural Beauty or Sites of Special
Scientific Interest

= 31 designated bathing waters with 25 ‘good’ or ‘excellent’ and 6 ‘sufficient’
= 830mm higher than average UK rainfall each year
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Our purpose and strategy

Our core values and strategic themes demonstrate the way we operate in order to work towards
our vision and deliver our purpose.

We are a purpose-driven organisation.
This is the reason we exist, and is what
drives us to continually improve our

erformance and the creation of value. ,
P United

Utilities

To provide great

service to
fo) customers and Qur strategy is broken down
ur communities in the into three themes which form
purpose North West, creating the framework for how we work
long-term value for all towards our vision. Our operational
of our stakeholders. performance measurement, risk
assessment and remuneration
policy are all aligned to these
strategic themes.

To be the best UK
water and wastewater
company.

Qur The best At the lowest Ina
service to sustainable responsible
customers cost manner

strategic themes

Customer focus Innovation Integrity

Our Customers are at the heart of We continually look for ~ We make promises

new ways to make our knowingly and keep them,
services better, safer, behaving responsibly towards
faster and cheaper. all of our stakeholders.

core values

Our core values provide the cultural
framework we operate in and we encourage
our employees to live these values in
everything they do in their daily work.
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Our marketplace

We are the water and wastewater provider in the North West of England and are subject to
economic, quality and environmental regulation.

Key facts:
= 50 million household and non-household customers in England and Wales
= 10 licensed water and wastewater companies

= More than £130 billion invested in maintaining and improving assets and services since
privatisation

Our industry and market

Customers in England and Wales are served by ten licensed water and wastewater companies,
making up around 95 per cent of the industry, with the remainder being smaller licensed
companies providing water-only services.

Since privatisation in 1989, the water industry has invested over £130 billion and delivered a
significant contribution to improvements in public health. This investment has led to
improvements in the quality of services, significantly higher environmental standards, and
superior quality drinking water.

The advancement of technology and innovation makes way for more improvements as we
continue to invest to improve services for the long term. Customer bills have declined in real
terms in the current and last regulatory periods.

The water and wastewater companies are split regionally based on river catchment areas.
United Utilities Water Limited (UUW) operates in the North West of England, and is the second
largest of these companies based on the size of our asset base, measured by Regulatory
Capital Value (RCV).

We provide water and wastewater services to a population of over seven million people, with
over three million household customers making up around two-thirds of our total revenue, and
over 200,000 businesses, ranging in size from large manufacturing companies to small shops.
Our competitive environment

Our main competitors are the other water and wastewater companies in England and Wales.
Our vision is to be the best UK water and wastewater company, and so we regularly benchmark
our performance against these peers.

Our regulators assess our comparative operational performance against the other water and
wastewater companies in England and Wales:

= The Drinking Water Inspectorate (DWI) assesses our performance in the water business;
= The Environment Agency (EA) assesses our performance in the wastewater business; and

= Ofwat assesses our customer service performance through its qualitative and quantitative
Service Incentive Mechanism (SIM) scores.

The EA performance assessment and qualitative and quantitative SIM scores are included in our
operational key performance indicators (KPIs).

As well as assessment against our water peers, we benchmark our customer service
performance against other leading service providers in our region.
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We are subject to regulation of price and performance by economic, quality and environmental
regulators, as set out in the diagram. These bodies exist to help protect the interests of
customers and the environment.

The political and regulatory framework can change significantly in the long term and we have
seen substantial tightening of laws and regulations since privatisation of the water industry. To
some extent these changes are outside our direct control. Maintaining good relationships with
these bodies enables us to engage positively in order to influence future policy with the aim of
achieving the best outcome for all of our stakeholders.

Our pioneering Systems Thinking approach and prudent financial risk management give us a
clear competitive advantage.

Systems Thinking improves efficiency and operational resilience. Prudent financial risk
management delivers long-term predictability and resilience to financial shocks. These
competitive advantages help us to deliver sustainable long-term value for stakeholders.

What do we do?

Systems Thinking looks at how each individual element interacts with the other constituents of
the system in which it operates. Instead of isolating smaller and smaller elements of the system,
Systems Thinking expands its view to consider larger and larger numbers of interactions over
time as a particular issue is being studied.

We use this pioneering approach to operate our business. For a water and wastewater company
this means, rather than assessing and operating each asset or individual treatment works in
isolation, we use all the data from the telemetry backbone we have installed across our network
to analyse the entire system and all its linkages, enabling us to find the best overall long-term
solutions.

Our field engineers across the region are linked by an Integrated Control Centre (ICC) at head
office, from which we plan, monitor and control our operations. We process enormous amounts
of real-time data in the ICC from right across our network, as well as factoring in other source
data such as weather forecasts, and we have begun using artificial intelligence and machine-
learning to process this data and spot issues so that we can work to resolve them before they
impact customers. We allocate resources to production teams with full accountability for asset
and system performance, helping to embed this way of thinking within our operational teams.

Read more about the rollout of artificial intelligence across our water network on page 35 of the
UUG annual report for the year ended 31 March 2019 — just one example of Systems Thinking
in action.

Why is this a differentiator?

The water industry was consolidated into its current regions in 1973 and a lot of our assets were
originally built a long time ago when water and wastewater services were managed by local
authorities with little coordination at a regional or national level.

It takes considerable time and investment to install the telemetry and interconnections across a
water and wastewater network to enable a Systems Thinking approach to be used. No other UK
water company does this at the holistic level we do, and we are continuing to extend our lead,
with new developments and further rollouts in the pipeline.
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What value does it create?

Using network-wide real-time data and operating our network in this way enables us to optimise
cost and service performance.

Systems Thinking is improving the reliability and resilience of our assets, reducing unplanned
service interruptions, and helping us move away from the traditional reactive approach to
address problems proactively before they affect customers.

This approach is helping us deliver operational improvements and £100 million cost savings
versus our original business plan for the current regulatory period. Further development of
Systems Thinking is embedded into our business plan submission for the 2020-25 period. It is
part of our long-term strategy to continue delivering benefits for customers and other
stakeholders well into the future.

What do we do?

Inflation — we maintain around half our debt in index-linked form, offering good relative value
and hedging the impact of inflation on a portion of our regulatory capital value (RCV) and
revenue. Most of this is RPI-linked, reflecting the current regulatory model. From 2020 Ofwat will
transition towards consumer price inflation including owner occupiers’ housing costs (CPIH), so
we will gradually increase our CPI exposure, subject to cost and availability, as CPI is the best
available proxy for CPIH in the absence of a CPIH debt capital market.

Interest rates — we fix the underlying interest cost on our remaining nominal debt out to ten
years, on a reducing balance basis. We have previously supplemented this by substantively
fixing interest rates for each forthcoming regulatory period when Ofwat publishes the final
determination, including the cost of debt allowance. From 2020 Ofwat will apply debt indexation
to the portion of debt assumed to be new debt, so this supplement will not be necessary for the
2020-25 period.

Pensions — we adopt an asset-liability matching approach for our defined benefit pension
schemes by investing in assets, such as corporate bonds and gilts and the use of interest rate
swaps that perform in line with the liabilities, providing a hedge against changes in swap and gilt
yields and therefore stability in our pensions position. The schemes have hedged inflation
exposure through RPI gilts and swaps, and in April 2019 we prepaid all remaining deficit repair
contributions meaning the schemes are now self-sufficient.

Why is this a differentiator?

Different companies have different levels of risk exposure as a result of preference and/or
analysis of the costs and benefits of moving away from a historically different approach. Our
prudent approach offers a lower risk exposure than many other companies.

What value does it create?

Effective financial risk management delivers long-term resilience and our clearly articulated
policies, covering a variety of market risks, help us reduce our exposure to the economic and
regulatory environment, providing more predictable returns to investors.

Our approach to debt financing and interest rate risk management enables us to consistently
lock in long-term debt at good relative value, manage uncertainty in Ofwat’s approach to setting
the cost of debt at each price review, and maintain resilience to financial shocks. Our asset-
liability matching approach reduces the volatility of the required funding level of our defined
benefit pension schemes, and self-sufficiency means our employees and pensioners are in a
very secure position and shareholders are well protected.

All of this underpins our target to maintain gearing (measured as net debt to RCV) within a range
of 55 to 65 per cent, which supports a solid A3 credit rating with Moody’s for United Ultilities

13



Water Limited, and enables us to maintain efficient access to the debt capital markets across the
economic cycle.

Ofwat sets the regulatory contract that we will deliver in each five-year period.

5-year regulatory contracts set by Ofwat for Asset Management Plan (AMP) periods
AMPG6 covers 1 April 2015 to 31 March 2020, with four of these five years now delivered

AMP7 covers 1 April 2020 to 31 March 2025, with business plans already well progressed
and final determinations due in December 2019

Setting our regulatory contract

Water and wastewater companies in England and Wales operate within five-year regulatory
periods known as Asset Management Plan periods (AMPS). Price, service and incentive levels
are set by our economic regulator, Ofwat, prior to the start of each regulatory period following a
period of consultation and planning known as a price review.

During the price review, Ofwat consults with stakeholders, including water and wastewater
companies, and sets out its methodology, which details its key areas of focus and an indication
of how prices, service and incentive levels will be set.

Companies consult with customers and other stakeholders, including environmental and quality
regulators, and prepare a detailed business plan that sets out the proposed price and service
package they will deliver over the period.

These plans are submitted to Ofwat, which scrutinises and challenges them and ultimately sets
a regulatory contract for each company, known as the final determination (FD). The FD sets the
price, in terms of total expenditure (totex) and customer bills, level of service, and incentive
package that companies must deliver over the period. It gives an allowed return companies can
earn, which is expressed as a percentage of Regulatory Capital Value (RCV).

We base our plan on continuous customer insight and bespoke research and consultation on
customer priorities, factoring in long-term planning as well as what is needed in just that five-
year period. This means we can submit a robust and balanced plan to Ofwat. This helps ensure
we receive a regulatory contract that targets the best overall outcomes for our customers and all
our stakeholders, and which effectively incentivises us to continually improve our performance.

