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Welcome to our Annual Report and Financial
Statements for the year ended 31 March 2018

United Utilities is the UK’s largest listed
water company. We provide essential services
for millions of people and are constantly
innovating and working with our stakeholders
to ensure continuous improvement.

We supply water We remove wastewater
We are helping life flow smoothly for We take away and treat the North West’s
around seven million people and 200,000 wastewater, helping to keep our rivers
businesses in the North West of England and beaches clean so current and future
by providing them with clean, generations can enjoy the exceptional
fresh water every day. natural beauty of our region.

We are an innovator

We continually strivé'fornéwsandinnovative ways of.working and have adopted
an industry-leading'systems=based approach to'managing our network,
which we"call Systems Thinking.

@\ Read more on page 29

We build resilience

We are investing for the long-term to make our network more resilient to the effects
of climate change, population growth and financial shocks, and to continue improving
drinking water quality:We want to ensure that.customers can rely on us for a great
service, and that the investment we are making to deliver this continues to boost the
North West’s economy, supporting thousands of jobs, and securing a legacy for.the future.

=) Read more on page 37

Our vision is to be
the best UK water and
wastewater company.
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Our use of technology and
Systems Thinking approach
is delivering sustained
improvements and setting
new benchmarks for

Read more
about

Our performance
in 2017/18

the sector.
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Materiality

Our Annual Report and Financial Statements aim to meet the information needs of our investors to help them make informed decisions regarding their
participation — for example, whether to buy, sell or hold our shares or bonds, whether to engage with management on issues, and how to vote their
shares. We have included information that we believe is material to these decisions, which is presented in a way that we believe is fair, balanced and
understandable.

We recognise that this report will be read by a wide variety of other stakeholders including customers, suppliers, employees, analysts, regulators,
community bodies, politicians, non-governmental organisations, and devolved authorities. Where we believe that a topic is material to a large number
of them, we either include it in this report or refer the reader to other reports and information (such as our customer communications, corporate
responsibility web pages, or regulatory reports).

We believe this approach meets the requirements of company law, the UK Corporate Governance Code, IFRS and the International <IR> Framework,
and that we go beyond those requirements where we feel it is particularly helpful to do so and where that can be done without making the report
unnecessarily lengthy or difficult to read.

Integrated Report Serving the North West ' United

Every day, we are on a mission to give Utilities
i )
custo.mers the best a2 at the lowest i, g life floW smooty,
sustainable cost. We provide around
seven million people and 200,000
businesses with clean water and treat their wastewater before

This Annual Report is an Integrated Report and has been
prepared and presented in accordance with the International
<IR> Framework published by the International Integrated
Reporting Council in December 2013.

The board, which is responsible for the integrity of this report, returning it cleanly and safely back into the environment.

has considered the r_:reparation and presentation of this (et Our innovative Systems Thinking approach enables us to optimise
and concluded that it has been prepared and presented in our performance from both a cost and a service perspective,
accordance with the Framework. operating within a proactive, rather than reactive, culture.

Serving the North West means helping to grow the northern
% economy, enhance the environment and protect wildlife within our
%\%ﬁ% E; 1 ? beautiful region, and supporting vulnerable customers.
We do this under our strategy of providing:
Dr John McAdam Steve Mogford

Chairman Chief Executive Officer

The best At the lowest In a responsible
service to sustainable manner
customers cost
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Chairman and Chief Executive Officer’s review

Industry-leading
customer satisfaction
across a range of
metrics

Confident of
delivering totex
outperformance

of £100 million against
2015-20 allowance

Sharing anticipated
net outperformance
through £250
million additional
investment in
resilience

Reported operating
profit up 5 per cent
at £636 million and
underlying operating
profit up 4 per cent
at £645 million

Total dividend of
39.73 pence, in line
with our growth
policy for this
regulatory period

Our approach to innovation and Systems Thinking is
radically changing the way we operate, and leading
the way for the industry. It has helped us to deliver
sustainably better service, greater resilience and
improved efficiency, contributing to outperformance
that we are sharing with customers.

Overview

Our strategy has, for many years now, focused
on putting customers first in everything we do.

The improvement in customer satisfaction that
we have delivered as a result of this positions
us as a leader in the sector, recognised across

a range of metrics, and our approach to
vulnerability and affordability is setting new
benchmarks for the industry.

Our industry faces many challenges, ranging
from recent increased political scrutiny and
preparations for the next regulatory review, to
planning for long-term resilience needs to cope

with a changing climate and growing population.

We intend to rise to all of these challenges,
building on the trust our customers place in us
to provide an outstanding service, invest wisely
to deliver additional benefits, and offer
exceptional value for money.

We are using advanced technology and
innovations from around the world and

across different sectors to accelerate our
implementation of Systems Thinking. This is
delivering sustainable improvements in service,
resilience and efficiency, and is contributing to
outperformance in the current regulatory period.
The enhanced capability that Systems Thinking
has delivered gives us confidence heading

into the next regulatory period and beyond.

We are sharing our anticipated net
outperformance with customers by investing

in projects that were not part of our original
regulatory settlement for this regulatory period
but that will help deliver long-term resilience for
the benefit of customers and the environment,
and ease the burden of future customer bills to
help improve affordability.

This philosophy is central to our strategy and will
help deliver long term value for customers, the
environment and shareholders.

Customer focus

Our customers are benefiting from sustained
improvements in service, efficiency and greater
resilience, and this is demonstrated by the
continuous improvements we have made

in our customer satisfaction scores.

This year, we achieved our best ever scores
against Ofwat’s qualitative Service Incentive
Mechanism (SIM), and we were delighted to

be positioned first in the industry in the final
wave of the year, and to be in an upper quartile
position for the year overall.

Our best practice in customer satisfaction

has received external recognition through
several awards, many of which look beyond the
water sector. We achieved an upper quartile
performance in the UK Customer Satisfaction
Index, which covers all industries, and we are the
leading listed company for the Consumer Council
for Water’s assessment of household complaint
numbers.

The North West suffers from high levels of
extreme deprivation. Helping vulnerable
customers is a high priority for us. We are
supporting more than 50,000 customers
through our Priority Services scheme, which
provides dedicated support for those customers
who are experiencing short or long-term
personal challenges in their lives, such as
physical or mental health difficulties, as well

as those struggling financially.

We have far surpassed our target for the
number of customers we would help through
our financial assistance schemes in this
regulatory period. In January, we hosted the first
ever North West Affordability summit, engaging
with many of our stakeholders including
customers and building on our already leading
position on affordability and vulnerability.

Notwithstanding our benchmark debt
management processes and wide range of
schemes to help customers struggling to pay,
the high levels of income deprivation in our
region mean that bad debt and cash collection
will remain a principal challenge for us.

We have made significant inroads in this area,
reducing household bad debt even further to
2.3 per cent in 2017/18, from 2.5 per cent in
2016/17.
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Pictured: Steve Mogford, Chief Executive Officer, and Dr John McAdam, Chairman

Financial performance

Group revenue was £32 million higher than last
year, at £1,736 million, reflecting our allowed
regulatory revenue changes partly offset by the
accounting impact of our non-household retail
joint venture, Water Plus, which completed on
1June 2016.

Reported operating profit was up £31 million,
at £636 million, reflecting the underlying
movements as well as reduced profits last
year due to costs associated with preparing
the business for open competition in the
non-household retail sector and other
restructuring costs.

Underlying operating profit was up £22 million,
at £645 million, reflecting the increase

in revenue and lower operating costs,

partly offset by an increase in depreciation

and amortisation.

Reported profit before tax was down £10
million, at £432 million, reflecting the
underlying movements as well as fair value
movements and other adjusting items as
outlined in the underlying profit reconciliation
table on pages 52 and 53.

Underlying profit before tax was down £19
million, at £370 million, as the increase

in underlying operating profit was more

than offset by a £40 million increase in the
underlying net finance expense. The increase
in the underlying net finance expense is mainly
due to the impact of higher RPI inflation on our
index-linked debt.

