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Regulatory reporting:

Regulatory reporting information for the year ended 31 March 2021 is contained in the separate
Annual Performance Report, which has been prepared in accordance with regulatory reporting
guidelines, and will be available separately once filed with Ofwat.

Terms used in this report:

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

Cautionary statement:

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




United Utilities Water Limited

Strategic report

Chairman and Chief Executive Officer's review

We have responded well to the challenges of a year that has

been dominated by the impact of COVID-19 in maintaining

service and support so critical to customers in the North West.

Our operational performance has been strong, building on the

improvements we delivered in the previous regulatory period

s e iggie and providing us with a great start to achieving our targets for
Chairman the new 2020-25 price review period (AMP7).

This has been an unprecedented year in which we have had to adapt
our operations to protect customers, employees and supply chain
partners from the impact of COVID-19.

We responded well to the challenges and delivered our best ever year
of operational performance for customers and the environment.

, Customer satisfaction remains high and we have made a strong start
Steve Mogford " against our customer outcome delivery incentives (ODIs). This year
Sl has seen us reduce leakage to its lowest ever level and supply
interruptions to customers have been halved. We are on track to
achieve the maximum 4 star rating in the Environment Agency’s assessment for 2020, and have
reduced environmental pollution incidents by around a third.

Our operational performance has been strong against key metrics and we are pleased to have
met or exceeded over 80 per cent of our performance commitments for year 1 of AMP7. In
those areas where we have fallen short of our target — such as sewer flooding — we are
innovating and investing in new technology in order to improve performance and service to
customers over the longer term.

We witnessed further variability in weather conditions now characteristic of climate change. Our
region experienced a hot, dry spring that, coupled with people spending more time at home,
resulted in a high level of demand for water. We continued to encourage customers to save
water through water efficiency programmes, helping them to preserve this precious resource
and save money on their bills. Throughout this period we maintained supplies to customers,
demonstrating the benefits of our Systems Thinking approach and supported by the investment
we made in previous regulatory periods to enhance the resilience of our services.

We have a deep and strong relationship with the environment and communities of the North
West. Our plans ensure we protect and improve the natural environment and for many years we
have been at the forefront of addressing climate change. We are proud to be a signatory to the
UN’s Race to Zero campaign and we are delivering against all of our six carbon pledges. Our
purpose drives us to make a real, positive contribution to the communities we serve through
everything we do, and our investment programme plays a significant role in supporting the North
West economy.

This excellent start to the delivery of our AMP7 plans provides a strong platform for us to play our
full part in the economic recovery of the communities we serve as the country emerges from the
COVID-19 pandemic.
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Maintaining excellent service to customers while supporting our employees

Our continued focus on delivering the best service to customers has never been more
important. We delivered significant and sustainable improvements over AMP6 and we ended the
period as a leading water and wastewater company. The way Ofwat measures customer
satisfaction in AMP7 has changed, with C-MeX measuring household customer satisfaction and
D-MeX measuring developer satisfaction. Despite a challenging operating environment,
customer satisfaction remains high, earning us an outperformance payment for both C-MeX and
D-MeX and positioning us in the sector upper quartile for all-round customer satisfaction.

The impact of COVID-19 has led to many customers facing increasing financial hardship. At the
start of the pandemic we saw an increase in the number of customers needing affordability
support and the initiatives we put in place in AMP6 enabled us to respond swiftly and effectively.
We were the first water company to secure support and regulatory approval for an extension to
the scale and scope of our social tariff, providing an additional £15 million to help a further
45,000 customers. We had to consider the appropriateness of continuing our normal billing and
collection activities and the most suitable means of engagement. As part of our COVID-19
response, we proactively encouraged customers to contact us if they had been impacted
financially by the pandemic. We carried out targeted activities aligned to specific customer
segments and changes in customer behaviour to engage with customers, ensuring they knew
they could talk to us about their water bill, and highlighting alternative ways to pay.

We could not have delivered such great service to customers during this time without highly
engaged and motivated colleagues right across the organisation who demonstrate tremendous
resilience and adaptability to deliver for a region hard hit by the pandemic. To keep employees
safe, early on in the year we moved 60 per cent of our workforce to home working and the
remainder continued working at our COVID-19 secure facilities. We have continued to work in
this way in line with the government roadmap out of lockdown, while defining and shaping the
way for future working. Our employee engagement score this year positioned us above the
norm for UK high-performing companies — a remarkable score given the past year and
testimony to the cohesiveness of the United Utilities team.

Transforming into a digital utility

Through our Systems Thinking approach we make use of technology, automation and machine
intelligence to deliver better performance for customers and the environment.

Through implementation of Dynamic Network Management — an example of the most advanced
form of Systems Thinking in the water sector — we are shifting from reactive management of our
wastewater network to using a web of sensors that will provide near real-time performance
information. This new digital capability will optimise performance in a predictive and preventative
way, delivering greater efficiency, improved service to customers and helping to enhance the
environment.

We recognise the benefits to be gained through building digital skills among our workforce, and
our purpose-built technical training academy, established in 2014, has provided skills
development and certification to over 2,800 colleagues. The focus on digital skills means that
we have the in-house ability to develop and deploy breakthrough technologies at pace and
efficiently.

We make extensive use of apps, many of which are developed in-house, to create digital
capability for our field and customer- facing teams. Our new voids app, aimed at unbilled but
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occupied properties, has helped us to earn the maximum customer ODI outperformance
payment on voids this year as well as securing future year benefits of a further £24 million over
AMP7.

Delivering a robust financial performance

We have delivered another year of robust financial performance, supported by the strength of
our balance sheet.

At £410.1 million profit after tax is £274.2 million higher than the profit after tax of £135.9 million
reported in the prior year. This increase largely reflects a number of significant items that we
incurred last year and we did not expect to recur in future years. These prior year items
included non-cash impacts such as £82.6 million of accelerated depreciation on Bioresources
assets and a £132.4 million deferred tax charge in relation to a change in tax rate. In addition to
this, net fair value gains on debt and derivative financial instruments, which are subject to
inherent volatility and can therefore vary significantly from year to year, were £147.9 million
higher than the fair value losses reported in the prior year. These impacts have been partly
offset by the expected decrease in allowed regulatory revenue in the first year of the new
regulatory period, and an increase in infrastructure renewals expenditure due to planned work to
optimise the performance of our network as well as a slight increase in the broader cost base.

Our balance sheet continues to be one of the strongest in the sector, with low customer debtor
risk, net debt to regulatory capital value within our target range and a pension scheme that is
fully funded on a low dependency basis.

Given the uncertainty created by the COVID-19 pandemic, the recoverability of household
debtors has been a key area of focus. It has been an area of focus for us for most of the last
decade, during which we have managed the position robustly. This manifests itself in the
balance reducing from £115 million in 2016 to £78 million in 2021. Our net debtor balance as at
31 March 2021 is the lowest it has been for five years and is one of the best managed positions
in the sector. Knowing this gives us added confidence as we emerge from the pandemic.

RCV gearing, measured as net debt to regulatory capital value, was 65 per cent. During the
year, we changed our definition of net debt to exclude the impact of derivatives that are not
hedging specific debt instruments. This provides a better reflection of the debt balances we are
contractually obliged to repay and is more consistent with the approach taken by credit rating
agencies and the regulatory economics. Our gearing policy is supportive of an A3 credit rating
with Moody’s and we have liquidity extending out to February 2023. This provides us with
resilience and financial flexibility as we progress through AMP7 and demonstrates our prudent
and responsible approach to financial risk management.

We have eliminated our pension funding deficit on a low-dependency basis and our pension
position is in surplus on an IAS 19 basis. Having no pension funding deficit puts us at an
underlying advantage versus most other companies in the sector, as well as against many
companies in the Financial Times Stock Exchange (FTSE), that continue to make cash
contributions into their pension schemes to achieve a fully-funded position. We are proud to
have already achieved this, protecting employees past and present and shareholders from the
risk of a large pension deficit.

In November 2020, we published our new sustainable finance framework, which allows us to
raise financing based on our strong environmental, social and governance (ESG) credentials.
This replaces the green funding we have previously secured through the European Investment
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Bank (EIB), which is no longer available post-Brexit. We issued our debut sustainable bond in
January 2021 and were extremely pleased by the high level of interest. As a result, we secured
not only our lowest ever coupon at that particular maturity, but also the lowest ever coupon for
any UK corporate at that maturity, locking in financing outperformance.

Good start to the new regulatory period (AMP7)

We are performing well against the principal areas of our regulatory contract for AMP7 despite
many targets getting tougher.