We have just delivered the fourth year of the sixth asset management plan period (AMP6) that
covers the 2015-20 regulatory period. The 2019 price review (PR19) that will set the regulatory
contract for the 2020-25 period (AMP7) is well under way. Key dates in the PR19 process can
be seen on the timeline below.

Delivering that contract

In order to incentivise companies to deliver sustainably better and more efficient performance,
Ofwat gives companies the opportunity to earn a higher return where they outperform their
regulatory contract, and the risk of earning a lower return where they underperform. The
opportunity for outperformance allows us to create further value for customers, shareholders and
wider stakeholders. We can outperform through:

Totex — delivering the agreed outcomes while spending less than the allowed totex through
innovation and efficiency initiatives. Totex outperformance is shared roughly 50:50 between
customers and the company.

Outcome delivery incentives (ODIs) — beating the stretching target levels agreed for an
assortment of measures, mainly of customer service and environmental performance.

14
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=  Customer satisfaction — delivering a great level of customer service that is favourable
relative to the other water and wastewater companies, currently measured through Ofwat’s
quarterly service incentive mechanism (SIM) surveys.

= Financing — raising debt finance at a cost below the industry allowed cost of debt, which
forms part of the overall allowed return.

= Household retail — minimising the cost to serve our household customers relative to the
allowed revenue for household retail activities.

We include our performance against each of the above areas in our operational KPlIs, including
our targets for the 201520 regulatory period. Since the start of AMP6 we have published an
Annual Performance Report (APR), which reports our regulatory performance in a format that
helps customers and other stakeholders understand it and compare it with other companies in
the sector. This includes reporting of Return on Regulated Equity (RoRE), which is made up of
the base allowed return and any outperformance/underperformance in the above areas.

Our business plan submission for 2020-25

Meeting the high hurdle to achieve a fast-track assessment

Key facts:

= Fast-track rating received for our high quality and ambitious plan

= Lower bills for customers in real terms to 2025

= £100 million additional investment in 2019/20 to facilitate a flying start to AMP7
Overview

We submitted our business plan for the 2020-25 period in September 2018, and Ofwat
published its initial assessment (IAP) on 31 January 2019, in which we were one of only three
companies to achieve a fast-track assessment. This achievement reflects the transformation we
have delivered in recent years as well as the quality of our plan.

Our plan received the highest overall grades for the sector, as can be seen in the table below. It
was commended as high quality and industry-leading in many areas, including innovation,
affordability and vulnerability, customer engagement, and resilience. We committed to deliver
more for less for customers, with stretching service level targets alongside a significant bill
reduction in real terms.

As part of the IAP, all three fast-track companies accepted targeted actions from Ofwat. There
were areas of our plan where we were asked to commit to even more stretching targets, such as
reducing leakage, a further 3 per cent reduction in total expenditure, and provide more
information on our proposals. We will continue to work constructively with Ofwat through to our
final determination in December 2019.

A fast-track assessment brings reputational, financial and procedural benefits. Most importantly,
it gives us greater clarity earlier in the process, and we have committed a further £100 million
investment in 2019/20 to make a flying start in delivering our plan.

Ofwat published its latest annual Company Monitoring Framework assessment, in which we
retained the highest category of ‘self-assurance’. We have achieved this three years in a row —
the only company to do so — demonstrating the consistently high level of trust and confidence
that customers and other stakeholders can have in the quality and transparency of our reporting.
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Ofwat’s assessment of company performance against key test areas
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Source: Ofwat, PR19 Initial assessment of plans: Summary of test area assessment

A = High-quality, ambitious and innovative plan with evidence that overall is sufficient and
convincing

B = High-quality plan, not sufficiently ambitious and innovative to be exceptional with evidence
that overall is sufficient and convincing

= Concerns with the plan: Plan falls short of high quality and/or evidence is insufficient
and/or unconvincing in some areas

D = Substantial concerns with the plan: Plan falls significantly short of required quality and/or
little or no evidence, or no convincing evidence

High quality and sector leading across a range of areas

Innovation

Our approach to innovation is deeply embedded throughout the entire organisation and we were
the only company to receive the highest possible grade in the sub-test for innovation. We are
delivering technology and processes that are not seen elsewhere in the industry.

We have delivered enhanced capabilities through our pioneering Systems Thinking approach,
which has delivered both efficiency and improved performance, underpinning the transformation
we have delivered in recent years. Our business plan includes significant savings to be delivered
from our innovation initiatives.

We are actively working with global innovators, from small start-ups to large, established
corporations, reaching far beyond the water sector. Through our Innovation Lab, we have gained
unprecedented access to very small businesses with very big ideas — companies across the
world that would normally struggle to interact with a large utility.

We will exit the current regulatory period as a high-performing and efficient company, and we
have achieved this in part by being at the frontier of innovation and technology.
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Affordability and vulnerability

Our ambitious and innovative approach to addressing affordability and vulnerability is seen by
Ofwat as sector-leading and we received the highest available grade in this key test area.

Our plan represents a strong value for money proposition, supported by over 80 per cent of
customers. Average customer bills are lower with a real reduction of over 10 per cent between
2020 and 2025 supported by targeted financial assistance for those who need it most, while
service and environmental quality continue to improve.

Our region is home to some of the most deprived communities in England and Wales. We have
worked hard to put in place some of the most innovative and ambitious affordability schemes in
the industry, and have taken a lead on transforming the sector’s approach to supporting
customers in vulnerable circumstances. Our plan will push the industry frontier through
innovative affordability schemes, such as our Lowest Bill Guarantee, which gives confidence to
customers that a meter would save money, as well as water.

This year we hosted the second North West Affordability Summit, working alongside charities,
local authorities and support agencies to find ways to help customers in need. At this second
summit we launched the North West Hardship Hub, a one-stop-shop portal for cross-sector
information and financial assistance schemes to help the money advice community find the right
support for vulnerable people.

Customer engagement

Our high-quality approach to customer engagement was recognised by Ofwat in its assessment,
as was our ambition and innovation in bringing research findings together with other sources of
customer data to gauge customer support for our plan. One test area Ofwat asked us to improve
was delivering outcomes for customers, with more evidence on some performance commitments
and commit to more challenging targets to align with the results of customer feedback and the
industry frontier.

Our plan reflected unprecedented engagement with customers, regulators and other
stakeholders. Over 140,000 people from all walks of life were involved in informing our plan
through over 90 bespoke engagement exercises. We used a range of research techniques,
including online surveys, co-creation events and online panels tailored to the target audience.
Our use of new techniques, such as immersive research and behavioural economics, to get
better insight into customers’ preferences and to supplement stated preference approaches, was
highlighted by Ofwat as ambitious and innovative. Over 2 million individual data points, from
day-to-day interaction with customers, were used to create our plan.

The independent customer challenge group, YourVoice, monitored our performance during the
current regulatory period and was deeply involved in challenging our plan for 2020-25.

Resilience in the round

We have seen record-breaking extremes of weather in the last few years that have tested the
industry. Learning from this, we have already made significant progress in enhancing
operational resilience, and we are investing an additional £250 million in the current regulatory
period to improve this further.

We were assessed as an industry leader in our approach to securing long-term operational,
corporate and financial resilience. Our Systems Thinking approach has been fundamental to this
assessment, and our robust capital structure, appropriate level of gearing, prudent financial risk
management and strong pensions position contribute to the strength of our long-term resilience.

Our plan proposed a major water resilience scheme in Manchester and the Pennines, which will
mitigate the most significant operational risk that we face. Ofwat recognises the need for
investment to deliver resilience and welcomed the fact that we have embraced the direct
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procurement approach in our proposal. Given its scale and complexity, this will be addressed
outside the constraints of the fast-track timetable.

As a contribution to national resilience, we devised a large-scale north-south water transfer
scheme some time ago. Ofwat is proposing to allow up to £25.7 million to further investigate this
scheme in collaboration with two other water companies to determine whether it would be a
strong value-for-money proposition.

Aligning risk and return

Our plan provides for a fair balance of risk and return, with rewards available for the delivery of
stretching performance. We have a responsible corporate structure aligned with industry-leading
environmental performance and strong financial resilience, and we provided strong evidence
about the financeability of our proposed business plan.

We committed to provide £71 million of company funding over the period toward financial
assistance schemes for customers in need, building on our sector-leading approach to
affordability and vulnerability.

In addition, we proposed a clearly defined benefit sharing mechanism through our ‘CommUnity
Share’ scheme, which offers to match benefits for customers if dividends are much higher than
assumed in our business plan. We will consult with customers and stakeholders, under the
supervision of the independent customer challenge group, YourVoice, about how this funding
will be used, with transparency about how this funding would be used for customer benefit.

This builds on the voluntary reinvestment of over £600 million that we have already committed
across the current and previous regulatory periods. Ofwat recognises that this approach puts us
among the leading companies in terms of voluntary benefit sharing with customers.

Stretching service levels and efficient cost

Driving efficiency is a key focus for management and Ofwat found ours to be one of the most
efficient plans when compared with its own view of efficient costs.

Our business plan represented a reduction of over £1 billion in expenditure compared with
AMP5 (covering 2010-15), driven by innovation, use of market mechanisms, and the significant
improvement that we have made in efficiency in recent years. All three fast-track companies
were asked to reduce their cost proposals by about 3 per cent. This compares with the industry
average that was 15 per cent above Ofwat’s view of efficient costs.

In household retail, we have substantially reduced our cost base in recent years, primarily
through tackling levels of household bad debt, and we were pleased to see that our cost
projections aligned with Ofwat’s own assessment.

There are 14 common Outcome Delivery Incentives (ODIs) for the industry, where targets are
based on upper quartile performance expectations, alongside a suite of innovative, company-
specific measures. The targets for common ODIs were updated with Ofwat’s latest view based
on plan submissions, and may change further as the price review process continues for all
companies.
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Our business model

We consult and plan for short, medium and long-term horizons

We provide essential water and wastewater services to millions of customers every day, and this
relies on a variety of key resources. How we manage these is influenced by external drivers and
relationships with a variety of stakeholders.