Reported earnings per share was 52.0 pence,
which is higher than the underlying figure,
mainly reflecting the net effect of fair value
gains on debt and derivative instruments,
capitalised borrowing costs, and interest on
swaps and debt under fair value option, all
of which are excluded from the underlying
profit figure.

Underlying earnings per share was 44.7 pence,
more than covering the dividend.

The board has proposed a final dividend of
26.49 pence per ordinary share, taking the total
dividend for 2017/18 to 39.73 pence. This is an
increase of 2.2 per cent, in line with our policy
for this 2015-20 regulatory period of targeting
an annual growth rate of at least RPI inflation
through to 2020.

We have a robust capital structure, with gearing
of 61 per cent as at 31 March 2018 (measured
as group net debt to ‘shadow’ regulatory capital
value, which adjusts for actual capital spend

to date), sitting comfortably within our policy
target range of 55 per cent to 65 per cent. This
supports a solid investment grade credit rating.
Our regulated company, United Utilities Water
Limited, has long-term credit ratings of A3

from Moody’s, on stable outlook, and A- from
Standard & Poor’s, on stable outlook.

unitedutilities.com/corporate

This helps us retain efficient access to the debt
capital markets throughout the economic cycle,
and we have a low cost of debt already locked-in
that places us in a strong position to substantially
outperform our industry allowed cost of debt for
the 2015-20 regulatory period.

Our pension scheme asset-liability matching
approach continues to prove its effectiveness,
providing us with stability in times of turbulent
market conditions. We had an IAS 19 surplus of
£344 million at 31 March 2018.

During the year, our Water Plus joint venture
with Severn Trent has, along with the wider
market, experienced an increase in its working
capital arising from data and billing issues
following market opening. As a consequence,
loans owed to the group by Water Plus have
increased by £17 million to £136 million.
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Chairman and Chief Executive Officer’s review

Creating value
for our community

We are a highly visible service provider in
the North West and do our best to be a good
neighbour and add value by investing in the
communities where we live and operate.

We have a long-standing partnership that helps
to regenerate neighbourhoods impacted by
our work, for example our work to improve our
mains and sewers. As part of this initiative, we
have supported a range of local environmental
projects around our Davyhulme wastewater
treatment works in Greater Manchester,
including the creation of a community orchard.

We work with schools across our region,
with workshops encouraging a focus on the
importance of saving water, not flushing the
wrong things down the toilet, practical tips
for the home and garden, and protecting and
enhancing our beaches and bathing waters.

Our employees love getting involved in local
communities through volunteering, fundraising,
and charitable giving. We support and
encourage this, offering paid volunteering leave,
matching charitable fundraising efforts, and
through our payroll giving scheme.

Whether it’s walking the hills, spotting wildlife,
swimming or sailing, locals and tourists would
agree that the North West is a nature lover’s
delight. We work to continually maintain and
enhance the environment in our region, and
we encourage the public to access our land
and regional bathing waters for relaxation and
recreation, and to enjoy them safely.

Operational performance

Innovation and our Systems Thinking approach
are radically changing the way we operate.

We have driven efficiency into the delivery of
our 2015-20 investment programme through
changing our delivery model, and are creating
value through greater use of innovation and
advanced technology alongside our substantial
capital investment programme.

As well as customer service, operational and
environmental benefits, this strategy has
optimised performance under our outcome
delivery incentives (ODlIs) and delivered
efficiency savings, contributing to regulatory
outperformance beyond the significant savings
that were already included in our business plan.

We are particularly proud that we have
delivered these efficiencies whilst maintaining
highly effective capital delivery, as reflected in
our Time: Cost: Quality index (TCQi) score which
remains high at over 90 per cent.

Total net regulatory capital expenditure in the
year, including £147 million of infrastructure
renewals expenditure, was £816 million. This
brings our cumulative net regulatory capital
expenditure for the first three years of this five-
year period to around £2.4 billion, reflecting the
planned acceleration that we have implemented
in order to optimise our operational performance
and reap the benefits of enhancements earlier in
the regulatory period.

Performance against our
regulatory contract

The low cost of debt we have already locked-in
places us in a strong position to substantially
outperform compared with the allowed cost of
debt under industry price limits.

We are also confident in delivering
outperformance of £100 million compared
with our totex allowance for the 2015-20
regulatory period. This is in addition to

£400 million of savings that we had already
committed to deliver over the period to meet
our final determination.

Our ODlIs get increasingly challenging as we
progress through this regulatory period, and we
received a net £7.0 million penalty for 2017/18.
Our wastewater ODI performance remains
strong, but we recognise that against our water
measures there are still areas in which we can
improve and we are committed to achieving
this. Our water metrics over the first three years
of this regulatory period have been impacted

by a number of big bursts on our network. We
have been successful in minimising the impact of
these events on customers, and we are working
hard to improve performance in this area.

Our cumulative net ODI performance for the
first three years of the period remains positive
atanet £2.2 million reward, and we are on track
to deliver a good performance against one of
our ODIs that will only impact the final year of
this regulatory period, 2019/20, in relation to
our West Cumbria pipeline project. Read more
about this project on page 33.

Our performance in the first three years of

this regulatory period exceeds our initial
expectations and we now expect, in the absence
of any unforeseen events over the remainder

of the 201520 period, to end the period with

a cumulative net reward on ODls.

We are sharing our anticipated net
outperformance by reinvesting to improve
resilience for the benefit of customers.

We have increased the additional investment
that we are making available in this regulatory
period from £100 million to £250 million. This
is in line with the approach we took in the
2010-15 regulatory period.

This takes our total 2015-20 net regulatory
capital expenditure programme to around £3.8
billion. In addition, we expect to invest up to
£100 million in non-regulated projects, subject
to acceptable returns. In the first three years
of the 201520 period we have invested £59
million in non-regulated projects, primarily in
solar power.

Preparing for the long term

We are advanced in our plans for PR19, informed
by extensive engagement with customers
regarding their needs and priorities. We are

on track to submit our PR19 business plan in
September 2018 and we are confident that it will
deliver against Ofwat’s four key themes — great
customer service, affordable bills, innovation
and resilience. These are not new for us in the
way that we run our business and have been
areas of focus for some time. Indeed, in many of
these areas we are a leader in the industry and
already have plans in place to build on this in the
2020-25 regulatory period and beyond.

We have recently finished consulting with
customers and other stakeholders on our new
25-year Water Resources Management Plan,
balancing investment with affordability in our
long-term planning for the 2020—45 period.

Strong corporate
responsibility credentials

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

In July 2017, we were delighted to retain
Industry Leading Company status, as measured
through the Environment Agency’s annual
assessment — the only listed company to do
so. We achieved frontier performance for the
sector with the lowest number of pollution
incidents, alongside our best-in-sector level of
self-reporting.

Our drinking water quality has improved
again and is the best it has ever been, and we
are leading the industry in our approach to
resilience.

We retained our World Class rating in the
Dow Jones Sustainability Index for the tenth
consecutive year, a very good achievement in
light of the ever-evolving standards.

We have consistently met, or outperformed, our
regulatory leakage targets and our performance
to date keeps us on track to meet our 2015-20
regulatory targets.
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By 2020, we aim to reduce our carbon footprint
by 50 per cent compared with a 2005/06 baseline
and we are on track to do so. Our carbon
footprint has reduced by one-third since 2005/06,
helped by a 4 per cent reduction in electricity
use. In addition, we generated more renewable
energy than ever before, 12 per cent higher than
the previous year. This illustrates good progress
in our energy strategy to use less and generate
more renewable energy.

Our employees

The commitment and dedication of our people
is critical to the sustained improvements we
have delivered in operational performance and
customer service.

Employee engagement of 79 per cent this year,
as measured through our annual Employee
Voice survey, is higher than the UK norm. We
are immensely grateful for the contribution our
people make to the company’s performance.

We have been successful in attracting and
retaining people, having regenerated our
graduate and apprentice schemes in 2010 and
continuing to expand them to help provide an
optimal balance of skills and experience within
the business.