Our accelerated investment strategy and digital transformation is delivering value across the
breadth of our customer ODIs. The £21 million outperformance payment earned this year is ten
times the performance we delivered in the first year of AMP6. The net reward earned this year
will be reflected in an increase to revenues earned in 2022/23. This provides a great platform for
continued delivery against our customer ODIs for the remainder of the AMP and gives us the
confidence to target a cumulative outperformance payment of around £150 million for the 2020—
25 period. Thanks to our good performance in AMP6, we started AMP7 at a total expenditure
(totex) run rate which supports delivery of our AMP7 scope within our final determination totex
allowance. Since accepting our final determination, our investment plan has been extended by a
further £300 million, which we expect to be fully remunerated through regulatory mechanisms,
with this expenditure extending our environmental programme, accelerating our digital
transformation and exploiting spend to save opportunities.

While we continue to seek efficiencies in the delivery of totex, as we have demonstrated through
the £300 million extension to our totex plans, we will invest totex where we are confident we can
deliver improved customer or environmental outcomes and better customer ODI performance.

On financing performance, we have consistently issued debt at efficient rates that compare
favourably with the industry average, thanks to our leading treasury management, clear and
transparent financial risk management policies, and ability to act swiftly to access pockets of
opportunity as they arise. This delivered significant financing outperformance during AMP6 and
the rates we have already locked in for AMP7 compare favourably with the price review
assumptions.

ESG at our heart

Our purpose drives us to deliver our services in an environmentally sustainable, economically
beneficial and socially responsible manner and what we do creates deep connection with the
stakeholders we serve. We have a long-standing commitment to deliver against our ESG
objectives and we have a strong track record of doing so. We are also looking to our supply
chain partners to adopt these values and objectives via the United Supply Chain (USC)
initiative, a fundamental step change as to how we engage with them in AMP7 and into AMPS8.

Having achieved our climate change objectives up to 2020, reducing greenhouse gas emission
by 73 per cent, we made six carbon pledges and have made good progress against them all.
From October of this year, 100 per cent of our electricity will be sourced from renewable
technologies and we have set ambitious science-based scope 3 emissions targets that have
been submitted for endorsement by the Science Based Targets initiative (SBTi).

Our Catchment Systems Thinking (CaST) approach continues to mature. We have been
working with the Environment Agency (EA) and other stakeholders to develop a North West
natural capital baseline and once this process is complete, we will engage with other partners
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across the region to drive a consistent approach to delivering greater natural capital value. This
year, we pledged a £300,000 CaST Fund, for which charities and community groups are able to
bid, to boost the idea of working collaboratively to address the challenges facing the
environment.

We are in a unique position to make a real, positive contribution to society and have an
ambitious and innovative approach to addressing affordability and vulnerability. We have an
extensive range of schemes available to help customers and around 200,000 are currently
benefiting from that help. We are providing more customers than ever with access to Priority
Services in times of need, with over 133,000 now on our register. We have committed to
providing £71 million in financial support over AMP7, and have accelerated payments this year
to provide much needed assistance to households struggling as a result of the economic impact
of the pandemic. During the early stages of the pandemic, recognising the importance of cash
flow to businesses, we took swift action to accelerate payment terms with suppliers, paying
them within seven days where possible.

We want fantastic people from a range of different backgrounds and life experiences to enable
us to deliver a great public service, and we are committed to creating a diverse and inclusive
workforce, reaching and recruiting from every part of our community. We were delighted to be
one of the top one per cent of 15,000 companies across Europe in the Financial Times’ Statista
Survey for Diversity and Inclusion Leadership and to achieve inclusion in the Bloomberg Gender
Equality Index.

We operate in a manner that aims to maintain high ethical standards of business conduct and
corporate governance. We have attained World Class status on the Dow Jones Sustainability
Index for the 14th consecutive year. We were delighted to retain the Fair Tax Mark independent
certification which recognises our commitment to paying our fair share of tax and acting in an
open and transparent manner in relation to our tax affairs. We continue to focus on our long-
term financial resilience, supported by our strong balance sheet and prudent approach to
financial risk management, maintaining a responsible level of gearing and well-controlled
pension position for many years.

Outlook

We started the new regulatory period as one of the sector’s best performers and have delivered
further improvements this year, giving us the confidence that we will continue to be able to meet
our targets across AMP7. Our transformation to a digital utility is helping us operate more
efficiently and deliver better service to customers while protecting and improving the natural
environment. Although it remains uncertain how the country will emerge from the COVID-19
pandemic, we have proven to be resilient over this period and will continue to rise to the
challenges that lie ahead, playing our part in the recovery of the North West economy.

Grateful to our stakeholders for their support

We would like to express our gratitude to our highly engaged and motivated employees and
supply chain partners who have shown great resilience and adaptability in continuing to deliver
excellent performance over such a challenging period, and we extend our thanks to customers
and other stakeholders for their continued support.

SirDavidHiggins Steve Mogford
Chairman Chief Executive Officer
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Our approach as a responsible business

The way we act as a business has a profound influence on the social, economic and
environmental wellbeing of the region.

Responsible business is in our DNA

We have a strong track record leading on environmental, social and governance (ESG) matters.
Over the past 20 years we have measured ourselves against national and international
benchmarks of responsible business practice, often breaking new ground in the way the water
sector approaches challenges such as catchment management schemes and support for
vulnerable customers.

This long-standing commitment to responsible business has provided a solid foundation upon
which to evolve existing programmes, develop new initiatives, and respond to the changing
world in which we operate.

Whatis our approach?

We will only deliver our purpose and create and maintain value for our stakeholders if we act in
a responsible manner. This comes from understanding what matters most to them and
balancing these different perspectives in our decision-making.

Our approach isn'’t just about what we do, but how we do it. A key strength is our commitment to
open, honest and transparent reporting about the continuity of our approach, underpinned by a
clear purpose and strategic objectives.

Increasingly, stakeholders assess how companies approach responsible business through the
lens of ESG. We believe there is a close relationship between ESG performance and investor
value.

Demonstrating how we act responsibly and create value

Being a purpose-led business it is up to us to provide the evidence that we are providing great
water and more for the North West. Our stakeholders are ultimately the ones who will judge
whether we are delivering on our purpose.

Having tangible, externally recognised measures of our behaviour and performance helps retain
the trust of those who take an interest in the way we do business. It enables us to demonstrate
that we are operating in our stakeholders' interests. We collate, monitor and report on a wide
range of performance measures, linked to what stakeholders tell us matter most, and align
ourselves to recognised management standards and accreditations to give confidence in the
way we are operating. We report these publicly so stakeholders can assess our progress.

Alongside this we actively participate in a range of global ESG ratings, indices and frameworks
to benchmark our approach against best practice and emerging sustainability challenges.

As responsible business practice evolves we look constantly at how we can improve. For
instance, we are currently exploring whether embedding multi-capital thinking (manufactured,
financial, natural, social, human and intellectual capital) into business processes will add value
and better inform our decision-making processes. This includes how we might report publicly
against these capitals.
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Reporting responsible business performance
Evolving market expectations

The way we report on environmental, social and governance (ESG) issues is evolving as
stakeholder interest grows.

There is increasing interest in how companies respond to sustainability challenges and growing
expectations on how they disclose relevant information and data on their responsible business
activities. For example, there is more interest in the disclosure of the ESG performance of
companies and, last year, we published an investor guide to ESG at United Utilities in response
to that trend:

The way in which we report has evolved over the past ten years to incorporate more ESG
information and data through such action as moving to integrated reporting. We have looked to
do this without making this report unnecessarily lengthy or difficult to read. Rather than adopt
one specific framework, our approach is to use the framework of our purpose-led approach to
disclose performance and data for each of the stakeholders we create value for. Many of the
ESG indices in which we participate (see page 62) draw their data from this report.

However, we do recognise that some stakeholders prefer to have specific data provided in one
place. The following indicates where further information on certain frameworks can be found:

World Economic Forum (WEF) International Business Council (IBC)

The WEF IBC has proposed a set of common metrics for the consistent reporting of sustainable
value creation in mainstream annual reports. We already integrate many of these metrics in our
annual report and to make this easier for those searching for the information we have collated
them into one place on our website.

Sustainability Accounting Standards Board (SASB)

SASB standards aim to standardise disclosure of material sustainability information mainly for
companies based in the United States. As many of our shareholders are located in North
America we are publishing comparable SASB data on our corporate website. This covers the
main SASB data points for the water utilities industry of which we are part.

Taskforce for climate-related financial disclosures (TCFD)

TCFD sets out a framework for companies to provide stakeholders with an assessment of the
financial implications of climate change and what this means for governance, strategy, risk and
metrics. For the second year, we have included a TCFD section in our annual report. Read more
on pages 63 to 83.

Sustainable Development Goals (SDGs)

We have identified six SDGs that are material to our business. More details can be found on
page 62 to 63.