Consultation with customers and other stakeholders forms an integral part of our planning
process across the short, medium and long term, and our work delivers a range of long-term
benefits for many different stakeholder groups. This value creation feeds back into the
continuous cycle of what we do.

Our external drivers and relationships
Natural environment

The natural environment is constantly changing, and we must adapt and prepare for future
impacts such as climate change and population growth. Our use and return of water to the
environment is a continuous cycle, and returning water cleanly and safely, as well as managing
our catchment land effectively, allows this cycle to begin again from the best starting point.

Technology and innovation

New technologies and innovative ideas present opportunities for us to make things faster, better,
safer and cheaper. These can come from all over, which is why we encourage innovation
externally and internally at all levels of the business, from our annual CEO Challenge and
dedicated innovation team to our Innovation Lab.

Stakeholders

Our work and the huge areas of land we manage puts us at the heart of communities in our
region, and impacts a large variety of stakeholders. We build relationships and consult with them
in developing and executing our plans.

Regulatory environment

Sustainable business means preparing for future market reforms as well as meeting current
regulatory commitments. We place great value on our relationships with economic, quality and
environmental regulators, engaging actively and influencing where we can.

Political environment

We engage with regional and national politicians as well as policy makers, through regular
meetings and conferences, in relation to areas such as our local investment schemes, our
economic contribution to the North West, and key policy issues affecting the water industry.

Economic environment

We are impacted by market rate movements, such as interest rates and inflation, and seek to
manage these prudently to reduce risk as far as practical. We operate in an area with high levels
of extreme deprivation, so helping vulnerable customers is particularly important for us.

Our key resources
Natural resources

We rely on natural sources of water that we collect for treatment, and manage large areas of
catchment land in a sustainable way. We rely on watercourses where we return wastewater
safely and cleanly to the environment, and we process bioresources from wastewater to
generate renewable energy, which helps to reduce our carbon footprint and energy costs.
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Assets

Our significant capital investment programme helps to grow our business while building
resilience and maintaining and enhancing sustainable long-term assets. We use telemetry
across the network to manage our assets as one integrated network from our Integrated Control
Centre as part of our Systems Thinking approach.

People

We rely on employees and suppliers to deliver our services to customers. We are committed to
attracting, developing, training and motivating a diverse and skilled workforce. We build effective
relationships and work with suppliers who share our values. We have management incentives
based on performance and a long-term incentive plan.

Financing

Financing allows us to preserve intergenerational equity for customers while funding long-term
capital investment. We maintain a robust capital structure with an appropriate level of gearing
level and prudent risk management. We have long-term debt locked in at good relative value
and maintain access to a range of markets. We proactively engage with equity and credit
investors.

We deliver the outcomes set out in our regulatory contract

What we do is set out in our regulatory contract, which details the price and service package we
will deliver in each five-year period split out by price control areas — wholesale water, wholesale
wastewater and household retail.

How we do it is set out in our strategic themes, and everything we do is underpinned by our
values and culture, and our governance and risk management. Our pioneering Systems
Thinking approach to operating our business is a competitive advantage.

Our outcomes and KPlIs

The best service to customers
Outcomes

= Provide great water;

= Dispose of wastewater; and

= Deliver a service customers can rely on.
KPIs

= Wholesale ODI composite;

= SIM - qualitative; and

= SIM — quantitative.
At the lowest sustainable cost
Outcomes

= Value for money; and

= Improved efficiency.
KPls

= Totex outperformance;

= Financing outperformance; and

= Household retail cost to serve.
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In aresponsible manner

Outcomes

= Protect and enhance the environment;

= Support local communities; and

= Support employees in a safe workplace.
KPIs

= Leakage;

= EA performance assessment; and

= Dow Jones Sustainability Index.

We create long-term value for a range of stakeholders

The work we do delivers a wide range of benefits to a variety of stakeholders, creating long-term
sustainable value for many people.

Responsible business runs through everything we do, as evidenced by our business principles.

For shareholders

Many of our shareholders are pension funds and charities and the income that we provide is
relied on by millions of people every day. We manage risk prudently and provide an appropriate
return, investing in our assets for growth and sustainability.

For customers

Through innovation and efficiency we provide a great service at a lower cost. We support
thousands of vulnerable customers through a wide range of assistance schemes.

For employees

We focus on attracting, developing and retaining a diverse workforce, and ensuring that we look
after their health, safety and wellbeing. To help ensure the next generation of skilled employees,
we run graduate and apprenticeship programmes.

For the environment

We maintain and enhance reservoirs, catchment land, rivers and bathing waters that provide a
home for wildlife, areas for recreation, and a major pull for tourism. We strive to reduce our
environmental impact and generate renewable energy.

For communities

We build partnerships and work with schools to develop skills and help people back to work. We
encourage employee volunteering programmes to help create better places, stronger
communities, and accomplish more to address local issues together.

For suppliers

We invest in the North West'’s infrastructure and generate jobs, skills and income through our
supply chain that supports the local economy. We treat all suppliers fairly and are a signatory to
the Prompt Payment Code.

Key resources and the impact of external drivers
Natural resources

We rely on a variety of natural resources to deliver water and wastewater services, and we
impact those natural resources through our operations, such is the circular nature of the water
cycle. We also generate renewable energy from the sun and wind.
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We rely on natural sources of water to supply customers. We hold abstraction licences for a
number of reservoirs, rivers and boreholes that permit us to take water from the environment in
a safe and sustainable way, which we then treat, store and transport across the region.

Nearly half the water we abstract originates from land we own and manage. Run-off from this
land impacts the quality of the water, so managing it well helps us provide reliable and clean
water, reducing risk and increasing our resilience. We help protect habitats and species
designated as nationally and internationally important, many of which make their homes on this
land.

We rely on watercourses to take effluent back into the environment after extensive cleaning to
ensure it meets environmental consents. This protects the health of the natural environment,
which enhances recreational value for our communities, protects rare species and wildlife
habitats, and provides economic benefits such as underpinning the local tourism industry.

We extract bioresources from wastewater, using anaerobic digestion to break it down into
biogas and biosolids. Biogas is used to generate renewable energy through combined heat and
power plants, reducing our energy costs and carbon footprint. Biosolids are treated to provide a
valuable source of nutrients and organic matter as high-quality fertiliser for farmers.

Impact of external drivers
Natural environment

Our long-term planning looks far into the future to ensure we are prepared for the challenges of
a changing natural environment. The most significant anticipated impact comes from climate
change, and in particular the long-term changes in average temperature and rainfall. Water
companies must adapt to meet the challenges climate change presents, and this creates both
risks and opportunities.

The main opportunity is the potential for water sharing. Our region typically receives higher
average rainfall than other parts of the country, meaning the availability of raw water tends to be
less constrained than in the comparatively drier south. Ofwat indicated in its initial assessment of
company business plans for 2020-25 that it would provide us with £25.7 million funding for
feasibility and planning work with respect to a potential north-south transfer of water as part of
the development of strategic water resources options for the south and south east.

The main risks are the impact of prolonged severe dry periods, which constrain water resources,
and intense periods of heavy rainfall, which increase the risk of flooding and pollution incidents.

Our response to climate change risk can be split into two areas: mitigation and adaptation.
Mitigation — reducing carbon emissions to minimise our contribution to climate change.

The key contributor to climate change is an increase in greenhouse gases. There is global
scientific agreement that as a result of human activity the amount of greenhouse gases in the
atmosphere is increasing and affecting the global climate. We have been driving down our
carbon footprint (net operational emissions in 2018/19 were over 70 per cent lower than
2005/06) and have plans to reduce it further, mainly through our energy strategy.

We have assessed our operational sites for their potential to generate renewable energy through
either solar panels or wind turbines. We are working on plans to substantially increase our
renewable energy production across the current regulatory period to 2020, mainly from solar,
and this year we generated the equivalent of over 20 per cent of our electricity consumption
through renewable energy. This provides environmental benefits as well as energy cost savings.

The anaerobic digestion of bioresources reduces our carbon emissions as well as saving energy
costs and producing a high-quality fertiliser. Our advanced digestion facility at Davyhulme
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wastewater treatment works is one of the largest of its type, making the site energy self-
sufficient, with surplus energy exported to the national grid.

Adaptation — improving the resilience in our water and wastewater business.

The potential effect of climate change on our future water resources is considered in our 25-year
Water Resources Management Plan, and we published two adaptation reports in 2011 and 2015
outlining our holistic, integrated and partnership approach to a range of short, medium and long-
term challenges including climate change.

It is predicted that climate change will result in the North West experiencing higher daily
temperatures all year, and a shift in our rainfall from summer to winter. More occurrences of
heavy rainfall are expected, with higher rainfall in winter but more frequent and/or severe
drought events predicted in summer.

We have first-hand experience of the impacts of extreme weather events on our operations and
customers — during 2018 we experienced two weather extremes, with a deep freeze followed by
rapid thaw in the early part of the year, and then extremely hot, dry weather coupled with
significantly increased demand for water over the summer.

Coping with extreme hot, dry periods requires action in relation to both supply and demand.

Supply is managed by ensuring we continue to have resilient water resources and infrastructure
capable of moving water efficiently around the region. We have an integrated supply zone
covering the majority of our region operated using our Systems Thinking approach. This helps
us to manage water supply and demand and, where there is any potential shortfall, we bring
more supplies online to meet demand. Generally this system is proficient, but there are areas
that require further improvements to deal with future challenges. Our West East Link Main
pipeline runs between Manchester and Liverpool, allowing transfer of water across our region,
and the extreme dry weather in 2018 gave us cause to increase the capacity of this pipeline, as
well as bringing additional groundwater sources online, both of which increased our resilience.