In the first year of our apprentice scheme in
2010 we took on six apprentices, and have

built this intake to 42 in 2017, taking our total
programme to 118 currently employed. We are
accredited by four awarding bodies and named
as one of the top 100 apprenticeship employers.

We have 55 people currently on our graduate
scheme, across a range of different disciplines,
including finance, engineering, commercial and
project management. We encourage diversity
among the new generation we are bringing
into this industry and 40 per cent of our current
graduates are female.

We are committed to helping local schools and
have trained Science, Technology, Engineering
and Mathematics (STEM) ambassadors. We
frequently attend careers events across

our region and have good links with local
universities.

Last year we launched a partnership with Teach
First, a charity that strives to end educational
inequality by placing and training graduates
to teach in low income communities. This
helps with our desire to be more active with
schoolchildren in communities that are hard
to reach within our region, helping them to
improve their employability skills, raising
awareness of future career opportunities,
and offering our employees development
opportunities in coaching and mentoring.

We work with our supply chain partners to give
young people not in education, employment
or training (NEETs) the chance to realise their
potential, and gain hands on experience

and basic skills training in a real workplace
environment, bringing social and economic
benefit to the region.

Our employee accident frequency rate for
2017/18 was 0.101 accidents per 100,000

hours, compared with a rate of 0.196 in
2016/17. Our contractor accident frequency
rate in 2017/18 was 0.092 compared to 0.087

in 2016/17. As part of our health and safety
improvement programme, we continue to make
improvements to our corporate health, safety
and wellbeing management system and through
local initiatives. For example, in the last 12
months we have deployed around 600 devices
to high-risk lone workers to increase their level
of personal protection.

We have been awarded the workplace wellbeing
charter, continue to retain Occupational Health
and Safety Assessment Series (OHSAS) 18001
accreditation, and have achieved the Gold
Health and Safety Award from the Royal Society
for the Prevention of Accidents (RoSPA) for the
sixth consecutive year.

We aim to ensure that all our colleagues go
home safe and well and we firmly believe that
nothing we do is worth getting hurt for.

Outlook

Systems Thinking and the implementation
of innovative technology has put us in a
strong position as we look ahead to the next
regulatory review.

Our leading operational performance is
supported by a robust financing position.

We are outperforming the regulatory contract
for the 2015-20 period, allowing us to fund
additional investment for the benefit of
customers, and we have plans in place to
improve yet further, giving us confidence
heading into the 2020-25 regulatory period
and beyond.

We have achieved industry-leading
environmental and water quality performance
scores, and we are making a substantial
contribution to the North West. Our £3.8 billion
investment programme is helping to enhance
the environment that provides a home for
wildlife, areas for recreation for our community,
and a major pull for tourism in our region.

unitedutilities.com/corporate

Our work supports thousands of jobs, both
directly and indirectly through our supply
chain, which helps underpin the success of the
North West economy through employment and
training opportunities.

We are planning and preparing for the next price
review and for long-term challenges through
our new 25-year Water Resources Management
Plan. Through this, we will ensure that we
remain resilient in the face of increasingly
extreme weather and prepare to support a
growing population in the North West.

Last, but by no means least, we want to give a
big thank you to our employees, customers and
wider stakeholders for their continued support.

Dr John McAdam
Chairman

Steve Mogford
Chief Executive Officer

The strategic report on pages 10 to 57 was approved at a
meeting of the board on 23 May 2018 and signed off on
its behalf by Steve Mogford, Chief Executive Officer.
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Our use of
technology

and Systems
Thinking
approach is
delivering
sustained
improvements
and setting new
benchmarks for
the sector.

The best service
to customers

Read more about Our performance
in 2017/18 against this strategic
theme on page 42

At the lowest
sustainable cost

Read more about Our performance
in 2017/18 against this strategic
theme on page 44

In a responsible
manner

Read more about Our performance
in 2017/18 against this strategic
theme on page 46

Sustained improvements in customer service

recognised across a range of metrics

> Best ever scores in Ofwat’s qualitative Service Incentive
Mechanism (SIM), positioning first in the final wave and
upper quartile for the year overall;

» Upper quartile performance for the utilities sector in the
UK Customer Service Institute’s Satisfaction Index; and

» Leading listed company for the Consumer Council for
Water’s assessment of household complaint numbers.

Leading on support for vulnerable customers

» Hosted the first ever North West Affordability summit,
building on our already leading position on affordability
and vulnerability; and

» Supporting more than 50,000 customers in need of help
through our Priority Services scheme, helping significantly
more customers than initially targeted.

Consulting with customers on our long-term plans

» Consulted with customers and stakeholders on our new
25-year Water Resources Management Plan, balancing
investment with affordability.

Efficient delivery of investment plan without

compromising on quality

» Efficiency driven into the delivery of our investment
programme has delivered customer service, operational
and environmental benefits;

» Efficiency savings have contributed to regulatory
outperformance, which has been achieved whilst
maintaining highly effective capital delivery, with our
TCQi score remaining over 90 per cent; and

» Optimised our ODI performance, performing better than
expected so far and now expect, absent any unforeseen
events, to finish the 2015-20 period with a cumulative net
reward on ODls.

Outperforming our regulatory contract

» Delivered our investment plan efficiently, along with
our Systems Thinking approach and innovation, giving
us confidence in outperforming our regulatory totex
allowance by £100 million for the 201520 period; and

» Low cost of debt already locked-in, placing us in a strong
position to substantially outperform the regulatory cost
of debt allowance for the 2015-20 period.

Leading performance with integrity

> Retained Industry Leading status in the Environment
Agency’s assessment, achieving frontier performance for
the sector with the lowest number of pollution incidents
and our best-in-sector level of self-reporting;

> Improved our drinking water quality again, which is now
the best it has ever been; and

» Leading the industry in our approach to resilience.

Strong Environmental, Social and Governance (ESG)

credentials

> Retained World Class rating in Dow Jones Sustainability
Index for tenth consecutive year, a very good achievement
in light of the ever-evolving standards.

Sharing outperformance to improve resilience

> Sharing our anticipated net outperformance across the
2015-20 regulatory period, increasing our additional
investment from £100 million to £250 million and
delivering industry-leading, long-term resilience for the
benefit of customers.




Revenue

Underlying operating profit* | We delivered a strong
set of financial results

2016/17 £1,704m
2015/16 £1,730m
2014/15 £1,720m
2013/14 £1,689m

Revenue was up £32 million at £1,736 million,
reflecting our allowed regulatory revenue
changes partly offset by the accounting impact
of our non-household retail joint venture,
Water Plus, which completed on 1 June 2016.

maintained a robust

2016/17 £622.9m . .
capital structure with

2015/16 st appropriate gearing.

2014/15 £664.3m

2013/14 £634.6m

Underlying operating profit was up £22 million
at £645.1 million, reflecting the £32 million
increase in revenue and lower operating costs
partly offset by an increase in depreciation
and amortisation on our increased asset base.

Reported operating profit*

2017/18 £636.4m

2016/17 £605.5m
2015/16 £567.9m

2014/15 £653.3m
2013/14 £636.9m

Reported operating profit was up £31 million,
at £636.4 million, reflecting the £22 million
increase in underlying operating profit and
lower profit last year due to the cost of getting
ready for the opening of competition in non-
household retail and other restructuring costs.

Total dividend per share

2017/18 39.73p

2016/17 38.87p
2015/16 38.45p
2014/15 37.70p
2013/14 36.04p

Read more about our Financial
performance on pages 48 to 51

Total dividend per ordinary share for 2017/18
of 39.73 pence. This is an increase of 2.2

per cent on last year, in line with our policy of
targeting an annual growth rate of at least RPI
inflation through to 2020.

*A guide to alternative performance
measures and a reconciliation
between underlying operating profit
and reported operating profit is shown
on pages 52 and 53.
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What we do

We operate in the North West,
for the North West.

We provide water and wastewater

services to millions of customers, and
we invest in our region, supporting the

economy and the environment.

1.7 billion litres a day

of clean, treated water supplied 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.

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.

Over 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.