We also complete a variety of issue and stakeholder-specific rankings and benchmarks such as
the Workforce Disclosure Initiative (WDI). Disclosure of these performance scores can be found
on our website.
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Our purpose, vision, strategy and values

Our purpose

Our strategic themes define the way we operate so we can deliver our purpose and work
towards our vision, and our core values provide the cultural framework within which we operate.

Why we exist

To provide great water and more for the North West.

We are a purpose-led organisation and this drives us to deliver our services in an
environmentally sustainable, economically beneficial and socially responsible manner, looking
after the interests of the stakeholders with whom we interact.

Our vision

What we want to achieve

To be the best UK water and wastewater company.

This is what motivates us to improve our services and deliver more. To achieve this vision, our
strategy has three themes — the best service to customers, at the lowest sustainable cost, in a
responsible manner.

How we deliver our purpose and vision
The best service to customers

We put customers at the heart of everything we do. As well as delivering a reliable service of
great-tasting water and removing wastewater, we proactively keep customers informed about
any work we are doing in their area and communicate with them in ways that meet their
individual needs; for example, we now use ‘push texts’ to send updates and alerts to customers
within a specified location. The best service to customers means being available when they
need to contact us, always interacting in a friendly and helpful manner, and offering tailored
support and assistance for customers when they need it. As well as these day-to-day
interactions, it means consulting on what matters to them. This shapes what we do; for
example, we redesigned our bills based on customer research and feedback.

At the lowest sustainable cost

In order to run a resilient business, it is important to ensure cost reductions are sustainable so
that we can keep them down in the long term without compromising on resilience or the quality
of service we deliver. When we develop our plans and assess different options for
consideration, we look to minimise the whole-life cost through a holistic approach. This fits with
the total expenditure (totex) model, because the most cost-effective option can vary between
traditional operating expenditure (opex) or capital expenditure (capex) solutions. Our Systems
Thinking approach helps us look holistically at all options, and operating our entire network as a
system rather than discrete assets opens up new avenues that would otherwise not have been
available.

10
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In aresponsible manner

Our purpose drives us to deliver our services in an environmentally sustainable, economically
beneficial and socially responsible manner, looking after the interests of the stakeholders with
whom we interact. This means protecting and enhancing the natural environment, using natural
solutions where possible and reducing our carbon footprint and waste. It means promoting a
safe, healthy and engaging workplace for our employees, supporting their physical and mental
health. It drives us to support local communities on issues that matter to them, and to work with
local schools and training facilities to promote skills for the future. Above all it means we are
open, honest and transparent in our dealings and in reporting our performance.

Our core values

Fundamental values that drive decision-making

Customer focused
Customers are at the heart of everything we do, and we aim to provide a great and resilient
service at the most efficient cost.

Innovative
We continually look for new ways to make our services better, safer, faster and cheaper.

Trustworthy
We make promises knowingly and keep them, behaving responsibly towards all of our
stakeholders.

How we operate

Delivering clean water

We depend on water that we collect from the natural environment in rivers, lakes, open
reservoirs and boreholes, but we need to do a lot of work before this water is safe and clean for
customers to drink. We maintain covered reservoirs, water treatment works and thousands of
kilometres of water pipes across the region in order to collect, treat, store and deliver billions of
litres of reliable, clean drinking water to millions of customers 24 hours a day.

Removing wastewater

Once the water goes down customers’ drains, or surface water flows into the sewers, our job
begins again as it requires separation and treatment before it is clean enough to return to the
natural environment. We maintain wastewater treatment works and thousands of kilometres of
wastewater pipes in order to collect, transport, treat and return water to begin the cycle again.
We waste nothing, turning sludge by-product into compost for farmers and capturing gas to
generate renewable energy.

Household retail

We deal with new connections, metering and billing for millions of household customers, and
help vulnerable customers with our Priority Services and other assistance schemes.

Wholesale

For non-domestic customers in the North West, such as businesses, we provide a wholesale
service to water retailers. Our wholesale activities include interactions with new appointments
and variations, known as NAVSs.

11
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Our Systems Thinking approach

Traditionally across the water industry, each asset or treatment works was operated, managed
and assessed in isolation. Systems Thinking looks at the entire network, using enormous
amounts of data from the telemetry backbone we have installed, to consider not just the
individual asset but all its linkages, enabling us to find the best overall long-term solution. Our
field engineers are linked by an Integrated Control Centre (ICC) at our head office, from which
we plan, monitor and control our operations. From our ICC we process vast amounts of real-
time data from across our network, factoring in other source data such as weather forecasts,
and use artificial intelligence and machine learning to process this data and spot issues so we
can resolve them before they impact customers.

Systems Thinking improves our asset reliability and resilience, reduces unplanned service
interruptions, and helps us move away from the traditional reactive approach to address
problems proactively before they affect customers. This pioneering approach helped us deliver
operational improvements and cost savings during AMP6, and we have further developments
planned for AMP7 and beyond, as Systems Thinking forms part of our long-term strategy to
continue creating value for customers and stakeholders.

— _-f|| 2’;'1
q

We serve the North West
We are committed to understanding the key factors that make our region unique.
Economic factors

We are building resilience to continue serving our growing population and support jobs and the
tourism industry.
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¢ 7.3 million population expected to grow significantly in the next 25 years
e 22,700 jobs actively supported by our work, with over 5,000 direct employees
e Tourism relied on by Lake District, Liverpool and coastal area
Social factors
We are leading the sector on affordability and vulnerability.
e 41 per cent of the most deprived areas in the country
e 47 per cent of households have less than £100 savings to cope with unexpected bills

¢ 18 per cent of households are affected by water poverty, 20 per cent higher than the
national average

Environmental factors

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

e 30 per cent of land is National Park or Area of Outstanding Natural Beauty or Sites of
Special Scientific Interest

e 29 designated bathing waters

e 830mm higher than average UK rainfall each year

Engaging with our stakeholders

We actively engage with stakeholders to understand what matters most to them through
strong and constructive relationships.

To create longer-term value for all it is essential that we identify and engage with our
stakeholders to understand what matters most to them.

We do not operate in isolation and it is not for us alone to determine what the region needs us to
deliver. Engaging with stakeholders across the North West enables us to identify shared
solutions to shared challenges. We value the diverse perspectives that a broad range of
stakeholders, representing different and often competing interests, can bring to our decision-
making.

Understanding what matters to stakeholders will only be achieved by building strong,
constructive relationships and engaging regularly. This is important to building and maintaining
trust. These relationships are subject to robust governance to ensure the insights generated are
taken into account in decision-making at executive and board level. The board’s corporate
responsibility committee meets four times a year, with stakeholder engagement as one of its
standing agenda items, and the chair of the independent customer challenge group (YourVoice)
regularly attends board meetings to provide its perspective.

The following pages detail how we engage with, and are influenced by, each of our key
stakeholder groups. Our analysis of what matters most to stakeholders, and how these issues
affect our ability to create long-term value, is set out in our material issues matrix on page 19.

As shown below, there are nine key stakeholder groups that influence our planning and
activities, and six of these groups benefit from the value we create.

13
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Our approach to engagement extends across all of our stakeholders, from those who influence
what we do and benefit from the value we create, to those who just influence what we do.

Communities
Why we engage

Our work puts us at the heart of local communities, places where customers and employees live
and work. We seek to support communities to be stronger based on mutual trust, respect and
understanding the impact and contribution our work has on everyday life. We play a constructive
role in tackling issues through engagement and investment, and by identifying what matters
most to communities we can develop collaborative solutions.

How we engage

Much of our engagement is face-to- face, although over the past year we have adapted to using
more digital means of engagement, such as our online consultation as part of the Haweswater
Aqueduct Resilience Programme, alongside traditional methods, such as attending parish
council meetings.

We engage through facilitated workshops and community partnerships, such as involving those
communities affected by our construction work.

Issues raised by communities can present opportunities to improve what we do or to help others,
while some can be complex and difficult to handle, especially where competing interests
between different stakeholder groups are present, and require time and effort to work through.

Top three material issues
e Land management and access

14
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e Community investment

e Trust, transparency and legitimacy
Customers
Why we engage

To provide a great service in a way that customers value, we need to listen and engage with
them to understand both short-term issues, and longer- term expectations of us as their water
company. We are always interested to know what domestic and wholesale customers think
about us so we can make our services better and address the issues that matter. As customer
expectations change, we need to evolve our own services to ensure we meet those
expectations.

How we engage

We interact with customers every day through our operational call centres, water retailers and
increasingly via social media channels. We also get direct feedback through schemes such as
the WOW awards.

Enhancements to our service such as Priority Services have been developed through
engagement with customers and groups representing vulnerable customers, such as Age
Concern and Autism Together.