Demand is managed by encouraging and supporting customers to use water efficiently. We
have increased our efforts in this area and ran a number of high profile campaigns in summer
2018 when demand was much higher than normal. We encourage customers to save water
through education initiatives to raise awareness, sharing water saving tips on our website and
through social media, and providing free water-saving devices. We work with external partners
to expand our messaging further afield, and have increased the number of water meters
installed, with 44 per cent of households in our region now fitted with meters.

Coping with periods of intense heavy rainfall requires action to cope with excess surface water
drainage while minimising the risk of sewer flooding, pollution and spills.

Traditional interventions, such as storage tanks and enlarging sewers, are costly and subject to
constraints for space, particularly in urban areas with little permeable ground. Innovation is
needed to find new solutions, which is why we have increased our focus on the use of
sustainable drainage solutions in recent years, working with partners to transform hard-grey
areas into living planted places.

Our operations produce sludges, excavated materials and general office waste, which we are
committed to managing in a sustainable way. Less than five per cent of our waste goes to
landfill, we use recycled products where practical, and are working to reduce the use of plastics.
We look for ways to reduce our use of raw materials to minimise our environmental impact and
increase efficiency.
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Stakeholders

Our catchment land is open to the public with an estimated nine million visits a year, providing
access to the beauty and recreational benefits that the natural environment offers, and boosting
the local tourism industry.

Much of our catchment land is managed by tenant farmers, or in partnership with other
organisations such as the RSPB and Wildlife Trusts. We are increasingly looking at integrated
catchment solutions, taking a holistic view of issues and solutions within catchments, working
with others to improve the lakes, rivers and coastal waters in our region, and often utilising the
natural environment as part of the solution. We have a long history of doing this through our
award-winning sustainable catchment management programme (SCaMP), which has shown we
can manage our catchment land to protect and enhance water quality and to provide other
benefits such as an improving biodiversity.

We are one of many organisations with a role to play in boosting the quality of bathing water
along the North West coast. With strict bathing water standards, we continue to work with
partners to improve the quality of rivers and coastal waters, and we give the public real-time
information on bathing water quality.

Technology and innovation

Innovation is one of our core values, and we embrace new treatment technologies and efficient
approaches that use less resources. The development of connected technologies and Systems
Thinking enables greater control and flexibility to operate our networks and assets to reduce our
environmental impact.

Regulatory environment

Our regulatory framework shapes the way we manage natural resources and our interaction with
the environment, and we work with our environmental regulators to agree long-term plans. The
Environment Agency (EA) assesses water companies’ performance across a basket of
measures including regulatory compliance, pollution incidents and improvement plans.

Political environment

Many of our environmental regulations are based on EU legislation; therefore, there may be
changes after the UK leaves the EU. The UK government published its 25-year Environment
Plan for England and Wales in 2017, setting out its environmental ambitions. This plan, subject
to any changes following exit from the EU, influences our activities and long-term investment
plans.

The influence of devolved metro mayors in our region is starting to impact development and
spatial planning, including the natural environment. Maintaining a close working relationship
helps us work together to improve the natural environment in the region.

Global politics also has an impact on what we do. See pages 42 and 43 for how we are
contributing to the UN’s Sustainable Development Goal to ‘Ensure access to water and
sanitation for all’.

Management and measurement

We have an ISO-accredited environment management system that covers the whole business,
and is externally certified through six-monthly surveillance visits.

We have a comprehensive set of environmental strategies covering our approach to carbon
management, waste and resources, biodiversity and water use.
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We manage our own woodland in a sustainable way to protect water quality, conservation,
access, recreation and timber, and have been Forest Stewardship Council® (FSC®) certified
since 2003.

A number of our operational KPIs are directly linked to the protection and enhancement of the
natural environment, such as leakage, EA performance assessment, and some of our wholesale
outcome delivery incentives, such as measures of our contribution to improving rivers and
bathing waters, and pollution incidents.

We measure and report on our wider environmental performance. Those most relevant to our
stakeholders can be found on pages 37 and 38, and information is available on our website at:
unitedutilities.com/corporate/responsibility/environment/environment-performance

The principal risks and uncertainties that relate to this key resource are ‘Health, safety and
environmental risk’, ‘Water service risk’ and ‘Wastewater service risk’'.

Link to our strategic themes
The best service to customers

Customers have told us they value the natural environment and want us to protect and enhance
the region’s natural resources as part of our activities, and this was one of the outcomes that we
committed to deliver as part of our business plan for the 2015-20 regulatory period. Many of our
outcome delivery incentives are directly linked to the environmental impacts of our water and
wastewater services and to protecting and enhancing the environment. We help customers do
their bit for the environment and save money on their bills through our water-saving initiatives
and ‘what not to flush’ campaigns to prevent sewer blockages.

At the lowest sustainable cost

Our embedded innovation culture helps us find new ways of working that simultaneously reduce
costs and protect natural resources. Our approach to catchment management aims to address
issues at source rather than through increasingly expensive treatment methods. This approach,
as well as our renewable energy generation, makes us less reliant on power and chemicals,
which reduces treatment costs as well as carbon emissions and use of natural resources. The
work we do to prepare our network to sustainably cope with extreme weather and the challenges
of climate change can save repair and recovery costs as well as ensuring a more resilient
service for customers.

In a responsible manner

Managing our dependency, use and impact on natural resources is a key expectation of many of
our stakeholders. Our monitoring and management of leakage from our water network is a
crucial part of responsible water management. We comply with abstraction licences and
environmental discharge consents set by independent regulators to safeguard the responsible
management of the environmental impact of the water and wastewater services we provide. In
addition, our efforts to reduce our carbon footprint and use of plastics makes an important
contribution to protecting and enhancing the natural environment and mitigating climate change.

Our network assets and treatment works are essential to delivering water and wastewater
services to customers and protecting public health, and our energy assets enable us to generate
energy, which helps reduce costs and minimise our environmental impact.

We are investing around £3.9 billion across the 2015-20 period, and we expect to continue with
a substantial investment programme for the foreseeable future to meet increasingly stringent
environmental standards and to maintain and improve our assets and services.
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Impact of external drivers
Natural environment

We must build increased resilience into all our assets to cope with the anticipated impacts of a
changing climate in the long term, including improvements to flood defences. Our assets must
be prepared to continue to comply with increasingly challenging environmental constraints in
areas such as water abstraction and wastewater treatment levels.

Economic environment

When making strategic investment decisions we must consider the impact on customers’ bills
and ensure we maintain affordability. A phased, long-term approach to address all of the
concerns and interests of our many stakeholders, including environmental regulators, ensures
that the necessary work can be delivered without the costs placing too much pressure on
customer bills. For example, we have agreed to spread some of the environmental spend
required by current legislation over the next 15 years.

Regulatory environment

Many of our assets are very long-term in nature, such as our impounding reservoirs that can last
hundreds of years. Through our economic regulation framework we earn a return, received
through revenue, based on a measure of the value of our capital asset base, Regulatory Capital
Value (RCV). This mechanism allows us to share the cost of building these long-term assets
between the generations that will benefit from them.

Our RCV is over £11 billion, but the gross replacement cost of our fixed assets (including all our
reservoirs, treatment works and pipes), i.e. the estimated amount it would cost for another
company to build similar assets and networks, is around £90 billion.

Stakeholders

Many of our reservoirs are areas of natural beauty and we permit the public to enjoy access to
this land, bringing recreational and health benefits. Other assets, such as our wastewater
treatment plants, are close to residential areas and we work hard to minimise odours and other
impacts.

New infrastructure projects, such as our West Cumbria pipeline, can impact local communities
and we go to great lengths to consult in the planning stage.

Political environment

UK government priorities, including those of the National Infrastructure Commission, will impact
the planning of large infrastructure projects. We anticipate an increase in the North West's
population of around one million by 2045 (more than the population of a large city such as
Liverpool). We are planning to ensure our services and infrastructure are able to meet the needs
of this growing population, including new connections and higher demand on our water and
wastewater networks.

Technology and innovation

It is important we have the right systems and procedures in place to monitor and control our
assets efficiently and effectively. We embrace the opportunity that new technology and
innovation presents. This is at the heart of our Systems Thinking approach.

The new Nereda process has transformed the wastewater treatment process, our use of robots
in managing the water network has improved efficiency and customer service, and we are using
drones to inspect assets with restricted access, which improves health and safety as well as
reducing time and costs.

We use technology for renewable energy self-generation, for example our Davyhulme sludge
recycling centre employs a groundbreaking configuration of thermal hydrolysis to maximise
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energy generation from sludge; and we built Europe’s largest floating solar array on our
reservoir in Godley, Greater Manchester.

Technological advances can give rise to new risks as well as opportunities. Cyber crime has
been on the increase in recent years and, as the holder of customer information, is a threat we
take very seriously.

Management and measurement

Our asset management policy, available to all employees on our intranet, details how we will
operate, maintain and invest in our assets with the aim of delivering our customer promises and
associated outcomes, as agreed at the price review for the current regulatory period.

We monitor the condition and performance of our assets and assess the risk to service
provision. Our proactive and reactive maintenance programmes, and focus on asset health
performance measures, ensure we are managing our assets in the most efficient way. Our
wholesale outcome delivery incentives, which feature as one of our operational KPIs, include
measures of asset health such as the resilience of our impounding reservoirs and maintaining
our wastewater treatment works.

The principal risks and uncertainties that relate to this key resource are ‘Security risk’, ‘Water
service risk’, ‘Wastewater service risk’, ‘Compliance risk’, and ‘Supply chain and programme
delivery’.

Link to our strategic themes
The best service to customers

Maintaining and enhancing our assets is essential in order for us to provide the best service to
customers. Since privatisation in 1989, we have invested billions in our assets and this has
provided substantial benefits to customers, including reduced supply interruptions, reduced
sewer flooding incidents, and improved water quality.

At the lowest sustainable cost

We manage our assets in a holistic way that seeks to minimise whole life costs, helping us
deliver efficient total expenditure (totex) without compromising on quality of service or long-term
resilience. This approach helps us to save future operating costs, reduce future customer bills,
and continue to operate in a sustainable manner.

