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At a glance Money from bills Borrowings Dividends Structure Our plans

Glossary

An item of property owned by a person or company. For a water company this
Asset . .

can be our network of pipes, treatment works and reservoirs.
Bond A type of long-term borrowing.

An expenditure that a UK business may claim against its taxable profit (eg. spending money on buying
Capital allowances equipment). The allowance may be deducatable in one year or over several, allowing companies
to delay payment of corporation tax until a time when the level of investment reduces.

The amount of money or assets invested in the business by the owners. The capital

Capital contribution contribution increases the owner’s equity interest in the company.

Capital investment The money invested in assets to enable a company like ours to deliver services to customers.

Dividends The sum of money paid regularly (typically annually) by a company to its shareholders out of its profits or reserves.
Interest The money paid at a particular rate for the use of money borrowed.

Investment grade credit ratings Is the quality of a company’s credit and shows if they are at low risk of a credit default, making it an attractive investment.

Principal intermediate holding companies Companies between the ultimate parent company and the operating company.

Profit The amount of money left over once the costs associated with running the business are taken into account.
Revenue All incoming money received by a company, often through charges or bills.
Shareholders A person or company that legally owns one or more shares in an organisation.

Tax A amount of money a company is required to pay to the government on any profit made from business activity.
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At a glance

Like most companies, we are financed through
a combination of money from shareholders,
profits and by borrowing money.

We are majority owned by companies
based in Hong Kong who are responsible
and committed investors in our business.

Like any investors, our shareholders expect a
return on the money they put into our business
but these dividends are not guaranteed. We
make sure the dividends are set at a level which
is sustainable, remains consistent with our
investment grade credit ratings and allows us to
continuously put money back into the business.

Our executive directors pay and benefits
package is structured to attract and
keep people of a high calibre but also
reflects how well we are performing.

Our immediate holding company,
NWGL, is based in the UK and pays
corporation tax to the UK Government.

Our independent non-executive directors
set us challenging targets and give support
in their areas of expertise to our Board.

Independent Challenge Groups (CCGs), which
we call the Water Forum, have a very clear role
to challenge us on behalf of our customers
and give Ofwat (our regulator) an unbiased
view on how well we listen to customers and
put them at the heart of our decision making.



Structure Our plans

Dividends

At a glance Money from bills

Glossary Borrowings

At a glance (cont’d)

Our customers have told
us that certain areas

of our finances can be
difficult to understand.
We wanted to help by
creating a document
that provides you with

a simple and easy

way to understand

how the company is
financed and where your
water and sewerage

bill payment goes.

We held a co-creation workshop
with customers to show them
how this document could look.
But thanks to their participation,
they told us they would prefer a
bill breakdown explanation with
their annual bill, and for the rest of
the detail to be housed online. If
you are interested in having your
say on topics like this, please
register your interest by filling
out our online form here.

Northumbrian Water bills 2023/24

PAYING BACK INTEREST ENERGY
on money borrowed to invest in o costs of running our
new assets and improve day-to-day operations

BUILDING NEW
ASSETS AND
BUYING NEW

EQUIPMENT
to improve our
water and
wastewater
services

MAINTAINING
OUR EQUIPMENT
to make sure it

works when we need it,
and to save money on
expensive replacements

your services

PAYING TAXES, RATES
% AND LICENSES
including tax on profits, rates

on buildings and water/
wastewater treatment sites,
and licence fees paid to the
Environment Agency,
OFWAT and others

£1.07

PER HOUSEHOLD
PER DAY

By NET PROFIT
77 including the money that
we return to people who
have invested in us

PEOPLE AND MATERIALS
0 including wages for our

employees as well as our

supply chain partners

Essex and Suffolk Water bills 2023/24

PAYING BACK INTEREST
h ! ENERGY
on money borrowed to invest in costs of running our

new assets and improve

BUILDING NEW
ASSETS AND
BUYING NEW

EQUIPMENT
to improve our
water services

MAINTAINING

OUR EQUIPMENT

to make sure it

works when we need it,
and to save money on
expensive replacements

your services day-to-day operations

PAYING TAXES, RATES
% AND LICENSES
including tax on profits, rates

on buildings and water
treatment sites, and
licence fees paid to the
Environment Agency,
OFWAT and others

(= NET PROFIT
afiE including the money that
we return to people who

have invested in us

71p

PER HOUSEHOLD
PER DAY

PEOPLE AND MATERIALS
0 including wages for our

employees as well as our

supply chain partners


https://www.nwg.co.uk/haveyoursay
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Money from bills Borrowings

What the money from
customer bills delivers

Northumbrian Water
(NW) provides water

and sewerage services
in the north east of
England. Essex & Suffolk
Water (ESW) provides
water services only

in the south east.

We use the cash we collect

from customer bills to:

e Run the company efficiently day-
to-day, maintain and operate
our equipment, pay our staff and
supply chain partners and meet
the energy costs of running
our business. This is known as
operational expenditure (Opex).

e Build new networks, reservoirs
and treatment works, and invest
in new equipment to improve
our water and wastewater
services. This could include
things such as laying new pipes
or sewers, building or renewing
treatment works, or improving
our renewable energy sources.
This investment is known as
capital expenditure (Capex).