Over 400km of coastline

and around 7,000km of rivers flowing across our region. Over 30 of
our beaches are designated for swimming and paddling, including
Blackpool South that achieved its first blue flag status in 2016. We
are required to meet increasingly stringent regulation standards for
bathing water quality to keep our beaches and waters up to scratch.

£3.8 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
£250 million of additional spend on resilience projects, above
and beyond the scope of our regulatory contract, which we have
committed to fund from our anticipated net outperformance.
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We return clean
water safely to
the environment,

allowing the

sustainable cycle

to begin again
We treat
wastewater in our
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Our purpose and strategy

Our purpose is to provide great
service to our customers and
communities in the North West,
creating long-term value for all of
our stakeholders.

Our vision is to be the best UK water
and wastewater company.

Our strategy

We will realise our vision by delivering:

The best service
to customers

At the lowest
sustainable cost

In a responsible
manner

We use these three strategic themes as a framework to measure
each aspect of our performance, with each of our operational
key performance indicators and risks closely linked to one of
them or, often, to more than one, such is the interconnectivity
of our business.

Read more about Our key performance indicators
on pages 38to 40

Read more about How we manage risk
on pages 54 to 57

Our core values

Our core values provide the cultural framework within which we are
working towards achieving our vision, and we encourage our employees
to live these values in everything they do in their daily work:

Customer focus

Everything we do is about our customers, not us. We put
customers at the heart of everything we do so that we can give
them our best service.

This means in addition to supplying the seven million people and
200,000 businesses in our region with clean water and treating their
wastewater every day, we constantly look for ways to improve our
customer contacts, to keep bills down, and to give extra help to those
vulnerable customers who need it most.

Customer focus means putting customers first now, and also building
a resilient and sustainable network to prepare for future generations.

Innovation

The world doesn’t stand still and neither do we. We will continue

to innovate to make our services better, safer, faster and cheaper.
We're always searching for new and better ways of working, adapting
our service to suit the needs of our region’s diverse population.

Only by making the best use of new processes and technologies can
we ensure we are prepared for a growing population and extreme
weather, to ensure we continue to deliver the lowest sustainable cost
in an ever-changing world.

One example of innovation that spans our entire business is our
Systems Thinking operational approach.

@ Read more about Innovation across our entire business on page 29

Integrity
We make promises knowingly and keep them.

We behave responsibly towards all of our stakeholders, including:

> Our customers;
> The communities we operate in;

> Our employees;

Our suppliers;

Our shareholders; and

The environment.

Read more about Our stakeholder engagement
on pages 30 to 33

Throughout this report we show how our vision, strategy and values enable us

to fulfil our purpose.
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Our competitive advantage

How we offer value

Clarity on allowed returns
through to 2020, with a
track record of regulatory
outperformance

Wholesale revenue and asset
base linked to RPI inflation to
at least 2020

Planning for the long-term,
protecting and delivering
essential services

Significant improvements
in customer service and
operational performance,
with more to come

Sustainable dividend policy,
targeting a growth rate of at
least RPI inflation per annum
to at least 2020

Robust capital structure with
a stable A3 credit rating

Customer and environmental
benefits delivered through
substantial capital investment,
driving long-term RCV growth

Deeply integrated with the
environment, with external
recognition for our responsible
business approach

How we differentiate ourselves from our competitors
within the water industry

Systems Thinking approach to how we operate

improves efficiency and resilience

We have adopted an innovative systems-based approach to our regional water system and
wastewater drainage areas, which we call Systems Thinking. This enables us to build a better
understanding by examining the linkages and interactions between each of the components in
our system. Rather than operating each treatment works in isolation, our field engineers are
linked via our Integrated Control Centre (ICC), the data hub where we plan, monitor and control
our water and wastewater infrastructure. It’s one integrated system across the North West, and
we can process enormous amounts of data received in real time from the telemetry backbone
across our network, as well as factoring in other source data such as weather forecasts.

By operating our network in this way we are able to optimise cost and service performance,

as well as moving away from a reactive mindset to address problems proactively, before they
actually affect customers. This helps us to improve the reliability of our assets in order to reduce
unplanned service interruptions. It also helps us to improve our use of data, at local asset level
and centrally, to optimise performance and allocate resources to production teams with full
accountability for asset and system performance.

This approach was built into our business plan in order to help us deliver both operational
improvements and cost savings across the 2015-20 regulatory period, and is part of our long-
term strategy to continue delivering operational benefits in future regulatory periods. As a
result of this Systems Thinking approach, we are improving the resilience of our assets and
network. This enables us to keep providing a reliable service to customers long into the future.

Prudent financial risk management delivers long term predictability

and resilience to financial shocks

Effective financial risk management delivers long-term predictability and resilience to financial
shocks. 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. They underpin our target to maintain debt to regulatory capital gearing (RCV) within
arange of 55 to 65 per cent, supporting a solid A3 rating with Moody’s for United Utilities Water
Limited and efficient access to the debt capital markets across the economic cycle.

Inflation exposure is managed by having around 50 per cent of our debt in index-linked form,
which offers good value relative to nominal debt and acts as a partial hedge of the impact of
inflation on our RCV and revenues. Most of our index-linked debt is RPI-linked, reflecting the
regulatory model to March 2020, but thereafter the regulatory model will transition towards
CPIH. In the absence of a CPIH debt capital market we will, subject to cost and availability,
gradually transition towards a greater proportion of CPI-linked debt, being the best available
proxy for CPIH.

Interest rate exposure on our remaining nominal debt is managed by fixing the underlying
interest cost out to ten years, on a reducing balance basis. We have previously supplemented
this by substantively fixing interest rates for each forthcoming regulatory period at the time of
the price control determination, but this is no longer necessary as Ofwat is using debt indexation
on the assumed portion of new debt from 2020. Our approach to interest rate management
enables us to manage uncertainty in the approach to setting the cost of debt at each price
review and our approach to debt financing, with a continuous assessment of various funding
opportunities, enables us to consistently lock in long-term debt at good relative value.

We adopt an asset-liability matching policy for our defined benefit pension schemes by investing
in assets such as corporate bonds and gilts along with the use of interest rate swaps, which
perform in line with the liabilities so as to hedge against changes in swap and gilt yields. This
therefore reduces the volatility of the required funding level. The schemes have also hedged
inflation exposure, partly through RPI swaps and partly through an inflation funding mechanism,
whereby company contributions are flexed for movements in RPI inflation, providing a natural
hedge against any inflationary uplift on the RCV. It is anticipated that further progressive
de-risking measures will continue to be implemented in relation to the pension schemes

as part of a long-term ‘self-sufficiency’ strategy.
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Our marketplace

Our industry and market

Every day, over 50 million household and non-household customers
receive water and wastewater services in England and Wales. There are
ten licensed water and wastewater companies, which are split regionally
based on river catchment areas, and these make up around 95 per cent
of the industry, with the remainder being made up of licensed companies
which provide water-only services and tend to be smaller in size.

United Utilities Water Limited (UUW) is the second largest based on the
size of our asset base, as measured by Regulatory Capital Value (RCV).

We are licensed to provide water and wastewater services to a population
of approximately seven million people in the North West, and we provide
services to approximately three million households, which generates
around two-thirds of our total revenue, and approximately 200,000
businesses, ranging in size from large manufacturing companies to

small shops.

The privatisation of the industry has delivered a significant contribution

to improvements in public health as a result of over £130 billion that has
been invested in maintaining and improving assets and services since
1989. It has led to improvements in the quality of services, significantly
higher environmental standards, and superior quality drinking water, all at
a fair cost to customers that has been estimated to be lower than would
be the case if the water sector was still owned by the UK Government,
with prices that have declined in real terms over the current and last
regulatory periods.

The advancement of technology and innovation makes way for even
more improvements in the future, as investment continues to be made
in improving the service we provide for the long-term.

Our competitive environment

The other water companies in England and Wales are naturally our main
competitors, and we benchmark our performance on a comparative basis
with these peers.

In line with our vision to be the best UK water and wastewater company,
we also benchmark our customer service performance against other
leading service providers in our region.