In aresponsible manner

We are committed to managing and operating our assets in a way that continues to create long-
term value for all our stakeholders. Effective capital investment helps us to meet increasingly
stringent environmental standards, which helps to enhance the region’s environment, improving
bathing waters and protecting indigenous wildlife and habitats.

We support thousands of jobs in the North West, including a growing graduate programme and
we have been named one of the top 100 apprenticeship employers, helping to secure a legacy
for the future in our region. We believe that the most effective decision-making comes from
access to a diverse range of people with a broad set of viewpoints.

Fundamental to the performance we deliver is a skilled, engaged and motivated team of
employees, suppliers and contractors. We provide comprehensive training and development
opportunities for our employees. Competitive wages, benefits and long-term incentives have
been shown to enhance quality of work, increase employee retention, and reduce absenteeism,
as well as providing societal benefits. Employee retention also helps ensure efficient and
effective training and higher levels of performance.
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Impact of external drivers
Stakeholders

We are committed to protecting the health, safety and wellbeing of our people. This is
fundamental to their welfare and to the reputation and performance of the company, and
remains an area of focus as we strive for continuous improvement. We have implemented a
number of initiatives over recent years to improve health and safety conditions for our
employees, and have been awarded the workplace wellbeing charter.

We promote diversity and equal opportunity to drive a comprehensive and balanced skill set,
and we recruit and promote employees on the basis of merit. Over the last few years, we have
been striving to improve diversity across all types of role and all levels within our business. We
established a Gender Equality Network in 2015 to provide role models, mentoring and
opportunities. We target diverse shortlists and attraction campaigns for our apprentice and
graduate schemes.

Women are represented at all levels of our company. Over a third of our combined board and
executive team is female. See chart.

Group board! Executive team?
i .|| w .||
T 3 2 2

Senior managers® Wider employees*

te 14

3,491 1,891

1Group board as at 31 March 2019.
2 Executive team excludes CEO, CFO and COO, who are included in group board figures.

3As at 31 March 2019, there were 11 male and 3 female employees appointed as statutory directors of subsidiary group
companies but who do not fulfil the Companies Act 2006 definition of ‘senior managers’.

“Employees of each sex as at 31 March 2019.

Applicants with disabilities are given equal consideration in our application process, and
disabled colleagues have equipment and working practices modified for them as far as possible
where it is safe and practical to do so.

Economic environment

The availability of skilled engineers depends on economic and social conditions. Our award-
winning apprentice scheme and graduate programme help ensure we can continue to attract
and train a high calibre of engineers, in a profession which has seen declining numbers in the
UK in recent years. Our employees are paid a competitive base salary plus benefits and the
opportunity to join the employee healthcare scheme and our share incentive plan.

We work with suppliers and contractors whose business principles, conduct and standards align
with our own. Our key suppliers have committed to our sustainable supply chain charter. We
support the appointment of a small business commissioner to investigate companies who do not
treat suppliers fairly, are a signatory to the Prompt Payment Code, and will fully comply with
rules on reporting payments to suppliers.

28



Technology and innovation

We have an embedded culture of innovation, and it is one of our core values. We encourage
ideas from our people as well as from outside our business, both ad hoc and formally through
programmes such as our annual CEO challenge.

Management and measurement

We measure employee engagement through an annual survey, and regularly achieve
engagement levels higher than the UK norm. We monitor and measure employee performance
through annual reviews, and employees at all levels of the company participate in the bonus
scheme, so they benefit from company success. The bonus performance measures are the
same for all employees as those for the executive directors, and can be found on page 95.

We maintain a comprehensive A—Z suite of policies, which are available to all employees on our
intranet. Our policies on maternity, paternity, adoption, personal and special leave go beyond
the minimum required by law. For disabled applicants, and existing employees, we are
committed to fulfilling our obligations in accordance with the relevant legislation.

We convened a cross-company working group to draft our human rights policy statement and
assess risks and potential impacts on our stakeholders. These are mapped to, and managed
within, our corporate risk register. Our human rights policy can be found on our website, and this
has links to other related policies including our modern slavery policy and slavery and human
trafficking statement, and sustainable supply chain charter.

The principal risks and uncertainties that relate to this key resource are ‘Health, safety and
environmental risk’ and ‘Resource risk’.

Link to our strategic themes
The best service to customers

Our employees and our supply chain act as the face of our business, and therefore are a crucial
part of delivering the best service to customers across our entire business. Customer focus is
one of our core values that we encourage our people to live by, and we recognise great
customer service from individuals, such as through participation in the WOW! Awards.

At the lowest sustainable cost

Comprehensive training and development opportunities for our employees help to improve our
internal skills base and therefore quality of work at an efficient cost, as well as creating a more
engaged workforce. Management has a range of incentives that focus on performance over a
number of years, rather than just the current year, to encourage the delivery of benefits over the
longer term.

In a responsible manner

We work with schools, including encouraging the next generation of women into science,
technology, engineering and mathematics careers, and with our supply chain partners to give
young people not in education, employment or training the chance to gain hands-on experience
and basic skills training in the workplace. We are a signatory to the Prompt Payment Code for
our suppliers.

As a result of the long-term nature of our assets and the need to spread the cost between the
generations of customers that benefit from them, it is necessary to raise financing in order to
fund this investment.

We adopt a prudent approach to managing financial risks, with clear and transparent hedging
policies, and our debt portfolio has a very long average life. We maintain a robust and
sustainable capital structure, balancing both equity and debt financing, which helps us maintain

29



a strong and stable investment grade credit rating. This enables efficient access to the debt
capital markets across the economic cycle, long-term financial resilience, and reduces our
exposure to fluctuating market conditions and regulatory changes.

Impact of external drivers
Economic environment

Changes in economic conditions and financial markets can influence our ability to create value
through financing. We mitigate some of the impact through our financial hedging strategies,
including our approach to hedging inflation and interest rates.

Interest rates have been comparatively low in recent years, and through our interest rate
hedging policy we have progressively locked in these lower rates on our debt portfolio,
benefiting our future cost of debt.

Our revenue and regulatory capital value (RCV) are linked to RPI inflation during the current
regulatory period. Our inflation hedging policy aims to maintain around half our net debt in index-
linked form (where it is economic to do so), as this provides a partial economic offset for our
inflation exposure. Periods of lower inflation mean lower growth in revenue and the RCV, but
also lower finance costs, and the reverse is true in periods of higher inflation.

Market sentiment can impact our financing. While much of this can be outside of our direct
control, we can help inform and influence investor opinion through regular engagement.

Regulatory environment

Our ability to raise efficient financing at a cost cheaper than many of our peers provides the
potential to outperform the industry-allowed cost of debt, and we have a long track record of
aligning our financial risk management policies with the regulatory model.

We maintain an appropriate level of gearing, measured as net debt to regulatory capital value
(RCV), within a target range of 55-65 per cent, which is broadly in line with regulatory
assumptions for the ‘notional company’.

Our inflation hedging policy aligns with the current RPI-linked regulatory framework, and we
have evolved our policy and began introducing CPI-linked debt in line with Ofwat’s transition
towards CPIH inflation for the 2020-25 period. We issued the first ever CPI-linked notes by a UK
utility in 2017 and have continued to increase our CPI exposure where there are good relative
value opportunities, but we expect our index-linked debt to remain mostly in RPI-linked form until
CPI or CPIH debt and swaps become available in sufficient size at an economic cost.

Our interest rate hedging policy is to fix nominal debt out to 10 years on a reducing balance
basis, reducing our exposure to market fluctuations while managing uncertainty in Ofwat’s
approach to setting the cost of debt at future price reviews. For 2015-20 we also substantively
fixed all our nominal debt to the end of the period once the cost of debt was known, but we will
not do this for 2020-25 as a result of Ofwat’s introduction of indexation on new debt.

Stakeholders

As a subsidiary of a FTSE 100 listed company, we have open and transparent reporting around
all of our financing arrangements, which helps to build trust with long-term investors as well as
our regulator.

We have proactive engagement programmes debt investors, through which we update them on
developments in our business and seek their views, which we consider in our strategic planning.

Technology and innovation

New innovative ways of raising finance often emerge, for example accessing pockets of
untapped investor demand via our Euro Medium Term Note (EMTN) programme, CPI-linked
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financing, and green bonds have become more prevalent in recent years. We monitor and
assess these developments and continue to maintain access to a broad and diverse range of
sources of finance in a number of markets, across which we seek the best relative value when
issuing new debt.

Management and measurement

We have clearly articulated financial risk management policies, covering credit, liquidity, interest
rate, inflation and currency risk.

We maintain relationships with a diverse range of banks, and we periodically refresh our EMTN
programme to enable efficient debt issuance under pre-agreed contractual terms. The board
delegates authority to the CFO, allowing us to respond quickly to attractive financing
opportunities.

We aim to avoid a concentration of refinancing in any one year, and fund long-term where
possible. We monitor liquidity forecasts, with a policy of having available resources to cover the
next 15-24 months of projected cash flows to ensure forward funding needs are met.

As part of our planning process, we review key credit ratios against required thresholds for our
target credit ratings. Performance against these ratios is regularly monitored, and we maintain
relationships with the credit rating agencies to understand methodology changes.

The principal risk that relates to this key resource is ‘Financial risk’.

Link to our strategic themes
The best service to customers

Customers benefit from receiving service improvements earlier as a result of our ability to pre-
fund investment in long-term assets, and keeping finance costs down helps us to ensure hills
remain affordable. The financial resilience we build through our financial risk management helps
to ensure we can continue to provide great service long into the future.

At the lowest sustainable cost

Locking in long-term debt and swaps at good relative value helps keep our finance costs low,
and we monitor liquidity and headroom regularly to maintain adequate funding. Our approach
and financial risk management reduce our risk exposure and help ensure the sustainability of
our ability to efficiently finance our business.