Opex and Capex together give us
our total expenditure (Totex). In
the period 2020-25 our income
will allow us to spend £3.5 billion.
One of our key commitments is
to spend at least 60p in every £1
with suppliers in our regions.

TOTEX
£3.5bn

OPEX CAPEX
£2.0bn £1.5bn

Dividends Structure

Making improvements for
customers for 2020-25

Our Capex programme helps

us to give great service to our
customers. In 2020-25, about three
quarters of our Capex investment
is going towards maintenance

and a quarter is going towards
improving our levels of service to
our customers. In particular, we've
been working hard to reduce the
risk of flooding and at improving
environmental performance.

The graphs across show the
expected split of our investment
between our main programmes.

Our plans

Spending money on

improvements includes

things like:

e Repairing old water
pipes and sewers.

e |nvest £66m to deliver six
enhanced resilience schemes
in Essex and Suffolk.

e Construct new storage
capacity in Gateshead.

e Lay 53km of hew main
improving our water transfer
capability between Tees
and Central zones.

e |nvest a total of c£107m
to expand the treatment
facility at Howdon.

e Develop a smart network
installation of sensors, meters
and control features which
will dramatically increase our
visibility and understanding
of the sewer network.
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What the money from customer
bills delivers (cont’d)

Providing extra support

We have a wide range of services
designed for customers who may
need extra help and support.
These include financial help, where
we understand that life’s ups

and downs can have an effect

on the money you have to pay
your bills. We are dedicated to
providing affordable bills to all of
our customers based on their ability
to pay. We also offer extra support
via a range of free priority services
to help make things a bit easier.

Water poverty is when a household
spends more than 3% of its
disposable income on their water
bill. Water and sewerage services
should be affordable for all of

our customers, whatever their
circumstances. Which is why we
have committed in our Business
Plan to eradicate water poverty

in our operating areas by 2030.

Full details are available on our
website - Essex & Suffolk Water
customers / Northumbrian
Water customers.

We keep our bills as
low as possible

Ofwat, our regulator, sets the

amount of income we can charge

to customers. This is done through

a price review every five years. We
develop a plan and agree it with
Ofwat which helps protect and deliver
continuous value for our customers.

In 2021/22, as in most years, we
spent more than the cash we
collect in bills, and we make this
difference up through borrowing.
Our spend last year totalled about
£780m and our income was about
£867m. By borrowing money we
can spread the costs over today’s
and future customers, rather

than being a big cost upfront

to our current customers.

Dividends

Structure Our plans

Category

Description

Cost

Day-to-day
operations

Financing

Long-term
investments

For 67p a day (NW) and £1 a day (ESW),
we provide fantastic quality water to our
4.5m customers. We then take away
wastewater, clean and treat it and return
it to the environment. We have a network
of nearly 26,000 km of water mains and
nearly 30,000 km of sewers (NW only).

We pay interest on our debt and, as
mentioned above, we keep customer
bills low by spreading these costs
over a long period. We also pay a
dividend to our shareholders when
the company meets its targets.

We spend around £1m per business day
improving our networks and equipment
net of any large capital contributions.

£445m

£170m

£252m

£867bn



https://www.eswater.co.uk/bill-help
https://www.eswater.co.uk/bill-help
https://www.nwl.co.uk/bill-help
https://www.nwl.co.uk/bill-help
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Money from bills

Borrowings, interest and taxes

We invest around £1m
per business day in
improving our services
for our customers. We
boost the money from
our customers through
their bills by borrowing
money from banks
and debt markets.

We issue bonds to the debt markets
and pay for some of our investments
by short-term bank loans (less than
five years) until we build up enough
new debt to allow us to convert

into a longer term bond issue. Our
bonds are mainly publicly listed on
the UK Stock Exchange and are
sold directly to pension funds and
other large institutional investors to
who we pay interest each year.

The bonds benefit from our
investment grade credit rating
which helps reduce the rate of
interest we pay, making sure our
financing costs stay as efficient
as possible for customers.
These credit ratings (given to us
by experts) let us obtain financing
at the most competitive and
attractive interest rates, and the
benefits of low funding costs
flows into customer bills.

By keeping our debt well-
balanced we are able to effectively
manage risks of changes to
inflation and interest rates and
keep customer’s bills stable.

Our total borrowings at 31 March
2022 amounted to £2.5bn.

We pay our taxes

Another big cost to the business
are taxes and regulatory costs.

We are open and honest about our
tax arrangements and publish our
Tax Strategy on our website.

Our Business Plan includes an
allowance for the corporation tax
we expect to pay, just like any other
operating cost. The plan contains
our estimate of tax payments that
reflect the benefit of tax reliefs that
are available to us and known future
rates of tax. This helps us to keep
the cost of customers’ bills down.

We pay corporation tax

on our profits after taking
into account reliefs that are
available to all companies
under the UK tax system.