In addition, as a publicly listed FTSE 100 company, the other UK and
worldwide utilities are competitors from an investment perspective.

Our political and regulatory environment

As each company in the water sector operates as a regional monopoly for
the majority of its services, we are subject to regulation in terms of price
and performance.

At privatisation, in order to protect the interests of both customers

and the environment, three separate bodies were set up to regulate

the activities of water and wastewater companies under the areas of
economic, drinking water quality, and environmental regulation. This has
since evolved further to fit with the substantial tightening of laws and
regulations that we have seen since privatisation.

Over a long time frame the political and regulatory environment can
change significantly. While to some extent these changes are outside

of our direct control, we believe in the importance of maintaining

good relationships. This enables us to engage positively in regulatory
discussions, offering our industry knowledge in order to help influence
future policy with the aim of achieving the best outcome for customers,
shareholders and other stakeholders.

Environmental and quality regulation

The water and wastewater industry in the UK is subject to substantial
domestic and European Union (EU) regulation, placing significant statutory
obligations on companies relating to, amongst other factors, the quality

of drinking water supplied, wastewater treatment, and the impact of our
activities on the environment.

Defra is the UK Government department
6 responsible for water policy and regulations in
defra England and Wales; it sets drinking water quality and
T environmental standards (many based on European
law) which water companies must meet.

Read more online at gov.uk/government/organisations/department-for-
environment-food-rural-affairs
=

The Environment Agency (EA) controls how much
water can be drawn from the environment and
the quality of water returned to rivers and the
sea. The EA produces an assessment of water and
wastewater companies’ annual performance, and
we include this as one of our operational KPIs; see
pages 38 and 39.

Environment
.W Agency

Read more online at gov.uk/government/organisations/environment-agenc
=)

)

Read more online at dwi.gov.uk
(=)

The Drinking Water Inspectorate (DWI) is
responsible for ensuring compliance with the
drinking water quality regulations.

Natural England is responsible for the protection
of designated sites for nature conservation,

for example Sites of Special Scientific Interest.
Companies are required to manage these sites
and to protect and enhance biodiversity.

ENGLAND

Read more online at gov.uk/government/organisations/natural-england
(=)

The Consumer Council for Water (CCW) represents
customers’ interests relating to price, service

and value for money. It investigates customer
complaints. Customers who remain dissatisfied

can refer their complaint to be adjudicated by an
independent service, WATRS (see below).

CONSUMER COUWCIL FOR

@

Read more online at ccwater.org.uk
(=)

The Water Redress Scheme (WATRS) is an
independent service designed to adjudicate disputes
that have not been resolved through the water
company’s customer service teams or by referring
the matter to the Consumer Council for Water.

WATRS

R
Water Redress Scheme

Read more online at watrs.org
(=)
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Economic regulation

The water industry plans and operates within five-year regulatory periods
known as Asset Management Plan (AMP) periods.

The Water Services Regulation
Authority (Ofwat) is the economic
regulator of the water and
sewerage sectors in England and
Wales, responsible for ensuring

the companies provide customers
with good quality, efficient
service at a fair price.

Read more online at:
ofwat.gov.uk

Prior to the start of each regulatory period, Ofwat consults with
stakeholders, including companies and sets out its price review
methodology, which gives the framework for the forthcoming five-year
regulatory period.

As part of the price review process, companies submit their business
plans to Ofwat with a projection of the expenditure needed to enhance
and maintain their assets over the period, in line with customer priorities,
statutory requirements and the regulatory framework. Ofwat scrutinises
and challenges these business plans, and ultimately sets the five-year
price, service and incentive package — this is the regulatory contract that
company performance is measured against over the regulatory period.

Each year all water companies are required to publish an annual
performance report (APR). Our APRs, from the beginning of this regulatory
period, can be found on our website, where our report for this financial
year will also be made available: unitedutilities.com/corporate

This report covers the third year of the 2015-20 regulatory period (AMP6).

While we are working to perform within the current regulatory period,
the industry and its stakeholders, including government and regulators,
are constantly looking ahead and planning for the future. The 2014 Water
Act paved the way for the extension of competition into certain parts of
the wholesale business. The retail market was opened to competition for
all non-household customers from 1 April 2017 and Ofwat proposed, in its
Water 2020 consultation document in 2015, to open up the areas of water
resources and bioresources treatment to future competition.

In December 2017, Ofwat published its final methodology for the price
review (PR19) for the ‘AMP7’ regulatory period, which runs from April
2020 to March 2025. This methodology forms part of Water 2020, which
is Ofwat’s overall vision for the water sector in England and Wales.

Ofwat has outlined four key themes in its final methodology for the
2020-25 regulatory period:

» Great customer service;

> Affordable bills;

» Resilience in the round; and
> Innovation.

These are not new for us in the way that we run our business and have
been areas of focus for us for some time. We have been actively engaged
in the development of Ofwat’s approach to PR19, contributing across the
full range of working groups and providing detailed proposals in key areas.
We have been carrying out extensive customer research and engagement
with stakeholders to determine our plans for AMP7. We will be submitting
our business plan in September 2018.

Ofwat is introducing a number of changes for the 2020-25
regulatory period.

unitedutilities.com/corporate

Price controls
2015-20 regulatory period (AMP6)

Ofwat moved away from one single price control and introduced four
separate price controls:

> Wholesale water —the physical supply of water;

> Wholesale wastewater — the removal and treatment of wastewater;

> Household retail — customer-facing activities (principally customer
contact, billing, meter reading and cash collection) for households; and

-
[
o
o
[J]
=

.2
(o]
[J)

-
©
=

+

n

> Non-household retail — customer-facing activities for businesses (now
covered by our joint venture, Water Plus).

Separate retail price controls were introduced to encourage a more
efficient service and to promote competition in non-household retail.

2020-25 regulatory period (AMP7)
Ofwat’s methodology for AMP7 sets out six separate binding controls:

> Water resources — the resources from which water is sourced;
> Water network plus — water treatment and distribution;
> Wastewater network plus — wastewater collection and treatment;

» Bioresources —the treatment and sale of energy and nutrient-rich
bioresources from recycled organic waste;

» Residential retail (the equivalent of household retail); and

> Business retail (the equivalent of non-household retail).

This further separation is intended to promote future competition in water
resources and bioresources. As we have transferred our non-household
(business) retail business to our joint venture, Water Plus, we will not be
covered by the business retail price control.

Operating and capital costs (totex)
2015-20 regulatory period (AMP6)

In order to encourage companies to utilise the most efficient sustainable
solutions, Ofwat changed the way companies’ operating and capital costs
are assessed for AMP6, from separate capex and opex to a combined totex
model that treats them both equally.

Ofwat developed wholesale cost assessment totex models as part of the
last price review process, which were used to set the allowed costs for
companies in AMP6.

Where companies outperform or underperform their totex allowance, this
gain or pain is shared between investors and customers, ensuring both
receive a share of the impact. We include our performance against our
allowed totex expenditure as one of our operational KPlIs.

Read more about our performance against
our operational KPIs on pages 38 and 39

2020-25 regulatory period (AMP7)

Ofwat is developing new cost assessment totex models for AMP7, and we
have taken a constructive approach in sharing cost driver analysis from
third party experts with Ofwat and our peers in the industry through
working groups and other available consultation channels.

Ofwat has introduced a new mechanism for AMP7 that uses cost sharing
rates to incentivise companies to submit efficient business plans. Each
company will have one cost sharing rate for outperformance and
another rate for underperformance, with the rates determined by the
ratio of a company’s business plan totex to Ofwat’s view of efficient
totex as determined by its cost assessment models. Business plans that
are deemed efficient versus the models used by Ofwat will get more
favourable cost sharing rates, and vice versa.
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Our marketplace

Performance commitments and incentives
2015-20 regulatory period (AMP6)

In a move to a more outcomes-based approach, there was greater
emphasis placed on customer engagement to set outcomes for

AMP6. Companies’ performance is measured through performance
commitments covering a wide range of measures assessing operational
and environmental performance, with associated rewards or penalties
(outcome delivery incentives, or ODIs). We include our performance
against our ODlIs in our operational KPls.