In a responsible manner

Our environmental, social and governance performance and robust capital structure give equity
and debt investors confidence in the long-term sustainability of our business, which reduces
their investment risk. We do not use offshore financing vehicles, and our open and transparent
reporting is trusted by Ofwat who rated us ‘self-assurance’ three years in a row.

Our pioneering approach to operating our business, which we call Systems Thinking, is one of
our competitive advantages and we set out more detail on this on pages 12 and 13.

Systems Thinking is one of the main drivers of the operational performance improvements we
have delivered in recent years, as well as helping us achieve significant cost savings.

We have embedded this way of thinking throughout our business, to put in place the telemetry
backbone across our network, to gather and analyse data, and to set up our Integrated Control
Centre (the ‘digital brain’ of our network) to remotely monitor and control our assets from our
head office. This time and investment has given us a significant advantage.
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The best way to demonstrate what Systems Thinking means in practice and the benefits it
delivers is to give detailed operational examples.

Since 2015, we have included business insights in each year’s annual report covering our
integrated control centre, our network sensors and telemetry backbone, our system-wide
approach to sludge treatment, and our use of artificial intelligence to deliver advanced water
network management.

This year, read more on page 12 about how we are rolling out artificial intelligence across our
entire water network through a platform that can assess vast amounts of data on a wide range of
factors such as weather, demand for water, pump performance and electricity prices. This was
an idea developed through our Innovation Lab, and helps make decisions on the most cost-
effective and efficient way to run water pumps, detect burst pipes, and minimise the risk of
discoloured water.

Good governance lies at the heart of all successful organisations and leads to better
management decisions. We strive to operate in a manner that reflects the highest standards of
corporate governance, accountability and transparency. Our company structure and governance
standards are designed to ensure our board continues to observe sound and prudent
governance in compliance with the UK Corporate Governance Code.

Our board members have diversity in terms of experience, skills and personal attributes, and in
terms of age, gender and ethnicity, helping to bring a breadth of views in considering strategic
decisions and priorities.

We have an anti-bribery policy that all our employees must follow, and processes in place to
monitor compliance with the policy. We operate an independently provided, confidential
reporting helpline and web portal for employees to raise matters of concern in relation to fraud,
dishonesty, corruption, theft, security and bribery, and all claims are fully investigated. Our audit
committee has oversight of the policies and procedures in relation to anti-bribery and fraud.

Our anti-bribery policy is available to view online at: unitedutilities.com/corporate/about-
us/governance.

Our employees and representatives of our suppliers must comply with our sustainable supply
chain charter. This explains that we will not tolerate corruption, bribery or anti-competitive
actions, and we expect our suppliers to comply with applicable laws and regulations and, in
particular, never to offer or accept any undue payment or other consideration, directly or
indirectly, for the purposes of inducing any person or entity to act contrary to their prescribed
duties.

Given the complex legal and regulatory environment within which we operate, and the critical
nature of our infrastructure and service provision, we are exposed to a broad variety of risks.
Mitigating exposure to potential risks helps us improve our resilience.

Accepting some level of risk is a normal and necessary consequence for a commercial
organisation in order to run the business in a cost-effective way. However, as you would expect
of the provider of an essential service, we adopt a prudent approach to managing risks to our
business.

Our core values of customer focus, integrity and innovation start at the top and cascade through
all levels of our business. They are interrelated — innovating to improve our services and acting
with integrity in the way we conduct our activities helps us to continually improve customer
service.
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Customer focus

We have instilled a customer-centric approach right across our organisation, and this has been a
key driver of the major improvement in customer service. Putting customers at the heart of what
we do has helped deliver benefits for shareholders and wider stakeholders.

Integrity

Acting with integrity, both at board level and as a company, underpins our approach to
responsible business and building trust. We actively encourage our employees to express their
opinions and ideas through various engagement and social channels, such as our employee
engagement surveys, intranet, and social media collaboration tool ‘Yammer'.

Innovation

Innovation is a critical enabler in creating value. We welcome new ideas and technologies from
all levels of our business with employees given the opportunity to develop and present ideas to
senior management, from our supply chain, and from industries across the world, including via
our Innovation Lab, further details of which can be found on page 37 of the UUG annual report
for the year ended 31 March 2019.

See how our core values underpin our strategic themes and contribute towards delivering our
purpose and working towards our vision on page 10.

The culture of our company is a combination of our values, attitudes and behaviours, manifested
in our operations and relations with all our stakeholders.

See how we are contributing to the UN’s Sustainable Development Goal to ‘Promote just,
peaceful and inclusive societies and institutions’ on pages 42 and 43.

The United Utilities way of doing things is to behave as a responsible business and is set out in
our ‘Business Principles’ document, which can be found on our website at:
unitedutilities.com/corporate/about-us/governance/business-principles

How we create value for stakeholders

Identifying who our stakeholders are and engaging to understand what matters to them helps
enable us to create long-term value.

Why stakeholder engagement matters

Our purpose is to provide great service to customers and communities in the North West,
creating long-term value for all of our stakeholders. To create this value, it is important to
understand our stakeholders and what matters to them.

The provision of water and wastewater services creates a deep connection between the
company and the communities we serve. Our work generates value for the North West
economy, for example through job creation and delivering environmental improvements, which
underpin the region’s tourist economy.

Politicians and the media can influence our priorities and the perceptions of our stakeholders.
During the year there has been increased focus on the water sector, from several perspectives
including corporate governance, resilience and levels of leakage.

We recognise that we do not operate in isolation and it is not our decision alone to determine
what the region needs us to deliver. This is why it is essential we engage with stakeholders
across the North West, so we can identify shared solutions to shared challenges.

Understanding what matters to stakeholders will only be achieved by building strong,
constructive relationships and engaging regularly. We value the diverse perspectives that a
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broad range of stakeholders, representing different and often competing interests, can bring to
our decision-making.

The relationships we build are subject to robust governance to ensure the insights generated are
taken into account in decision-making at executive and board level. This is important to building
trust. The UUG board’s corporate responsibility committee meets four times a year and
stakeholder engagement is one of its standing agenda items. The chair of the independent
customer challenge group, YourVoice, attends board meetings to provide its perspective.

The following pages detail how we engage with, and are influenced by, each of our key
stakeholder groups, and the value we create for them. Our analysis of what matters most to
stakeholders, and how these issues affect our ability to create long-term value in line with our
purpose statement, is set out in our material issues matrix on pages 41 and 42.

How we engage with and are influenced by customers

To deliver a great service in a way that customers value, we need to listen and engage with
them in building new solutions. We engage with customers through a variety of channels,
including webchat, text and social media. We get feedback on customer interactions every day,
and conduct more detailed weekly research on key themes that are important to them. We have
changed how we communicate and deliver services based on customer feedback, such as the
introduction of our customer app and redesign of customer bills. Our business plan for 2020-25
was shaped by unprecedented levels of customer engagement.

The independent customer challenge group, ‘YourVoice’, aims to ensure customers are at the
heart of our business planning engagement, and the Chair regularly attends our board meetings.
YourVoice continues to provide challenge and critical support on our delivery of commitments for
the 2015-20 period as well as contributing to our business plan for 2020-25.

Top three material issues for customers

Both an external and internal factor - Customer service and operational performance
Both an external and internal factor - Affordability and vulnerability
Both an external and internal factor - Leakage and water efficiency

How we create value for customers

Short-term
We focus on delivering a reliable service so customers can simply get on with their lives and
not have to worry about their water and wastewater services

When they do need to contact us, we provide a helpful service, talking and listening to
customers so we can understand and meet their expectations

We maintain bills that are good value for money through innovation and efficiency

Where customers are struggling with affordability and vulnerability, we provide tailored
support through Priority Services and payment assistance schemes

Long-term
Our water and wastewater services make a major contribution to the long-term health and
wellbeing of customers in our region

Through long-term financing and the regulatory framework, we are delivering multi-million
pound infrastructure projects, to improve our services and resilience for the long term. We

34



United Utilities Water Limited

Strategic report

ensure the cost of this is shared fairly and affordably between those that benefit now and in
the future

=  We focus on earning the trust of customers, for example by keeping personal details safe
and through transparent reporting, to ensure they can have complete peace of mind

Link to strategic themes

Best service to customers

Engaging with customers helps us understand what they value most so that we can target our
services accordingly.

At the lowest sustainable cost

By achieving sustainable cost reductions we can provide an efficient service, keeping bills low
and enabling us to help vulnerable customers.

In aresponsible manner

Customers value a company they can trust, and they care about protecting vulnerable people in
society. They value the support we provide through our many assistance schemes.

Communities
How we engage with and are influenced by communities

Our work puts us at the heart of local communities, places where customers and employees live
and work. When communities come together, whether that is around a particular issue or
location, they can often make powerful representations to the company. We seek to develop
strong relationships based on mutual trust, respect and an understanding of the impact our work
has on everyday lives. We play a constructive role in tackling issues through engagement and
investment, and by identifying the water-related issues that matter most to communities we can
develop solutions in partnership with them.

We engage through facilitated workshops and community partnerships, such as the North West
Hardship Hub to help customers in vulnerable circumstances. Issues raised by communities can
present opportunities to improve what we do or to help others, while others can be complex and
difficult to handle, with competing interests between different stakeholder groups, and require
time and effort to work through.