Our current business plan was shaped by unprecedented levels of customer engagement.
YourVoice, the independent customer challenge group, provided critical support and challenge,
as well as contributing to shape our plans to 2025.

Top three material issues
e Customer service and operational performance
o Affordability and vulnerability
e Leakage and water efficiency

Employees

Why we engage

It is essential we build productive relationships with our employees based on trust. Our
employees are the face of the company and we simply could not deliver our services without
them, including the 13,000 who form part of our supply chain in the North West. Employees
know our business better than anyone, with a diverse range of views and experience, making
them well placed to identify opportunities for improvement.

How we engage

Line managers play a vital role in supporting employees, with regular one-to-one meetings
providing two-way engagement.

Every year our employee opinion survey provides an opportunity for employees to have a say

about our company and to be open and honest with their views and opinions. The anonymous

and confidential survey is managed by an independent consulting firm. Results are provided to
all teams with greater than ten members for them to take action accordingly.

Our Employee Voice panel consists of 24 members from across the company, providing a
means by which employee perspectives are heard by the board. We have several employee-led
networks, including gender equality, multicultural and LGBT+ groups.

Top three material issues
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¢ Health, safety and wellbeing
e Diverse and skilled workforce
e Employee relations
Environment
Why we engage

We rely on the environment and play a key role in protecting and enhancing it across the region.
Given the environment has no voice of its own, we engage with interested groups such as

environmental regulators, non-governmental organisations, campaigners and local communities
to find the best ways to tackle environmental issues, like climate change and land management.

How we engage

We have formal discussions with both national and regional representatives of environmental
regulators to identify priority issues and solutions.

We conduct facilitated workshops with environmental stakeholders to understand their priorities
and have undertaken a large number of customer research projects.

We work with other companies, including within the water sector, landowners and local and
national environmental groups to explore where we have common interests and opportunities to
collaborate and deliver more together through pilots and partnerships.

Top three material issues
¢ Resilience
e Environmental impacts
¢ Climate change
Investors
Why we engage

It is important that investors have confidence in the company and how it is managed, given their
investment in our business. We provide regular updates to debt investors and equity investors of
UUG so they can be assured that the company is being managed responsibly. Increasingly, this
includes environmental, social and governance updates alongside financial and performance
data as investors take a broader view of value and risk.

How we engage

UUG’s AGM provides a chance for any shareholder to engage with our board of directors and
hold them to account.

Through UUG’s investor relations programme, we actively engage with shareholders and
analysts who write reports on our company and industry. Regular engagement activities are
supplemented by ad hoc events such as capital markets days.

Our treasury team has regular dialogue with the group’s relationship banks and the EIB and
credit rating agencies. Updates are provided to credit investors through a programme of
meetings and mailings.

We supply information to several investor-led ratings and indices on ESG matters, such as the
Dow Jones Sustainability Index.
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Top three material issues
e Customer service and operational performance
¢ Political and regulatory environment
¢ Financial risk management

Suppliers
Why we engage

Good relationships with suppliers help ensure that we get projects delivered on time, to good
quality, at efficient costs and can identify and realise innovative approaches and solutions.
Awareness of issues throughout the supply chain means we can address them together and
become more resilient. We rely on suppliers to deliver our services and create value for all.

How we engage

Existing suppliers have regular discussions with our commercial team as part of our supplier
relationship management (SRM) process. This helps to identify issues and opportunities to
make our relationship flow smoothly.

When re-tendering goods or services, we engage with the market directly and through supplier
databases such as Achilles, to get a broad view of best practice and market opportunities.

Through our United Supply Chain (USC) approach we engage suppliers on sustainable and
ethical issues and performance. Suppliers can join USC by committing to our responsible
sourcing principles.

Through memberships of organisations such as the Supply Chain Sustainability School and the
Chartered Institute of Procurement and Supply we keep abreast of best practice.

Top three material issues
¢ North west regional economy
e Responsible supply chain

e Human rights

We maintain close relationships with three stakeholder groups that influence what we do and
how we do it.

Media
Why we engage

It is through both traditional media and social media that many of our stakeholders receive their
information about us and our activities. The media is influenced by the issues that matter most to
those stakeholders as well as influencing them through what it reports. Given the nature of our
services, it is important that coverage is fair, balanced and accurate. This requires effective two-
way dialogue between the company and the media.

How we engage

Our media team are available 24/7 to respond to media enquiries and proactively engage media
outlets providing digital content suitable for direct media broadcast.

Regular press releases on company activities help to maintain relationships with national,
regional and local media outlets.
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We have a dedicated social media team who manage and respond to posts on our social media
channels while driving proactive messages and articles. We monitor social media sentiment and
issues related to the company so we can respond accordingly.

Top three material issues
¢ Political and regulatory environment
o Leakage and water efficiency
¢ Social media

Politicians

Why we engage

Politicians influence the long- term national water strategy and environmental priorities, matters
that affect how all businesses operate, and champion issues raised by their constituents.

Local government, elected representatives and devolved administrations provide insight into
shared social, environmental, economic and governance issues.

How we engage
We engage with regional and national politicians across the different political parties.

Open dialogue with regional MPs is maintained on specific issues and we regularly attend
meetings at constituency offices. We have provided each MP in our region with a fact sheet with
contact details and information about our activities in their constituency.

We take part in joint working groups with devolved administrations and local authorities on topics
such as natural capital.

As part of our capital programme, we often attend local parish council meetings to make the
case for our planning applications.

Top three material issues
¢ Political and regulatory environment
e Leakage and water efficiency

e Trust, transparency and legitimacy

Regulators
Why we engage

Through proactive, constructive engagement with economic, quality and environmental
regulators, we agree commitments over specified time periods and finalise the expectations they
have of our business planning and performance.

We actively engage to shape the policy and regulatory framework within which we operate,
covering customer, economic, environmental, social and governance matters.

How we engage

We hold regular meetings with all of our regulators to discuss priorities and objectives which can
change over time.

When they seek views through specific consultations we provide considered responses where
we think there is value and we have something to contribute.
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We work together with regulators to find new solutions through projects such as Natural Course,
which aims to build capacity to protect and improve the water environment of the North West.

Top three material issues
¢ Political and regulatory environment
¢ Resilience

e Trust, transparency and legitimacy
Managing our material issues

Our approach to materiality

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

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

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

Our assessment of the level of interest to stakeholders is based on a balance of views obtained
from communities, customers, employees, investors, regulators, and subject matter experts from
the company on an ongoing basis, as well as the extensive insights gathered for the regulatory
price review process. We will be undertaking a thorough review of our material issues and matrix
in the next 12 months.

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

Material issues matrix

We consolidated feedback from our various stakeholder groups, as detailed above, which
resulted in 26 material issues. Due to the impact and ongoing nature of the COVID-19 pandemic
we have included this as a new material issue. These issues are impacted by factors that may
be external, internal or both; for example, the material issue of a diverse and skilled workforce
has an external dimension of skills and diversity within the region, whereas the training and
culture within the company are internal factors. The 27 issues are plotted on the matrix below,
from lower to higher in terms of level of interest to stakeholders and how much it can affect our
ability to create value.
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External factors

@ Political and regulatory environment
e © Climate change

® Cyber security
e ® North west regional economy

(@ Natural resources

@ Social media

@ Land management and access

14@ eo @ Human rights

@ Internal factors

Higher
(4]
—

1
@ e @ ©® Resilience

© Financial risk management

@ Innovation
@® Data security

) Energyuse
@ 0 @® Responsible supply chain
@ @ @ @ Health, safety and wellbeing
@ 21 & Employee relations

@ Community investment

environmental regulators and communities.

@ Both external and internal factors

@ Corporate governance and business conduct

1 Trust, transparency and legitimacy
@ 3 Customer service and operational performance

4

6

7

Level of interest to stakeholders
Based on a balance of views from customer research, shareholder engagement,

Leakage and water efficiency
Affordability and vulnerability
COVID-19

11 Sewer flooding

Effect on our ability to create value 14 Environmental impacts
Based on the potential effect on our ability to create value over the short, medium and long term. 21 Competitive markets
Value can be created for United Utilities, investors, regulators, employees, the public, and/or the
environment. Value can be financial and non-financial.

$172(1) Statement

Intfroduction

Lower

24 Diverse and skilled workforce

Throughout this annual report, we provide examples of how we have thought about the likely
consequences of long-term decisions and how we:

¢ Dbuild relationships with stakeholders and balance their needs and expectations with those
of the business;

¢ understand the importance of engaging with our employees;

¢ understand the impact of our operations on the communities in our region and the
environment we depend upon;

¢ are mindful of the interactions we have with our regulators; and

¢ understand the importance of behaving responsibly and being consistent with the
company’s purpose, vision and values.