@ Read more about our ODIs for the 2015-20 regulatory period on page 41

Following their introduction in AMP6 there was a wide variety of
approaches towards definition, measurement, targets, rewards

and penalty payments associated with performance commitment
measurements and outcome delivery incentives. There is a cap of +/- 2
per cent of the return on regulated equity in place in AMP6. In part, this
reflected a recognition that this was the first period in which these new
performance incentives had been applied.

2020-25 regulatory period (AMP7)

Ofwat has set out a clear intention to introduce more powerful ODIs in
AMP7, with a drive for companies’ returns to be more heavily dependent
on their operational performance against stretching targets. It intends to
achieve this by removing the cap that is currently in place and also through
enhanced outperformance payment rates for significant outperformance
and higher underperformance penalty rates for very poor performance.

Alongside the increased scope for outperformance and underperformance
payments, company performance commitments and outcome delivery
incentives are likely to be subject to significant revision in AMP7, including
a set of 14 common performance commitments across the industry, with
three of these having common upper quartile performance targets.

Customer satisfaction
2015-20 regulatory period (AMP6)

Ofwat’s Service Incentive Mechanism (SIM) assessment is used as a
measure of customer satisfaction that rewards companies that perform
particularly well on customer service relative to other water companies,
and penalises companies that perform particularly poorly.

SIM is split into two components — quantitative SIM is based on the
number of customer contacts, and qualitative SIM is based on the
satisfaction of customers with the outcomes of those contacts.

We include both of these SIM assessments as operational KPIs.

Read more about our performance against our operational KPls
on pages 38 and 39

2020-25 regulatory period (AMP7)

A new customer service metric, C-MeX, will replace SIM in AMP7, and will
be piloted from 2018/19.

This will be based on two customer surveys, one from customers that have
contacted the company, which should be similar to the qualitative SIM in
the current period, and one from customers that have not contacted the
company. The proposed incentive range will be higher than is currently
available for SIM, demonstrating a greater emphasis on customer
satisfaction and customer sentiment in AMP7.

In addition, Ofwat plans to introduce a new developer service measure,
D-MeX, which will also be piloted from 2018/19.

Household retail
2015-20 regulatory period (AMP6)

Allowed costs within the household retail price control are determined
using a water industry average cost to serve approach in AMP6, rewarding
companies that are able to achieve costs below the industry average.

Our household retail revenue allowance includes the assumed average
cost to serve plus a margin that is intended to cover retail costs not
covered through the average cost to serve, such as financing of new retail
assets and the retailer’s working capital.

We include our performance against our household retail revenue
allowance as one of our operational KPls.

Read more about our performance against our operational KPIs
on pages 38 and 39

2020-25 regulatory period (AMP7)

Ofwat intends to replace its previous average cost to serve approach with
a cost assessment based on econometric models of household retail costs
in AMP7. These costs will be benchmarked to an efficient baseline.

We support the decision to use econometric models. This more
sophisticated approach has the potential to directly reflect key industry
cost drivers such as dual and single billing, meter penetration and the
impact of extreme deprivation when estimating of efficient levels for retail
cost allowances.

Financing
2015-20 regulatory period (AMP6)

Ofwat estimated a weighted average cost of capital for AMP6 (3.74 per
cent, in real terms, based on RPI inflation) in order to provide debt and
equity investors with a return that was considered to be commensurate
with the level of risk that underpinned their investment.

In setting the cost of capital, Ofwat used a notional capital structure with
62.5 per cent gearing, calculated as net debt as a percentage of regulatory
capital value.

We include our performance against Ofwat’s industry allowed cost of debt
as one of our operational KPIs.

@ Read more about our performance against our operational KPIs
on pages 38 and 39

2020-25 regulatory period (AMP7)

Ofwat has been clear that the estimated weighted average cost of capital
will be lower in AMP7, recognising that requirements for overall returns
are lower now than they have been historically, and reflecting its intention
that a higher proportion of companies’ returns should come from
operational outperformance.

In setting the cost of capital, Ofwat is using a notional capital structure
with 60 per cent gearing — this is the midpoint of our target range of 55 to
65 per cent.

Ofwat will apply debt indexation to new debt in order to reduce the risk
of forecast errors, and has confirmed that CPIH will be adopted for the
indexation of future price controls.

Ofwat has set an indicative figure for its estimate of the cost of capital
of 3.4 per cent in real terms (using CPIH as the price index), which is
equivalent to 2.4 per cent if RPI had been used as the price index, as in
earlier price reviews.
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Our way of creating value

We create value by delivering the services that customers want, at a price
they can afford, now and in the future, through innovation and efficient
operational performance, effective risk management and efficient
financing. Through the work that we do and the investment that we make,
we also create value for wider stakeholders, including the environment
and communities in the North West.

We use short, medium and long-term planning horizons to focus our
activities and investment on the creation of sustainable value, under
our strategy of delivering the best service to customers, at the lowest
sustainable cost, in a responsible manner.

Our 25-year planning horizon seeks to ensure we are investing in our
people, collaborating with suppliers, innovating to make our services
better and more efficient, maintaining a robust capital structure, and
preparing to ensure a resilient service in the face of future challenges.

This long-term planning helps us to focus the business plans that we
submit to Ofwat, which set out how we intend to create value for each
five-year regulatory period, whilst setting ourselves up in a sustainable
way to continue creating value in future years. We monitor progress
against these five-year plans as well as each individual financial year.

@ Read more about our planning cycles on pages 34 to 36.

Delivering our regulatory contract

By submitting a robust, balanced plan to Ofwat prior to the start of each
five-year regulatory period, we can help ensure we receive 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 in line with our
business plan by delivering that contract. In order to drive better and
more efficient operational performance, there are a number of areas in
which companies have the opportunity to outperform in each regulatory
period, and in doing so we are able to create further value for customers,
shareholders and wider stakeholders.

During the 2015-20 regulatory period, there are five main areas in which
Ofwat has given incentives for companies to outperform.

Totex

We can create value by delivering the agreed outcomes for customers
within or below the total expenditure (totex) allowance. This requires us to
innovate and create operational efficiencies to minimise our expenditure.

ODls

We can create value by delivering a level of operational service that meets
or exceeds the targets set in our wholesale outcome delivery incentives.
These targets stretch us to continuously improve our service to customers
and our environmental performance.

Customer satisfaction

We can create value by delivering a great level of customer service that
is favourable relative to the other water companies. This is measured
through Ofwat’s quarterly service incentive mechanism (SIM) surveys
during the current regulatory period.

Financing
We can create value by raising debt finance at a cost that meets or beats
the industry allowed cost of debt.

Household retail
We can create value by minimising the costs to serve our customers
relative to the allowed revenue for household retail activities.

We include our performance against each of the above areas in our
operational KPIs, including our targets for the 2015-20 regulatory period.

@ Read more about our performance against our operational KPIs
on pages 38 and 39

unitedutilities.com/corporate

Risk management

The risk-return trade-off means that the level of return to be earned
from an investment should increase as the level of risk increases,
therefore value is created through the effective management of risk.
We adopt a prudent approach to risk management.

Our Systems Thinking approach and telemetry backbone improves our
ability to manage operational risks, as we are able to recognise the normal
‘signature’ of our network and generate real-time alerts of potential
issues, which we can then manage before there is any impact on service
delivery, by undertaking proactive repairs and/or redirecting supply from
elsewhere in our network where we have built in additional capacity.
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Our financial risk management policies help us reduce our exposure

to the economic and regulatory environment, thereby providing more
predictable returns to investors. These cover a variety of market risks
including inflation hedging, interest rate exposure, and an asset-liability
matching policy for our defined benefit pension schemes.

Systems Thinking and prudent financial risk management are competitive
advantages for us, as we set out on page 13.