Top three material issues for communities

External factor - Land management and access
Internal factor - Community investment
Both an external and internal factor - Trust, transparency and legitimacy

How we create value for communities
Short-term

= We look after beautiful landscapes and beaches and open our land to the public, which
supports the regional tourism industry and gives communities the health and wellbeing
benefits through access to relaxation and recreation

= We encourage employees to volunteer on projects that address local issues, helping to
create better places and stronger communities

= Working in partnership with others means we can accomplish more together to tackle mutual
issues, such as partnering to develop employability skills for those who need it most
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Long-term

= The health and wellbeing benefits through our provision of access to nature for recreation
and relaxation helps reduce the burden on health services

= We make a significant contribution to the regional economy through our activities, the people
we employ, and the money we spend in our supply chain

= We work with teachers and children to raise awareness about water and the natural
environment, giving the next generation an understanding of the true value water brings and
how we can all play our part in protecting the services nature provides

Link to strategic themes
Best service to customers

Customers live and work in the local communities we serve and so they value the work we do to
tackle issues together

At the lowest sustainable cost

By operating at the lowest sustainable cost we are able to continue investing in local
communities for the long term

In aresponsible manner

As they encompass a breadth and depth of people, communities bring a variety of views and
issues to our attention, helping us find the most balanced approach in the best interests of all

Employees
How we engage with and are influenced by employees

Our employees are the face of the company and we could not deliver our services without them.
It is essential we build productive relationships based on trust, develop our employees and keep
them engaged and motivated so we can meet the stretching objectives we set ourselves.
Employees know our business better than anyone, with a diverse range of views and
experience, making them well placed to identify opportunities for improvement.

We have a highly engaged workforce who take pride in their work, value opportunities to learn
new skills, and maintain an open and honest dialogue with unions and the business. Line
managers play a vital role in supporting employees, with regular one-to-one meetings, and our
engagement survey regularly scores above the UK norm. Our new ‘employee voice’ will ensure
their perspective is heard by the board. We have employee-led networks such as for gender,
LGBT and disability, and encourage employees to share innovative ideas via many forums.

Top three material issues for employees

Internal factor - Health, safety and wellbeing

Both an external and internal factor - Diverse and skilled workforce
Internal factor - Employee relations

How we create value for employees

Short-term

=  We have a strong focus on health, safety and wellbeing. We firmly believe that nothing we do
is worth getting hurt for, and we aim to ensure all employees go home safe and well at the
end of the day
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= We invest in training and development to enable our employees to grow their skills and to
help keep them motivated

= Listening to our employees helps create an engaged workforce, increasing job satisfaction,
and through employee communications and conferences we update our people on business
developments so they feel part of a team

Long-term

= Looking after the health, safety and wellbeing of our employees in the short term, by
encouraging them to lead fitter and healthier lives and work in ways that reduce accidents,
creates long-term health benefits which, in turn, reduces the burden on healthcare services

= Health, safety and wellbeing extends to mental as well as physical health, and we promote
awareness of stress and other mental health issues, promoting an all-round healthy lifestyle
in the long term

= We provide pension offerings that help support employees in later life
Link to strategic themes
Best service to customers

Well-trained, engaged and motivated employees who take pride in their work have the ability
and drive to deliver the best service to customers.

At the lowest sustainable cost

Encouraging innovative ideas from employees can lead to cost reductions, and improving
employee satisfaction reduces turnover which ensures training and development costs are
efficient.

In a responsible manner
We take a responsible approach to protecting the health, safety and wellbeing of our employees.

Environment
How we engage with and are influenced by the environment

We rely on the environment as one of our key resources so it is important for the sustainability of
our business that we protect and enhance it. For example, climate change will affect how much
water is available and stakeholders are concerned about the resilience of supplies and look to
water companies to adapt and take the necessary steps to reduce flood risk.

Given the environment has no voice of its own, we engage with interested groups such as
environmental regulators, non-governmental organisations, customers and communities. We
conduct facilitated workshops with stakeholders to understand their priorities and have
undertaken a large number of customer research projects. We work with environmental partners
across the North West to identify new ways to deliver improvements, and engage with several
groups to explore opportunities to deliver shared environmental outcomes.

Top three material issues for the environment
Internal factor - Resilience

Both an external and internal factor - Environmental impacts

External factor - Climate change
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How we create value for the environment
Short-term

= We meet increasingly stringent environmental consent levels, which help to improve the
quality of rivers and bathing waters and so support tourism in the region

= We manage our land in a way that safeguards habitats for indigenous wildlife, as well as
protecting wildlife that makes its home in rivers and other water bodies

= We have invested in new infrastructure, such as our West East Link Main, to allow us to
transfer water around the region more efficiently to avoid depletion of individual water
sources

Long-term

= Qur investment in renewable energy generation is reducing our carbon footprint and
contribution to climate change

= We innovate and invest in new technologies to solve environmental challenges for future
generations

= We are working on campaigns to educate the public and younger generations on water
usage to protect this valuable resource and reduce usage over time

= We plan far ahead to ensure our activities and investment enhance the long-term resilience
of the environment

Link to strategic themes
Best service to customers

Customers care about the environment so providing the best service to customers involves
protecting the places they live and love.

At the lowest sustainable cost

Many of the ways we protect the environment also help us reduce cost, for example renewable
energy generation reduces our energy costs as well as our carbon footprint.

In aresponsible manner

We manage water and wastewater in a responsible way that protects the environment and
enhances its resilience.

Suppliers
How we engage with and are influenced by suppliers

As well as employees, we rely on suppliers to deliver our services, and the availability of goods
and services in the market influences our strategy and how we operate. Good relationships with
suppliers help ensure projects are delivered on time, to good quality, at efficient costs, and can
bring innovative approaches and solutions that create shared value.

We engage through supplier workshops, including targeted sessions on innovation, and
suppliers sign up to our sustainable supply chain charter and support the commitments set out
within it, as they recognise the importance of acting responsibly. They often suggest new ways
we can meet some of our own responsible business targets. Feedback from suppliers revealed it
can be difficult to access the company, especially when they have new products and services
that could help us be more efficient and deliver better service. We established our Innovation
Lab to help address this issue.

38



United Utilities Water Limited

Strategic report

Top three material issues for suppliers
External factor - NW regional economy

Internal factor - Responsible supply chain
External factor - Human rights

How we create value for suppliers
Short-term

= We spend significant amounts with our suppliers each year to help deliver maintenance and
enhancement projects across our asset base, and this helps support thousands of jobs in our
region

= By investing in our infrastructure we are helping to keep the economy flowing. We generate
jobs through our capital programme and provide income for workers in the region

= While our operations and suppliers are mainly UK and European, they work closely with us to
address human rights, in particular modern slavery

Long-term

= Supporting jobs through our supply chain in the short term catalyses the development of
skills and jobs in the North West, providing a stimulus to benefit the regional economy in the
long term

= Working together to develop innovations and new technologies means we can identify
solutions that will make our services better in the future

= We act with integrity, giving suppliers confidence in the way we do business, which translates
to transparency and fairness for our suppliers

Link to strategic themes
Best service to customers

Working on our behalf, suppliers are a face for our business. Ensuring they are motivated to
deliver good quality work is enormously important to us when delivering the best service to
customers.

At the lowest sustainable cost

Ensuring our suppliers deliver efficient cost is integral to delivering a sustainable low cost for
customers, and the shared value of developing innovations together with suppliers can assist
with this.

In aresponsible manner

Working with responsible suppliers helps us achieve more and succeed together in tackling
environmental and social issues.

Politicians
How we engage with and are influenced by politicians

Politicians influence the long-term national water strategy and environmental priorities, as well
as other matters that affect how all businesses operate. Engagement with national and local
government, as well as elected representatives and devolved administrations, on topics of public
interest helps us to understand their issues so we can seek solutions to shared environmental,
social, economic and governance issues.

We engage with regional and national politicians in different political parties on topics of shared
interest. We play an active role in trade association Water UK.
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Top three material issues for politicians
External factor - Political and regulatory environment

Both an external and internal factor - Leakage and water efficiency
Both an external and internal factor - Trust, transparency and legitimacy

Regulators
How we engage with and are influenced by regulators

Through proactive, constructive engagement with economic, quality and environmental
regulators, we agree to deliver commitments over specified time frames. Read more about our
regulatory environment on pages 14 and 15. We actively engage to shape the policy and
regulatory framework within which we operate, covering customer, economic, environmental,
social and governance matters. These priorities need to be balanced and viewed over a long-
term horizon and maintaining relationships is key to this. The priorities and objectives of
regulators can change over time so active engagement to provide our perspective around future
policy is important to us.

We hold regular meetings with all our regulators, including working on joint projects such as
Natural Course, which aims to build capacity to protect and improve the North West water
environment.

Top three material issues for regulators

External factor - Political and regulatory environment

Internal factor - Resilience
Both an external and internal factor - Trust, transparency and legitimacy

Media
How we engage with and are influenced by the media

The media is intrinsically linked with all our other stakeholders, being influenced by the issues
that matter to those stakeholders as well as influencing them through what it reports. It is
through the media, and increasingly its social media platforms, that many of our stakeholders
receive their information about us and our activities.

Given the essential nature of our services, it is important that coverage is fair, balanced and
accurate, and this requires effective two-way dialogue between the company and the media.
This is achieved through proactive engagement by our media team, which is available 24/7,
providing content to media outlets, as well as dedicated resources to drive proactive messaging
on social media channels.

Top three material issues for the media
External factor - Political and regulatory environment

Both an external and internal factor - Leakage and water efficiency

External factor - Social media
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Managing our material issues
Our approach to materiality

Understanding what matters most to our stakeholders is a fundamental part of our planning and
day-to-day service delivery. We consider these stakeholder priorities alongside our own
assessment of what has the biggest impact on the company and its ability to create value, and
the output is presented in the material issues matrix below.

This stakeholder materiality assessment informs decisions about what we report in documents
such as this Annual Report. Setting out issues in this way helps ensure we understand key
stakeholder priorities and consider their interests in strategic decision-making, helping us create
long-term value.

In defining the strategic relevance of an issue to the company, we have adopted the integrated
reporting framework definition of materiality, which states: “A matter is material if it could
substantively affect the organisation’s ability to create value in the short, medium or long term”.
Value, in this context, may be created internally (for the company, shareholders and employees)
and there can be external value (for customers, communities, suppliers and the environment).
Value may also be financial or non-financial.

Our assessment of the level of interest to stakeholders is based on a balance of views obtained
from customers, shareholders, regulators, communities, and subject matter experts from the
company on an ongoing basis, as well as the extensive insights gathered for the regulatory price
review process.