Statement by the directors in performance of their statutory duties in accordance
with s172(1) Companies Act 2006

The board of directors consider, both individually and together, that they have acted in the way
they consider, in good faith, would be most likely to promote the success of the company for the
benefit of its members as a whole and having regard (among other matters) to factors (a) to ()
S172(1) Companies Act 2006, in the decisions taken during the year ended 31 March 2021.

Our key decisions during the year to 31 March 2021 were:

Green recovery
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In July 2020, Defra commenced an initiative through which water companies (among others)
could propose to accelerate investment to deliver ‘green’ initiatives that would both benefit the
environment and support the economic recovery from the COVID-19 pandemic. The
requirements for such proposals were further clarified by Ofwat, Defra, the Consumer Council
for Water, the Environment Agency and the Drinking Water Inspectorate in November 2020 and
January 2021.

The board’s view

The board believed that the draft investment proposed would help to contribute to the
Government’s green recovery plans and bring forward benefits for customers and the
environment, but it would not present a significant risk to our financial resilience nor compromise
our ability to deliver the remainder of our AMP7 plan. The board believed that our proposals
were: of high quality; represented strong outcomes for customers and the environment; offered
good value for money; could be implemented alongside existing regulatory and statutory
commitments; and would be most likely to promote the long-term success of the company for
the benefit of its members as a whole. If our regulators confirm they are supportive, the board
will further review its position.

Scope 3 emissions

We had already committed to achieving science-based targets to reduce our emissions in line
with the UK’s commitment in the 2008 Climate Change Act (see pages 63 to 77). As part of our
carbon strategy the board has made a series of pledges to deliver these targets and to setting
further targets across our full value chain, including transitioning to using 100 per cent
renewable energy by 2021 and a 100 per cent green fleet by 2028.

The board’s view

During the year, we have made a further commitment by setting science-based targets for scope
3 emissions. First, we will reduce our absolute emissions by 25 per cent from the 2020 baseline
by 2030, thereby aligning the group to a trajectory needed to limit global warming to ‘well below’
2°C. Secondly, we have set the target that 66 per cent of our construction services suppliers
should set their own science-based target by 2025, thereby helping to escalate a carbon focus in
the construction services sector. The board believed that committing to our pledges and
delivering against the targets set would be most likely to promote the long-term success of the
company for the benefit of its members as a whole.

Dividend deferral for year ended 31 March 2021

In January 2020, alongside the announcement of the acceptance of the PR19 Final
Determination for the 2020-25 regulatory period (AMP 7), the company’s dividend policy for
AMP7 was approved. The announcement confirmed the group’s capital structure target and
credit ratings targets for AMP7, in particular, aiming to maintain long-term credit ratings for the
company of A3 with Moody’s, BBB+ with Standard & Poor’s and a senior unsecured debt rating
of A- with Fitch. In light of the uncertainties of the COVID-19 pandemic, the board concluded in
May 2020 that it was not appropriate for the company to pay a dividend during 2020/21 and that
the payment of the 2020/21 ‘base’ dividend of 4 per cent (nominal) on the actual equity portion
of the shadow regulatory capital value, would be deferred until prevailing uncertainties had been
determined.

The board’s view

In May 2020, in the early stages of the pandemic, there were many uncertainties as to its longer-
term effect on businesses and the economy, particularly in relation to inflation. Furthermore the
company’s business planning scenarios reflecting the potential impacts of the pandemic
suggested mitigating action was required to improve the company’s gearing and associated
credit ratios. The board concluded that the deferral of the 2020/21 base dividend was a
responsible approach to maintaining the financial resilience of the company in light of the
uncertainties prevailing at the time, and would be most likely to promote the long-term success
of the company for the benefit of its members as a whole.
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Non-financial information statement

The table below constitutes the company’s non-financial information statement, produced to
comply with sections 414CA(1) and 414CB(1) of the Companies Act 2006. Our purpose-driven
approach, as described on pages 10 to 11, sets out how we act as a responsible business and is
applicable to the areas of disclosure required by s414CB(1). The performance tables we publish
for each stakeholder that we create value for, so that we can demonstrate we are fulfilling our
purpose (see pages 44 to 54), include data in relation to the areas of disclosure required by

s414CB(1).

The composition of the UUW Board mirrors that of the UUG Board and therefore the non-
financial information statement should be read in conjunction with the UUG 2021 Annual report
and financial statements. Page references in the below table are to the relevant areas of the
UUG Annual report and financial statements, with much of the information also incorporated
within the UUW Annual report and financial statements

Reporting requirement

Information necessary to understand our business
and its impact, policy, due diligence and outcomes

Policies, guidance and standards which
govern our approach (some of which are
only published internally)

Environmental matters

Reflecting the needs of the environment:

o Waste and resource use policy

Natural resources — see page 34

o Environmental policy

Natural environment — see pages 25 and
26

e Water Resources Management
Plan — see page 48

Reducing our carbon footprint — see pages
86 to 99

o Emissions target — see pages 86
to 99

Employees

Reflecting the needs of our employees:

o Health and safety policy

Competitive base salaries and benefits —
see UUG Annual report page 173

o Equality, diversity and inclusion
policy

Health and safety — see page 61

o Flexible working arrangements

Mental wellbeing — see page 59 to 60

o Agency worker policy

Gender pay report 2020 — see UUG
Annual report page 139

o Mental wellbeing policy

Engagement — see pages 5, 24, 59, 61
and 194

e Human rights policy — see page 41

Board diversity — see UUG Annual report
page 132 to 133

o Board diversity policy - see UUG
Annual report page 132 to 133

Respect for human rights

Reflecting the needs of our stakeholders:

« Employee data protection policy

Suppliers — see page 25

¢ Slavery and human trafficking
statement

Diversity within our workforce — see UUG
Annual report pages 42, 59 to 62, 132 to
133, 137 to 140

e Human rights policy — see page 41

Social matters

Reflecting the needs of our stakeholders:

e YourVoice — see page 22

Customers — see page 24

e Charitable matched funding
guidance

Communities — see page 24

o Volunteering policy

Environment — see page 25

e United supply chain — see pages
41 and 73

Suppliers — see page 25

e Commercial procurement policy

Regulators — see page 26

Anti-corruption and anti-bribery

Reflecting the needs of employees and suppliers:

o Anti-bribery policy

Employees — see pages 59 and 155

e Fraud investigation and reporting
processes

Suppliers — see page 71

o Whistleblowing policy

« Internal financial control processes

e Commercial procurement policy
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Our business model

Our key resources What we do The value we

enerate
Natural resources Assets 9

People Financing Communities

Customers

To provide
great water
and more for
the North
West

Our planning horizons

25+ years

Qur external drivers and relationships

Natural environment  Technology and Regulatory
innovation environment
Stakeholders
Economic Political environment
environment

Our purpose is to provide great water and more for the North West.

Our key resources

Natural resources

We rely on natural resources to supply water and take back wastewater after treatment, as well
as to generate renewable energy. We own and manage large areas of land.

People

We rely on skilled and engaged employees and suppliers to deliver our services, and must
ensure skills are maintained across the generations through training and development.

Assets

We invest significantly to maintain and enhance our assets and build long-term resilience, and
we use telemetry across the network to monitor and control many assets remotely.

Financing

Financing allows us to preserve intergenerational equity for customers while funding long-term
capital investment, and we maintain access to a range of markets to seek good value.

Our external drivers and relationships

Natural environment

We must be resilient to changes such as climate change and population growth, and ensure our
impact on the natural environment is positive.

Stakeholders

Our work and the huge areas of land we manage impacts a wide variety of stakeholders and we
consult them to help develop and execute our plans.
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Technology and innovation

New technology and innovations create opportunities for improvements in service and efficiency,
but can also create risks such as cyber security.

Economic environment

The economy impacts our financing, through market rate movements such as interest rates and
inflation, and our customers’ ability to pay their bills.

Regulatory environment

Regulators’ priorities drive our five-year commitments, and we must actively engage to influence
and prepare for future market reforms in the industry.

Political environment

This includes regional and national politicians as well as policy makers, and we must understand
the key policy issues affecting our industry.

Our strategy and core values

Our strategy sets out how we deliver our purpose, and is broken down into three strategic
themes, which govern everything we do.

Our core values — to be customer-focused, innovative and trustworthy — provide the cultural
framework within which we operate.

e The best service to customers
e At the lowest sustainable cost
¢ In a responsible manner

Our planning horizons

We undertake long, medium, and short-term planning, taking into account our external drivers
and what matters to stakeholders.

1 year

We set annual targets but retain flexibility in these short-term targets to respond to challenges
and meet our five-year goals in the most effective and efficient way possible.