@ Read more about How we manage risks on pages 54 and 55

We also engage in reasonable tax planning, which fully complies with the
letter and spirit of the law. We benefit from allowable tax deductions on
our substantial capital investment programme, whilst continuing to pay
corporate tax at the full headline rate. We maintain an open, transparent
and collaborative relationship with HMRC, and maintain a robust
governance and tax risk management framework.

Stakeholders

We value the importance of building and maintaining constructive
relationships with all of our stakeholder groups in order to ensure we are
considering their interests in our strategic decisions and to influence and
inform as much as we are able to do so.

@ Read more about Our stakeholder engagement on pages 30 to 33

We create value for a number of stakeholder groups through the returns
we provide to investors, the essential service we provide to customers and
support to those in vulnerable situations, the contribution we make to the
economy and our communities across the North West, and the natural
environment that we maintain and enhance.

@ Read more about how we create value for these stakeholders in
Our business model on the next page.

One area from which value is derived is market sentiment. This encompasses
any developments in the regulatory environment, political and media focus,
and any speculation there may be on potential merger and acquisition
(M&A) activity in the sector.

This sentiment has many elements that impact the industry as a whole and
are largely outside of management control, however we seek to influence
elements where possible.
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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 our work places us at the heart of the communities in
the North West of England.

We are reliant on a variety of key resources, and the way that we manage these is influenced by a broad range of external drivers and relationships
with a number of stakeholders.

Managing these relationships and consulting with customers and stakeholders forms an integral part of our long-term planning process.

We agree outcomes that we will deliver for customers during each five-year regulatory period and for the long-term, and the work we do delivers a
range of long-term benefits and value for many different stakeholder groups. This value creation feeds back into the continuous cycle of what we do.

Our key resources

Natural resources

We rely on natural sources of raw water that we collect for treatment, and
we return wastewater safely and cleanly to the environment;

We maintain large areas of catchment land in a sustainable way; and

We process bioresources from wastewater to generate renewable energy,
which helps to reduce our carbon footprint, the amount of waste that
goes to landfill, and our energy costs.

Assets

>

Our significant capital investment programme grows our business whilst

building resilience and maintaining sustainable long-term assets;

We manage our assets as one integrated network through our innovative
Systems Thinking approach and using our Integrated Control Centre; and

We continually innovate to find more efficient ways of building and
maintaining our assets.

People

We develop, train and motivate our diverse skilled workforce;

We have management incentives based on performance and a long-term
incentive plan; and

We build effective relationships and work with suppliers who share
our values.

Financing

>

>

We maintain a robust capital structure with an appropriate gearing level;

We are prudent in our approach to risk management and we have long-
term debt locked in at good relative value; and

We proactively engage with equity and credit investors, and maintain
access to a range of markets.

Our external drivers and relationships

Stakeholders

)

It is the nature of our business, being such a vital part of our customers’ lives
and managing huge areas of land where people live and visit, that we have
animpact on a large variety of stakeholders; and

We build relationships and consult with these stakeholders in developing
and executing our plans for running our business.

@ Read more about Our stakeholder engagement on pages 30 to 33

Natural environment

>

The natural environment is constantly changing, and we must adapt and
prepare for future impacts such as climate change and population growth,
as our business is very long-term by its nature;

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; and

We are committed to reducing our environmental impact in order to
protect and enhance the natural environment that we live and operate in.

)

Economic environment

We operate in an area of high regional deprivation in the North West, and
so helping vulnerable customers is particularly important for us;

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
practicable; and

We are one of the largest employers in the North West and make a huge
contribution to the North West economy.

Technology and innovation

>

New technologies present opportunities for us to continue improving
quality and efficiency in our business;

New ideas can come from many sources, which is why we encourage it
across our business at all levels, from our annual CEO Challenge and our
dedicated innovation team to our new Innovation Lab; and

We constantly seek ways to make our services better, faster, cheaper
and safer.

)

Regulatory environment

We place great value on our relationships with our economic,
environmental and quality regulators, engaging actively and influencing
where we are able to; and

Itis also part of our sustainable approach to our business that we are
constantly adapting to prepare for upcoming market reform, and actively
engaging in any discussions about potential future reforms.

Political environment

>

As well as our regulators, we engage with North West MPs through
regular meetings, an annual drop-in session with our senior directors, and
party conferences; and

We engage 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.
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ﬁ We deliver the outcomes set out in our regulatory contract

We have plans in place that set out what we are working to deliver within this five-year We review progress towards the outcomes we have
period within each of the price controls areas set by Ofwat, which for this regulatory period promised to deliver for customers in this regulatory
are wholesale water, wholesale wastewater and household retail, with non-household period.

retail sitting within our joint venture, Water Plus.
We measure our performance against operational KPIs

What differentiates us from our peers is our Systems Thinking approach — we operate our as well as financial measures.

entire network as one integrated system rather than as individual assets.
These outcomes and KPIs fit within the framework of

Our strategy, governance and risk management, values and culture also underpin X
our three strategic themes.

everything that we do.

Our internal drivers Our outcomes and KPIs

Strategy

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

We ?elivter > SIM—quantitative.
great water

At the lowest

sustainable cost

Billing and

collections Outcomes

> Value for money; and
> Improved efficiency.

KPIs
> Totex outperformance;

Helping
vulnerable
customers

> Financing outperformance; and

o
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> Household retail cost to serve.

juswaBeuew XS pUB 8OUBUISAOK)

network
plus

In a responsible

manner

We safel
dispose g;‘ Outcomes

wastewater ) Protect and enhance the environment;
> Support local communities; and
> Support employees in a safe workplace.

KPIs
> Leakage;

> EAperformance assessment; and

Systems Thinking > Dow Jones Sustainability Index.

Our vision is to be the best UK water and
wastewater company.

We review and measure our progress h
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We create value for a range of stakeholders

The work we do delivers a wide range of benefits to a variety of stakeholder groups, creating long-term sustainable value for our
shareholders, customers, people, the environment, and communities in our region. Responsible business runs through everything
we do, as encapsulated by our business principles. Read more at unitedutilities.com/corporate/responsibility/our-approach

For our shar¢holdersmsg s For our customers

> We manage risk"pr_udéﬂﬂy_am&e affappropriate »  We focus on.innaVation-and efficiency to ideagreat
return,/investing in our assets for growth'and sustainability, service and bills have declined in real terms-since 2010; and
and providing income through dividends; and

We support over 100,000 vulnerable customers through
As many of our shareholders are pension funds and a wide range of assistance. schemes;including our sector-
charities, the income that we provide is relied on by leading Priority Services scheme, in our region that
millions of people every year. struggles with high levels of extreme deprivation.

For the environment

> We are rated Industry Leading by the Environment
Agency, and we strive to reduce our environmental
impact and invest in innovative technology to tackle

i tal challenges for future generations; and
> We have more than 5,000 employees, and 10,000 bt abis - e '

people are engaged through our supply chain, Maintaining and enhancing our reservoirs, catchment
meaning that we support, directly or indirectly, land and bathing waters provides a home for wildlife,
one in every 150 jobs in the region. areas for recreation, and a major pull for tourism.

.
For t unity
> We invest e North West’s infrastruct and generate jobs, skills and income
through our supply chain that supports economy in our region;

4
We build partnerships to develop employability skills and help p€ople back
to work. We also work with teachers and children to build awareness among
the next generation; and

> We actively encourage employee volunteering programmes to help create better
places, stronger communities, and accomplish more to address local issues together.

20
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Our business model

Key resources

Natural resources

How our natural resources
help us to create value

We hold abstraction licences that permit us to
utilise the natural environment in the North
West to create value for our business. Raw water
is collected from our catchment land and stored
in our reservoirs, or is taken directly from rivers
and boreholes. This key resource is essential in
order for us to continue providing water to our
customers’ taps once we have treated it.

We own over 56,000 hectares of land, much of
which is catchment land around our reservoirs.
As well as providing a source for raw water
collection, the way we manage this land helps
to protect and improve the natural environment
in the North West, enhancing recreational value
for the community and providing economic
benefits such as underpinning the region’s
tourist industry.