We have cross-referenced and aligned these issues with our principal risks and uncertainties,
and our approach was reviewed by responsible business consultancy Corporate Citizenship,
which commented that “alignment with UU’s way of creating value gives life and credibility to the
materiality matrix” and this sends a very distinctive message about our business model and what
we value.

Material issues matrix

We consolidated feedback from our various stakeholder groups, as detailed above, which
resulted in a list of 26 material issues. These issues are impacted by factors that may be
external, internal or both — for example, affordability and vulnerability affects customers due to
external social and economic factors, and the support services we provide those customers with
are an internal factor, so this issue is impacted by both. The 26 issues are plotted on the matrix
below, from lower to higher in terms of level of interest to stakeholders and how much it can
affect our ability to create value.
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Based on a balance of views from customer research, shareholder engagement, environment regulators and communities

Higher

Lower
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- Political and regulatory environment
{0 Climate change

*) Cyber security

3 NW regional economy

) Natural resources

) Social media

) Land management and access

9 Human rights

Internal factors

Resilience

Financial risk management

Corporate governance and business conduct
Innovation

Data security

Energy use

Responsible supply chain

Health, safety and wellbeing

Employee relations

Community investment

00660000

@ Both external and internal factors

© Trust, transparency and legitimacy

© cCustomer service and operational performance
© Leakage and water efficiency

© Affordability and vulnerability

© sewer flooding

@® Environmental impacts

Effect on our ability to create value
Based on the potential effect on our ability to create value over the short, medium and long term. Value can be created for UU,
shareholders, regulators, employees, the public, and/or the environment. Value can be financial and non-financial. @ Compeﬁtive markets

€ Diverse and skilled workforce

UN Sustainable Development Goals

The Sustainable Development Goals (SDGs) are a collection of 17 global goals to be achieved
by the year 2030, and were adopted by a summit of the United Nations (UN) in 2015. They are
designed to be the blueprint to achieve a better and more sustainable future for all, aiming to
end poverty, fight inequality and tackle climate change.

Since they were published, stakeholder interest has increased in the contributions companies
are making to the UN SDGs.

While our work contributes across all of the goals, we have identified five goals that are the most
material to our business and the nature of the essential services that we provide. Our approach
to operating in a responsible manner aligns quite naturally with these goals. We will increasingly
need to work in partnership with all our stakeholders in order to achieve these goals.

The following details show the steps we are taking to meet each of these five SDGs.

Clean water and sanitation — Ensure availability and sustainable management of water
and sanitation for all

This is our core function and the reason we exist — providing safe, resilient and affordable water
and wastewater services to customers across the North West of England.

Part of this goal is about avoiding wasting water, and we promote water efficiency through
campaigns, advice, education and free water-saving gadgets for customers.

We protect and enhance water-related ecosystems across our region.
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Decent work and economic growth — Promote sustained, inclusive and sustainable
economic growth, full and productive employment and decent work for all

Our daily operations provide direct and indirect employment for thousands of people, and we are
a big contributor to the North West economy.

We provide training and development opportunities in safe, secure working environments,
graduate and apprentice opportunities, offer equal opportunities to all and value diversity among
our employees.

Industry, innovation and infrastructure — Build resilient infrastructure, promote inclusive
and sustainable industrialisation and foster innovation

We invest heavily in infrastructure, including £250 million additional investment in 2015-20 to
increase our resilience. Read more about our approach to resilience on pages 47 and 48.

Ensuring the region where we operate has reliable, sustainable and resilient infrastructure for
the long term requires innovation to keep pace with an increasingly digital world.

Sustainable cities and communities — Make cities and human settlements inclusive, safe,
resilient and sustainable

We use our understanding of customer needs and priorities to deliver services that meet their
expectations and engage with communities to enhance participation in what we do. We plan far
into the future to prepare for increases in the population and new housing that will need
connections for water and wastewater services.

To find out more about our community activity see:
https://www.unitedutilities.com/globalassets/documents/pdf/community-activity-booklet.pdf
Peace, justice and strong institutions — Promote peaceful and inclusive societies for

sustainable development, provide access to justice for all and build effective,
accountable and inclusive institutions at all levels

We run our business with integrity, and this is one of our core values.

We have high levels of transparency in our reporting and ethical standards of business conduct
and corporate governance — those systems and processes through which our organisation is
managed, controlled and held accountable.

Our planning horizons

25+ years - reflecting the long-term nature of our business, which provides an essential service
to customers, and helping us to define what we need to deliver in each five-year regulatory
period to ensure long-term resilience.

5 years — reflecting the regulatory review periods within which our revenue allowances are set,
and helping us move towards achievement of our long-term goals.

1 year - reflecting the annual targets we set to help move us towards achievement of our five-
year goals.

Our approach to planning

Our three business areas — wholesale water, wholesale wastewater, and household retail — align
with the distinct price controls in Ofwat’s regulatory model. Each area undertakes long, medium
and short-term planning.
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Long-term (25+ years) planning identifies requirements to cope with challenges and
opportunities in line with our strategy. This influences our medium-term planning, which sets out
how we will deliver the commitments agreed for each five-year regulatory period.

Short-term (one year) planning enables us to monitor and measure progress towards those
regulatory commitments. We retain flexibility in these short-term plans to ensure we meet those
commitments in the most effective and efficient way as circumstances change.

Long-term planning (25+ years)

In order to maintain a reliable, high-quality service for customers far into the future, we have to
look a long way ahead to anticipate and plan for the changes and core issues that are likely to
impact on our activities.

Over the next 25+ years we will face many challenges and opportunities, including:
= Climate change;

= Population growth;

= The UK’s exit from the European Union;

= A more open, competitive market;

= More stringent environmental regulations;

= Developments in technology; and

= Combining affordable bills with a modern, responsive service.

There is a section of our website that deals with our future plans, where we examine the
challenges ahead and how we will focus our resources and talents in order to meet them.

This includes our 25-year Water Resources Management Plan (WRMP). Our current plan was
published in 2015 covering the 2015-40 period, and we consulted with stakeholders during the
year on our new draft WRMP covering the 2020-45 period. These long-term plans set out the
investment needed to ensure we have sufficient water to continue supplying our customers,
taking into account the potential impact of climate change.

We create long-term value for stakeholders by:
= Systems Thinking and innovation;

= Long-term planning and responding to challenges and opportunities, including management
of water resources;

= Sustainable catchment management;

= Disciplined investment, based on a sustainable whole-life cost modelling approach, to ensure
the resilience of our assets and network;

= Investing in our employees to maintain a skilled, healthy and motivated workforce;
= Close collaboration with suppliers; and
= Maintaining a robust and appropriate mix of debt and equity financing.

Medium-term planning (5 years)

Each five-year business plan aims to help us work towards our long-term plans and ultimately to
achieve our vision.
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We submit a balanced plan to Ofwat in order to agree a regulatory contract that allows for the
best overall outcomes for our customers, shareholders and the environment.

Once each regulatory contract is set, we create value principally by delivering, or outperforming,
that contract by providing the best service to customers, at the lowest sustainable cost, in a
responsible manner.

In the 2015-20 period we are delivering:

The best service to customers

= Improving customer service further, fixing issues proactively before they impact customers,
reducing the number of complaints, and improving our communication channels

At the lowest sustainable cost

= Minimising our total costs on a sustainable basis, enhancing debt collection activities to
deliver a more efficient retail service, raising low-cost finance and managing financial risk to
reduce volatility

In aresponsible manner

= Meeting regulatory commitments to protect and enhance the environment, increasing our
renewable energy generation to reduce our carbon footprint, and providing the best support
for vulnerable customers

Wholesale water

Our wholesale water team are:

= Maintaining high levels of reliability and water quality, and reducing the number of times
customers need to contact us;

= Making better use of technology for remote monitoring and control of assets;
= Maintaining leakage at or below the sustainable economic level;

= Limiting the customer impact of increases in operating costs, such as chemicals and rates,
by making cost savings elsewhere through continuous improvement in operational efficiency;
and

= Linking 150,000 customers in West Cumbria to Thirlmere reservoir to protect sensitive
ecology in their previous water source and ensure a long-term, reliable supply of drinking
water.

Wholesale wastewater
= QOur wholesale wastewater team are:

= Making better use of technology, automation and control to drive better customer service at
lower costs;

= Reducing the number of customers’ properties exposed to sewer flooding, working in
partnerships to deliver cost-effective schemes and promoting the use of more sustainable
drainage systems;

= Improving bathing water quality and working with other organisations to support them in
delivering improvements to our region’s beaches;

= Improving water quality in rivers and lakes and engaging with others in our innovative
catchment management approach;
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Increasing the production of renewable energy from waste; and

Constraining the costs of taking responsibility for all private sewers and private pumping
stations in the region.

Household retail
Our household retail team are:

Continuing to improve the customer experience by being more proactive, anticipating
problems before they materialise, and improving our communication channels in line with
customer preference;

Further reducing the number of customer complaints, and resolving them whenever we can
to avoid the need for referral to the Consumer Council for Water;

Reducing the debt burden for customers and the company by engaging with those who are
struggling to pay, helping them return to sustained payment behaviour;

Expanding our assistance offerings, including the social tariff, and contributing to our trust
fund, ‘Restart’, which has proven effective in helping customers in difficulty return to regular
payment; and

Reducing the cost to serve our customers.

Our plans for the 2020-25 period are set out in our business plan submission.

Short-term planning helps us work towards our medium and long-term goals and is important to
monitor and assess our progress against these. This approach helps us ensure the long-term
resilience and sustainability of our business through short and medium-term goals that we can
monitor and measure our progress against.

Before the start of each financial year, we develop a business plan for that year, which is
reviewed and approved by the board. This sets our annual targets, which are designed to help
deliver further improvements in service delivery and efficiency, and to help move us towards
achievement of the five-year goals.

Performance against these annual targets determines annual bonuses for executive directors
and employees right through the organisatio