5-10years
Medium-term planning reflects our five-year regulatory periods, and aims to help us work
towards our long-term plans.

25+ years

Our business is very long term by nature and we must build resilience to ensure we can
continue to provide this essential service.

Our key resources

Natural resources

We rely on natural sources of water, such as reservoirs, rivers and boreholes, from which
abstraction licences permit us to take water in a safe and sustainable way to be treated and
supplied to customers. We rely on natural watercourses to take wastewater back into the
environment after extensive cleaning. We generate renewable energy from the sun and wind,
and extract bioresources from wastewater that we break down into biogas (which is used to
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generate renewable energy) and biosolids (which are treated to provide a high-quality fertiliser
for farmers).

Coping with severe dry periods requires action in relation to supply (ensuring we have resilient
water resources and infrastructure to move water efficiently around the region) and demand
(encouraging and supporting customers to use water more efficiently). In periods of heavy
rainfall we need to deal with excess surface water drainage and minimise the risk of sewer
flooding, pollution and spills.

How we manage this key resource

Much of the water we abstract originates on land before running off into the bodies of water. We
own and manage large areas of this land, much of which is managed by tenant farmers, or in
partnership with other organisations, such as the RSPB and Wildlife Trusts, and we focus on
ensuring it is well managed to improve water quality and help protect habitats and species that
live there.

Our Systems Thinking approach is central to how we manage water supply. We have an
integrated supply zone covering most of our region, our West-East Link Main allows us to
transfer water between Manchester and Liverpool, and where there is a potential shortfall we
can bring more supplies online to meet demand. Forty-six per cent of households in our region
now have water meters installed, and we encourage customers to save water by raising
awareness, sharing tips, and providing free water-saving devices.

Traditional interventions to flooding, such as storage tanks and enlarging sewers, are costly and
subject to space constraints. We are innovating with new sustainable drainage solutions by
working with partners to transform hard grey areas into living planted places. We use integrated
catchment solutions, working with others to improve the lakes, rivers and coastal waters in our
region, and often using the natural environment as part of the solution. We manage our own
woodland in a sustainable way to protect water quality, conservation, access, recreation and
timber.

Our activities produce various wastes, including sludges, which we manage in a sustainable way
with more than 97 per cent going to beneficial uses such as recycling and application to land as
a fertiliser. We use recycled products where practical, and are working to reduce our use of
plastics and raw materials to minimise our environmental impact.

Link to principal risks:

e Water service

e Wastewater service

¢ Health, safety and environmental
People

Our people are the face of our company and essential in delivering our purpose. We believe the
most effective decision-making comes from a diverse range of people who feel encouraged to
share their views, and that having a skilled, engaged and motivated team of employees,
suppliers and contractors is fundamental to the performance we deliver.

Rewarding employees well has been shown to enhance quality of work, increase employee
retention, and reduce absenteeism, as well as providing societal benefits. Employee retention
helps ensure efficient and effective training and higher levels of performance.

How we manage this key resource

We support thousands of jobs in the North West, including graduate and apprenticeship
programmes, helping to secure a legacy for the future in our region. We are an accredited Living
Wage Foundation employer, providing our employees with competitive salaries and benefits, an
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attractive pension offering, and the opportunity to join the employee healthcare scheme and our
share incentive plan.

We provide comprehensive training and development opportunities, including digital skills to
help with our Systems Thinking approach and enable remote working where practical, which has
been more important than ever this year with restrictions as a result of the COVID-19 pandemic.

We promote diversity and equal opportunity to drive a comprehensive and balanced skill set,
and we recruit and promote employees on the basis of merit. We are committed to being an
inclusive workplace, supporting employees to reach their full potential whilst feeling valued and
included. Employee networks, representing certain groups of employees that may face specific
challenges, are overseen by an executive sponsor and support employees through their career
progression. Read more about diversity and inclusion on pages 49 to 50 and pages 138 to 140
of the UUG Annual report and financial statements.

We are committed to protecting the health, safety and wellbeing of our people, and have been
awarded the workplace wellbeing charter.

We measure employee engagement through an annual survey, and regularly achieve results
higher than the UK norm.

We monitor and measure employee performance through annual reviews, and employees at all
levels of the company participate in the bonus scheme, so they benefit from company success.
The bonus performance measures are the same for all employees as those for the executive
directors, and can be found on pages 132 to 134.

Link to principal risks:

e Resource

¢ Health, safety and environmental
Assets

Our network assets and treatment works are essential to delivering our services for customers
and protecting public health, and our energy assets enable us to generate renewable energy,
which helps reduce costs and minimise our environmental impact. It is important we have the
right systems and procedures in place to monitor and control our assets efficiently and
effectively.

Many of our assets are very long term in nature, such as our impounding reservoirs that can last
hundreds of years. We must invest to maintain these assets in good condition so they can
continue to provide for customers in the long term. We need to make improvements to ensure
we can meet the needs of a growing population, and increasingly high quality standards and
tighter environmental consents driven by our quality and environmental regulators.

How we manage this key resource

Since privatisation, the significant investment we have made in our assets has provided
substantial benefits to customers, including reduced supply interruptions, reduced sewer
flooding incidents, and improved water quality, and we expect to continue with a substantial
investment programme for the foreseeable future as current environmental legislation requires
continued investment. We plan for the long term to help us understand where and when we
need to invest in our assets, and we monitor the condition, performance and health of our
assets.

We manage our assets in a holistic way that seeks to minimise whole life costs, and we
embrace new technology and innovation, which is at the heart of our Systems Thinking
approach. This helps us deliver efficient total expenditure (totex) without compromising on
quality of service or long-term resilience, saving future operating costs and reducing future
customer bills.
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We saw in AMP6 the benefit of accelerating our investment to deliver improvements sooner, and
we plan to take the same approach in AMP7, bringing forward £500 million of our capital
expenditure into the first three years of the five-year period.

Our assets and infrastructure projects can affect people who live nearby. We consult with these
communities in the planning stage and work hard to minimise odours from our wastewater
treatment works and other impacts.

Link to principal risks:
o Water service
e Wastewater service
e Resource
Financing

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

It is important that we are able to raise finance when needed to preserve adequate liquidity, and
that we manage financial risks such as our exposure to movements in interest rates and
inflation, to ensure we maintain long-term financial resilience.

How we manage this key resource

We maintain a robust capital structure, with a responsible mix of equity and debt financing. We
monitor our performance against required thresholds for key credit ratios to help us maintain
strong and stable investment grade credit ratings. This gives us efficient access to debt capital
markets across the economic cycle.

We maintain relationships with a diverse range of banks and access to a broad and diverse
range of sources of financing in a number of markets, across which we seek the best relative
value when issuing new debt. We periodically refresh our euro-medium term note (EMTN)
programme to enable efficient debt issuance under pre-agreed contractual terms, and the board
delegates authority to the CFO, allowing us to respond quickly to attractive financing
opportunities. This helps us to consistently raise efficient financing at a cost cheaper than many
of our peers. This year we published our new 2sustainable finance framework, allowing us to
raise debt based on our strong ESG credentials.

We aim to avoid a concentration of refinancing in any one year, and fund long term where
possible. Our debt portfolio has a very long average life, and we monitor liquidity forecasts with a
policy of having resources available to cover the next 15-24 months of projected cash flows to
ensure forward funding needs are met. We have clear and transparent hedging policies covering
credit, liquidity, interest rate, inflation and currency risk, and these are aligned with the regulatory
model.

Link to principal risks:

e Finance

Our external drivers and relationships

The way we work is impacted by a number of factors external to our business that we must
consider and manage.

Natural environment

The natural environment is constantly changing, and we must adapt and prepare for future
impacts such as climate change and population growth. We can help mitigate climate change by
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minimising our own emissions and environmental impact. 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.

Link to challenges:
¢ Protecting and enhancing the natural environment
e Adapting to a changing climate

Stakeholders

The nature of our work means we are at the heart of communities in our region, and have an
impact on a large variety of stakeholders. We own and manage huge areas of land in areas of
natural beauty that are valued by locals and tourists alike. It is important, therefore, that we give
consideration to what matters to those stakeholders, and we build relationships and consult with
them in developing and executing our plans.

Link to challenges:
e Securing long-term operational resilience
Technology and innovation

New technologies and innovative ideas present opportunities for us to make things faster, better,
safer and cheaper. These can come from a huge variety of places — across different industries
and different countries as well as ideas from within our business. We encourage innovation
externally and internally at all levels of the business, from our Innovation Lab to our annual CEO
Challenge. Technology can also create risks, and this is why our approach to cyber security is so
important.