Another value-generator can be found in

the waste that we collect. Bioresources from
wastewater can be processed to generate
renewable energy. Our advanced digestion
facility at our Davyhulme wastewater treatment
works is one of the largest of its type, and we
inject biogas from Davyhulme’s wastewater
treatment into the national gas network. We
recycle waste by supplying treated biosolids to
agriculture, providing a valuable resource for
farmers as high-quality fertiliser.

We have a responsibility to return water to the
environment safely after extensive cleaning
processes. Spills from our network can lead to
pollution which, depending on the severity, can
damage the natural environment and potentially
lead to loss of reputation and/or financial
penalties.

The best service to customers

Providing the best service to customers goes
beyond the provision of water and wastewater
services and looks at ways we can add further
value. We help customers to save money on
their bills through our water-saving initiatives,
efforts to reduce leakage, and ‘what not to flush’
campaigns to prevent blockages.

At the lowest sustainable cost

The generation of renewable energy from
bioresources helps to save power costs, and
we seek to use the lowest cost sources where
practicable and innovate to find the most
cost-effective methods to treat water and
wastewater.

Preparing our network to cope with the extreme
weather and potential effects of a changing
climate that we are both experiencing and
predicting for the future can save repair and
recovery costs as well as ensuring a more
resilient service for our customers.

In a responsible manner

We continue to invest in the protection and,
where appropriate, enhancement of the natural
environment of the North West.

See page 31 for how we are contributing to the
UN'’s Sustainable Development Goal to ‘Ensure
access to water and sanitation for all’.

Much of our catchment land is open to
the public for use and enjoyment by our
communities and the tourists that visit our
region.

We consider the natural environment in the
management, operation and maintenance
of our sites, helping to support rare species
and habitats. Wildlife is not only protected,
but frequently improved, as a result of our
interventions.

Our Sustainable Catchment Management
Programme (SCaMP) has shown that we

can manage our catchment land to protect
and enhance water quality and to provide
other benefits for the North West, such as an
improving biodiversity.

Our approach to integrated catchments looks at
working with others to improve the lakes, rivers
and coastal waters where we return treated
wastewater in the North West.

Rainfall in our region is greater than in other
parts of the country, and therefore short,
medium and long-term water supply is not as
constrained. Nonetheless, it is in everyone’s
interest to make the most of this precious
resource. Reducing demand for water is
important, and our efforts to encourage and
support water efficiency are increasing. We
encourage customers to save water, and are
working with external partners to integrate our
messaging further afield, as well as working to
reduce leakage.

The use of bioresources provides an ongoing
opportunity to reduce carbon emissions, helping
in the global fight against climate change as

well as saving money that can be used to add
further value by investing in improving the
resilience of our assets and/or by reducing bills
for customers.

We can make an important contribution

to protecting and enhancing the natural
environment by using fewer natural resources
and reducing our greenhouse gas emissions.

While providing water and wastewater services
to the North West, we produce waste materials
such as sludges, excavated materials and general
office waste, which we are committed to
managing in a sustainable way, with less than
five per cent of our waste going to landfill.

We are looking at ways to lessen our use of
raw materials to reduce our impact on the
environment and make us more efficient, and
we use recycled products where practicable.

We are working on plans to substantially
increase our renewable energy production
across this 2015-20 regulatory period, with the
main contributor being solar opportunities. This
will provide environmental benefits as well as
adding value through energy cost savings.

How we manage
our natural resources

Our ISO accredited environment management
system covers the whole business and our
environmental policy is available on our
website at: unitedutilities.com/corporate/
responsibility/environment

This policy details our commitments to:

» Manage water resources sustainably and
promote water efficiency;

Improve the North West’s bathing waters
through our work and that of others;

Act to prevent pollution from our operations
and inform our customers on the responsible
disposal of waste to our sewers;

> Protect and enhance the natural environment
and the services it provides;

> Manage our use of natural resources, reduce
waste and put it to valuable uses;

Consider the impacts of climate change
on the services we deliver and adapt our
business accordingly;

» Reduce our greenhouse gas emissions and
generate more renewable energy;

> Aim to observe legal and regulatory
requirements and appropriate industry codes
of practice; and

> Integrate environmentally responsible
behaviour into our operations.

Our regulatory framework shapes the way
that we manage natural resources as we are
governed by environmental regulators.

@ Read more about Our marketplace

on pages 14 to 16
Protecting and enhancing the environment is
one of the promises and key outcomes that we
committed to deliver as part of our business
plan for the current regulatory period, and
features as one of our Business Principles, which
can be accessed online at: unitedutilities.com/
corporate/about-us/governance/business-
principles
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We continuously encourage our customers to
use water more efficiently and have increased
the number of households fitted with meters.

In terms of managing water supply and demand,
we already have an integrated supply zone
covering the majority of the North West.
Generally, this system is proficient in managing
demand, but there are extremities that require
further improvements to deal with future
challenges. Where there is any potential
shortfall, we bring more supplies online to

meet demand.

We have a regulatory annual leakage target,
based on the sustainable economic level of
leakage, which is one of our operational KPIs
(see pages 38 and 39), and we have consistently
met or outperformed this target.

As a major owner of woodland we manage
our trees in a sustainable way to protect water
quality, conservation, access, recreation and
timber, and we have been Forest Stewardship
Council® (FSC®) certified since 2003.

The sustainable management of surface water
is vital in adapting to the predicted increase in
more intense rainfall across the region, which is
the key risk to our wastewater service.

@ Read more about our Sustainable drainage solutions
on page 47
We are one of many organisations with a role to
play in boosting the quality of bathing water on
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.

The Environment Agency assesses water
companies’ performance across a basket of
measures, such as regulatory compliance,
pollution incidents and improvement plans, and
its overall assessment is included as one of our
operational KPIs (see pages 38 and 39).

Pictured: Crummock Water in the Lake District

Our environmental performance is reported
within our corporate responsibility pages on

our website at: unitedutilities.com/corporate/
responsibility/environment/environment-
performance and a table of measures important
to stakeholders, including those relating to our
environmental performance, is on page 124.

Impact of the
external environment

We plan far into the future to ensure we are
prepared for the changing natural environment,
most notably the risks and opportunities
presented by climate change.

Climate change is the long-term change

in average weather conditions, including
temperature, rainfall and wind. It is predicted
that our climate will change dramatically and for
the North West, this will result in higher daily
temperatures in both winter and summer, and a
shift in our rainfall from summer to winter.

This will mean there is likely to be:

> More frequent and/or higher magnitude
drought events in summer;

> More rainfall in the winter; and

> More occurrences of heavy rainfall.

Climate change has been the subject of strategic
concern to us for over two decades. As a water
and wastewater utility provider, we have first-
hand experience of the impacts of extreme
weather events on our operations and our
customers, and we recognise our part to play

in mitigating climate change.

With severe dry periods becoming increasingly
common, we must ensure we continue to have
resilient water resources and an infrastructure
capable of moving water efficiently around

the region.

At other times, we must tackle flooding
incidents caused by the intensive bursts of
rainfall which are becoming more frequent due
to changing weather patterns.

unitedutilities.com/corporate

Our response to climate change can be split into
two areas:

> Adaptation — making sure our services are
resilient to a changing climate.

The potential effect of climate change on our
future water resources is included in our 25-
year Water Resources Management Plan, and
we have 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.
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» Mitigation — reducing the carbon emissions
associated with our services, especially
through our energy strategy.

The key factor in 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.
Therefore, minimising the greenhouse gases
emitted as a result of our operations will
mitigate climate change.

We have been driving down our carbon
footprint over the last decade (a reduction of
one-third since 2005/06) and have plans to
reduce it further.

@ Read more about our carbon emissions performance
on pages 117 to 119.

More information on our approach to all

of these impacts and our environmental
performance can be found on our website at:
unitedutilities.com/corporate/responsibility/
environment/environment-performance

For information on principal risks and
uncertainties in this area, see pages 56 and 57
‘Health safety and environmental risk’, “Water
service risk’ and “Wastewater service risk’.
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Key resourc