Our plans

The calculation of our taxable profits
includes deductions for interest on
our borrowings, capital allowances
on money we invest in improving
our infrastructure networks, and

tax losses made available to us

by other group companies. Tax is
paid in four instalments annually
based on the current tax charge

in our Financial Statements.

The capital investment we make
brings benefits to our regions.
Every year we invest around
£480m in our communities and is
a significant factor in determining
how much tax we pay not and in
the future. The capital allowances
system helps save the company
tax in the present, but it will result
in tax being paid in the future.


https://www.nwg.co.uk/about-us/nwgroup/tax-strategy/
https://www.nwg.co.uk/about-us/nwgroup/tax-strategy/
https://www.nwg.co.uk/financial/nwl-financial-performance/
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Dividends

The profit we generate is driven

by how efficiently we can run the
business to deliver our commitments
for our customers. After deducting
operating costs, financing costs

and tax from our revenues we are
left with our profit. Profits can be
either given to shareholders or and
reinvested back in the business.

Our shareholders have provided all
the necessary capital and financial
backing required to run the business
and in return they receive a dividend
return on the capital they have
invested. The dividends we can

pay are driven by our financial and
operational performance, the level of
service provided to our customers,
and employee’s interests, so

the returns our shareholders

receive are not guaranteed from

one year to the next. There are
many significant risks associated
with the business. Shareholders,
rather than customers, carry

the weight of these risks.

Money from bills

We make sure the dividends are
set at a level which is sustainable,
remains consistent with our
investment grade credit ratings
and allows us to continuously put
money back in the business.

Northumbrian Water Limited
(NWL) is one company within the
wider Northumbrian Water Group
Limited (NWGL) Group. NWGL

is owned by two shareholders:

e  CKnfrastructure
Holdings Limited.
e (K Asset Holdings Limited.

Borrowings

Setting dividends

The value of the dividends we pay
shareholders are agreed by the
Board to take into account how
well we are performing against

a range of targets. Similarly, the
Board also considers how well

we are performing against our
commitments to our customers and
our budget performance. When all of
these have been taken into account
the level of dividends are agreed.

Our plans

Executive pay

The Remuneration Committee
oversees the amount of money
that is paid to executive directors
and senior management. The
decisions that are made are around
what is paid to new directors,

and the bonuses and long term
incentives that are paid to senior
management. It is important

that the right balance is struck

by attracting and keeping talent,
ultimately with customers’ interests
at heart. To strike this balance,
executive directors have annual
and longer term targets relating

to customer service, performance
and sustainability, alongside
personal targets. The amount

they receive is dependant on their
performance in all of these areas.
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Our structure

above shows the structure of

Northumbrian Water Group up to

CK Hutchison Holdings Limited e NWL paid dividends of
—— e (CKHH), which we currently regard £181.5m to NWGL.
. EC;IS(;QQQ Lmited Diversfied Gore CKHH as the ultimate parent e Following discussions with

infrastructure SCSp undertaking and controlling party Ofwat, a special dividend of

of NWGL and, therefore NWL. £159.0m was paid from the
C.76% 15% non-appointed business for the

‘ . The chart shows the principal purpose of settling a legacy
oo Lo s LK intermediate holding companies, intercompany loan arrangement

which are wholly owned between the non-appointed

30% 30% 25% unless otherwise shown (the business and NWGL.

percentage values represent
the economic interests).

Northumbrian Water
Group Limited

50%

Northumbrian NWG Commercial
Water Limited Solutions Limited Wave Ltd

financing trading trading

subsidiaries subsidiaries subsidiary

* Companies listed on The Stock Exchange of Hong Kong Limited
** Company listed on the New York Stock Exchange
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Our plans for 2020-25

We have committed to
deliver on the following

outcomes that matter the

most to our customers.

These six themes are focused into

14 ambitious goals and annually

we report back on our performance

which can be found here.

Unrivalled customer experience

1. Deliver world class
customer service.

2. Give every single customer the

opportunity to have a strong

voice and engage with us, with

at least 2 million customers
participating by 2025.

Affordable and inclusive services
3. FEradicate water poverty in our
operating areas by 2030.

Reliable and resilient services

4. Have the lowest levels of leakage
in the country in our water-
stressed Essex and Suffolk area.

5. Have a per capita consumption
(PCC) for water use of 118 litres
per person per day by 2040.

6. Promote confidence in our
drinking water so that nine out
of ten customers choose tap
water over bottled water.

7. FEradicate sewer flooding in the
home as a result of our assets
and operations.

Dividends Structure

Leading in innovation

8. Be leading in innovation within

the water sector and beyond.

Improving the environment

9. Be leading in the sustainable

use of natural resources,
through achieving zero
avoidable waste by 2025 and
being carbon neutral by 2027.
10. Demonstrate leadership in
catchment management to
enhance natural capital and

deliver net gain for biodiversity.

11. Have the best rivers and
beaches in the country.

12. Have zero pollution as a result of

our assets and operations.

Building successful

economies in our regions

13. Spend at least 60p in every £1
with suppliers in our regions.

14. Be the most socially
responsible water company.



https://www.nwg.co.uk/about-us/nwl/how-we-are-performing/our-commitments-to-you
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