Link to challenges:
e Delivering a reliable service in a changing world
Economic environment

We are impacted by market rate movements, such as interest rates and inflation, but we seek to
manage these prudently to reduce risk as far as practical. As well as these direct impacts on the
company, the economic climate impacts our customers and their ability to pay their bills. We
operate in an area with high levels of extreme deprivation, so helping vulnerable customers is
particularly important for us.

Link to challenges:

e Protecting corporate and financial resilience

¢ Helping customers with affordability and vulnerability
Regulatory environment

Sustainable business means preparing for future market reforms as well as meeting current
regulatory commitments. We place great value on our relationships with economic, quality and
environmental regulators. We engage actively and regularly, both on progress with our ongoing
plans, and on consultations for future reforms where we offer our views and influence where we
can.

Link to challenges:
e Securing long-term operational resilience

e Maintaining trust and confidence

28



United Utilities Water Limited

Strategic report

Political environment

Political decisions have the potential to significantly impact on our operations. As a responsible
business, we ensure that we abide by the directions set by government, and stay flexible to
adapt according to political and policy developments. Therefore, we engage closely with
politicians and other policymakers from the government and other parties on a constituency,
regional and national level, to understand the development of policy which will affect our
business, and to communicate the economic, social and environmental value that United Utilities
delivers in the North West, and the UK as a whole.

Link to challenges:

e Maintaining trust and confidence

Our industry and market

To provide great water and more for the North West we must first consider our economic,
quality and environmental regulation, and the particular characteristics of our region.

Customers in England and Wales are served by 10 large licensed water and wastewater
companies and smaller companies providing water-only services. United Utilities Water Limited,
is the second largest, based on the size of our Regulatory Capital Value (RCV), which
represents the value of accumulated investment in the company’s asset base. We serve over
seven million people, with over three million household customers making up around two-thirds
of our revenue, and over 200,000 businesses. As a monopoly provider of essential services, we
are regulated by various bodies as set out below.

Our economic regulator (Ofwat) sets the price, service and incentive package that companies
must deliver in five-year periods, known as Asset Management Plan periods (AMPSs). These
packages are based on Ofwat’s methodology and priorities, and consideration and scrutiny of
company business plans. We must therefore engage constructively with Ofwat on its future
priorities and methodology consultations, and submit high-quality plans to help ensure we
receive a determination that targets the best outcomes for us to continue creating value for
customers and all our stakeholders, and effectively incentivises us to continue improving
performance. To ensure our plan is robust and balanced, we consult with customers and other
stakeholders (including quality and environmental regulators) and factor in long-term planning
and resilience needs.

This was the first year of AMP7, covering the 2020-25 period, and our focus has been on
delivering and trying to outperform our final determination through:

¢ delivering higher customer satisfaction than the other companies in our industry;
¢ beating the outcome delivery incentive (ODI) targets for operational performance;

o delivering our AMP7 scope within our final determination total expenditure (totex)
allowance; and

e raising debt finance at a cost below the industry allowed cost of debt.

Since privatisation the water industry has invested a significant amount, contributing to
improvements in public health and environmental standards, better quality of services, and
superior quality drinking water. In its final determinations for AMP7, Ofwat has allowed a further
£51 billion across the industry to deliver even more improvements.

Our regulators assess our comparative operating performance against the other water and
wastewater companies in England and Wales, with the Drinking Water Inspectorate (DWI)
assessing performance in water, the Environment Agency (EA) assessing performance in
wastewater, and Ofwat assessing customer satisfaction. The latter two, which were in place at
the start of AMP6, are included in our operational key performance indicators (KPIs). Our vision
is to be the best UK water and wastewater company, so we regularly benchmark our
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performance against these peers. As well as assessment against our water peers, we
benchmark our customer service performance against other leading service providers in our
region.

Our regulators

We are subject to regulation of our price and performance by economic, quality and
environmental regulators, as shown in the diagram.

These bodies exist to help protect the interests of customers and the environment, but they can
have competing interests. For example, in agreeing environmental improvements and over what
timeframe these will be delivered, we must consider how much it will cost and the need to
protect customers from bill shocks. Balancing these interests requires open and continuous
dialogue.

The regulatory framework can change significantly in the long term and we have seen
substantial tightening of laws and regulations since privatisation. While much is outside our
direct control, maintaining good relationships enables us to engage positively with regulators to
influence future policy, aiming to achieve the best outcome for all our stakeholders.

United
Utilities

8 Environment
a W Agency

How we respond to challenges
Overview

Addressing the short, medium and long-term challenges we face is key to delivering a resilient
service. How we respond to these can be seen in the material issues and risks identified below.

Chadllenge: Delivering a reliable service in a changing world

In an increasingly digitised and instant economy, customers expect more from services now than
ever before. This includes the water sector, with high expectations for the reliability of services,
the water we supply and the assets we operate.

Many of our assets are ageing compared to other utilities. To meet the expectations of
customers and regulators, it is critical that we combine modern technology into our networks and
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management of customer service. Quick response to issues raised by stakeholders, often
through digital means such as social media, is part of this growing expectation.

Ensuring a reliable service in the face of a growing population, changing climate and increasing
expectations of service requires integrated long-term thinking and targeting investment to ensure
both short and longer-term reliability.

How we respond

Our culture of innovation and Systems Thinking approach drive us to adapt our assets and the
way we operate to use modern technology and the best new ways of working. Examples include
sensors across our network that allow remote monitoring and control from our integrated control
centre, and our fleet of alternative supply vehicles (ASVs) that can inject treated water directly
into supply while we undertake repairs. We have a substantially enhanced social media
presence to respond quickly to stakeholders.

Over one million customers now engage with us digitally, whether this is through our website,
our mobile app or on social media. Customers rate us 4.7 out of 5 on the App Store and 4.2 out
of 5 on Google reviews.

We monitor the performance and health of our assets, with the help of sensors across the
network, and this allows us to be proactive. For example, by monitoring pressure in the water
network we can spot issues and fix them before we get a burst, saving costs and sparing
customers the impact.

Link to strategic themes

We are installing over 100,000 sensors across our networks to proactively manage issues and
sort them before customers are impacted.

We balance our capital and maintenance expenditure to ensure affordability and reliability over
the short, medium and long term.

We are targeting a 15 per cent reduction in leakage over the 2020-25 period to further protect
the reliability of service and water resources.

Our future plans

We have a number of challenging targets for the 2020-25 period that will help improve the
reliability of our service, including helping and encouraging customers to use less water. Further
deployment of Systems Thinking will deliver further improvements in the reliability of services.

Chadllenge: Securing long-term operational resilience

It is vital to our operational resilience that we have plans in place to manage future challenges
and maintain the provision of our essential services to customers. Our assets must be prepared
to cope with a growing population, and comply with increasingly challenging environmental
constraints in areas such as water abstraction and wastewater treatment levels. We must build
increased resilience to cope with the anticipated impacts of a changing climate in the long term,
including reducing the risk of sewer flooding.

Balancing the risk of service interruptions against investment for the future is a constant
challenge for water companies. Understanding what matters to stakeholders to plan our
investment programme requires in-depth engagement and analysis, especially in the context of
longer-term challenges that span more than five years.

How we respond

It can take many years and require substantial investment to increase the resilience of existing
assets or build new ones, which is why our long-term planning is so important. We have detailed
plans in place to anticipate future challenges and understand what we need to do to address
these, and we build these needs into our business plans for each five-year regulatory period to
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ensure we can agree the funding we need to act at the right time. We invested an additional
£250 million over 2015-20, from the outperformance we earned over that period, to improve our
operational resilience further.

Where possible, we design our assets to work in tandem with the natural environment, which
provides more sustainable and efficient solutions, such as our innovative Catchment Systems
Thinking approach.

Link to strategic themes

Through innovative approaches we are improving the reliability and resilience of our assets,
helping to reduce unplanned service interruptions, and enabling us to be more proactive.

By monitoring the health and performance of our assets we can ensure we invest at the right
time in solutions that offer the lowest whole life cost.

We invest in training centres to build technical skills and promote future skills through our
education programmes.

Our future plans

Systems Thinking provides opportunities for us to increase our resilience further. Our
Haweswater Aqueduct Resilience Project (HARP) will be progressed through direct procurement
for customers in AMP7 and AMP8, addressing our biggest operational risk in a critical pipeline
that transports water from the Lake District to Greater Manchester.

Link to material issue
¢ Political and regulatory environment
¢ Resilience
e Customer service and operational performance
Link to principal risks
e Supply chain and programme delivery
e Resource
Chadllenge: Protecting and enhancing the natural environment

The UK Government'’s current goal is to be the first generation to leave the environment in a
better state than we found it. Water management is a key part of this and our industry has a
leading role to play. However, the cost of solutions has an impact on customer bills and so we
need to balance this goal with the need to maintain affordability and avoid bill shocks.

Environmental regulators set stringent consents for our activities to ensure the environment is
protected. We take these obligations seriously and work hard to maintain compliance. This
requires striking a balance with environmental impacts, such as the use of natural resources and
emissions of greenhouse gases.

Our region is fortunate to have some of England’s finest countryside and wildlife, much of it
legally protected being designated as National Parks and Sites of Special Scientific Interest.
There is growing realisation, brought further to the fore by the COVID-19 pandemic, of the
physical and mental health benefits that access to green space has for people and communities.

How we respond

The EA assesses water companies’ performance across a basket of measures, and we are one
of the best-performing company over the last five years.
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Our regulatory framework shapes the way we manage natural resources and our interaction with
the environment, and we work with our environmental regulators to agree long-term plans.

A phased, long-term approach to address all of the concerns and interests of our many
stakeholders, including environmental regulators, ensures that the necessary work can be
delivered without placing too much pressure on customer bills by spreading some of the spend
over several years. We work with partners to improve the quality of rivers and bathing waters in
our region, providing access to the recreational benefits of the natural environment and boosting
the local tourism industry.

Our catchment land is open to the public with millions of visits a year. National lockdowns have
increased the popularity of many of our sites and made managing visitor numbers at certain
sites difficult. We have worked with local interest groups and local MPs to manage these issues
when they arise.

Link to strategic themes

Customer engagement tells us that they value the natural environment in our region and want us
to protect and enhance it, while maintaining affordable bills.

We use pioneering catchment projects that combine multiple partners and access to other
sources of funding to achieve more together for less.

We provide free public access to our land, many of which are in areas of outstanding beauty,
with over nine million visits every year.

Our future plans

We are expanding our Catchment Systems Thinking approach, using more natural solutions to
create more value for the environment, and we are reviewing our approach to land management
to enable multiple benefits from a targeted approach.

Link to material issue
¢ Natural resources
e Environmental impacts
e Land management and access
Link to principal risks
¢ Health, safety and environmental
¢ Political and regulatory
Chadllenge: Helping customers with affordability and vulnerability

The socioeconomic situation in the UK is still very challenging and water poverty is an important
issue. The COVID-19 pandemic, national lockdowns and slowdown of the economy will only
make this more difficult for many customers. How we respond will be crucial to securing and
maintaining customers’ trust and confidence in the sector in the years ahead.

Our region suffers high levels of extreme deprivation. Eighteen per cent of households in the
North West are affected by water poverty, higher than the national average, and research
indicates that many customers who are behind on water charges are behind on other bills and
many have a pay-day loan. Our stakeholders are interested in how we provide support for
customers in vulnerable circumstances beyond just financial distress, such as disability, first
language not being English, or temporary vulnerability brought on by iliness or a life event.
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How we respond

We have a leading approach to affordability and vulnerability, with the sector’s widest range of
assistance schemes. We are helping over 200,000 customers through our affordability schemes,
and through our assistance schemes 71,000 customers became water debt free this year.

Customer support has been at the forefront of our activities throughout COVID-19, such as
increasing the number of customers eligible for our social tariff, ‘Back on Track’, and providing
the option to request a three- month payment holiday without affecting credit scores.

We led the sector in establishing our Priority Services scheme, with dedicated teams providing
additional support to customers with physical, mental health, or financial difficulties during an
incident. This scheme is now accredited by the British Standards Institute (BSI), and over
128,000 customers are now registered for this support, with more joining every day.

Link to strategic themes

We have a wide range of schemes that help customers struggling with affordability concerns and
other vulnerable circumstances.

Initiatives such as our affordability schemes help us to manage our household bad debt
expense.

Through the charity FareShare we have provided support that has enabled 600,000 meals for
struggling families in the North West.

Our future plans

Through bill reductions and financial support we will help move over 300,000 customers out of
water poverty by 2025, extend our Priority Services offering to over 210,000 customers, and
improve the quality and scale of the support we provide.

Link to material issue
¢ North west regional economy
e COVID-19
o Affordability and vulnerability
Link to principal risks
¢ Retail and commercial
Challenge: Adapting to a changing climate

The biggest anticipated impact on our natural environment comes from climate change. We
must plan well into the future to understand what changes we are likely to experience in our
region as a result of climate change, and continually adapt to meet the risks and opportunities
this presents.

The main opportunity is the potential for water sharing, as our region typically receives more
rainfall than the comparatively drier south.

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

We need to ensure we have access to resilient water resources, reduce leakage, and encourage
less water use in the future to protect this critical resource. We need to ensure our infrastructure
can cope with increased surface water to reduce the risk of flooding.
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How we respond

Our response to climate change risk involves mitigation (minimising our greenhouse gas
emissions) and adaptation (ensuring our services are resilient to a changing climate). Where
practical, we generate renewable energy on our sites through solar panels, wind turbines, and
the use of bioresources at wastewater treatment works, helping to reduce our emissions. We
have reduced our carbon footprint considerably since 2005/06 and have set ambitious science-
based targets as part of our continued efforts to reduce emissions. We have committed to six
pledges to help us achieve significant further reductions in emissions. Read more about our
approach to climate change on pages 63 to 83.

We have detailed plans that set out how we will adapt to meet the challenges of climate change,
and we are targeting a 15 per cent reduction in leakage over AMP7.

We work with third parties to encourage sustainable drainage solutions to help cope with surface
water in periods of heavy rain and are finalising a Drainage and Wastewater Management Plan
with key authorities across the region.

Link to strategic themes

We help customers to use less water, with advice and free water saving gadgets, saving them
money as well as protecting this resource.

Our renewable energy generation helps to reduce our reliance on purchasing energy and
therefore save costs.

We have reduced our carbon footprint significantly in recent years and are committed to further
reduce our emissions.

Our future plans

We have a detailed 25-year Water Resources Management Plan, Drought Plan, and we plan to
publish our third adaptation report in 2021 setting out how we aim to adapt to meet the
challenges of climate change. Read more at unitedutilities.com/corporate/about-us/our-future-plans

Link to material issue
¢ Climate change
¢ Resilience
e Leakage and water efficiency
Link to principal risks
o Water service
e Wastewater service
Challenge: Maintaining trust and confidence

Strong relationships are based on trust. Being open, honest and transparent is key to building
and maintaining trust and legitimacy. As well as reporting openly this means setting out
commitments and delivering on them. Our stakeholders want to know that we are treating
employees fairly, protecting customer data, and paying our fair amount of tax.

The increasing pace of globalisation means many customers feel disconnected from many large
businesses. This has led to growing calls for companies to demonstrate how they are
contributing to society as a whole and operating in the public interest.

In recent years the UK water sector has faced challenges to its legitimacy, amplified by some
specific issues at a small number of companies. Consequently, trust has been eroded and
questions raised about the ownership structure of the sector, and Ofwat has called for further
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transparency and disclosure around board leadership and decision-making processes, as well
as starting discussion on companies' contribution to public value.

How we respond

We have open and transparent reporting around all of our equity and debt financing
arrangements, do not use offshore financing vehicles, and we have secured the Fair Tax Mark
independent certification for the past two years.

We have updated our human rights policy which can be found on our website, with links to other
related policies, including our modern slavery policy and whistleblowing policy.

Cybercrime has been on the increase and, as the holder of customer information, it is a threat
we take very seriously through our policies and dedicated data protection team.

We work with suppliers and contractors whose principles, conduct and standards align with our
own. Our key suppliers have committed to United Supply Chain. We are a signatory to the
Prompt Payment Code, and fully comply with rules on reporting payments to suppliers.

Link to strategic themes

We engage on a continual basis with customers to understand their expectations in relation to
service and behaviour, through activities like our quarterly brand tracker.

We maintain a stable credit ratings with key agencies which helps us retain efficient access to
the debt capital markets.

We set qualitative and quantitative performance targets across all of our stakeholders to
evidence how we are delivering on our purpose.

Our future plans

Operating in a responsible manner is a key driver of trust with our stakeholders. Our continued
compliance with the corporate governance requirements of a listed company helps ensure the
transparency of our reporting and behaviour.

Link to material issue
e Cyber security
e Corporate governance and business conduct
e Trust, transparency and legitimacy
Link to principal risks
e Security
e Conduct and compliance
Challenge: Protecting corporate and financial resilience

We believe the most resilient and effective companies have a diverse, engaged and motivated
workforce, who can bring their different ideas and perspectives to help us find solutions.

The availability of skilled engineers depends on economic and social conditions, and we need to
ensure an appropriate pipeline of skills in younger generations too, especially in the areas of
science, technology, engineering and mathematics (STEM). As the world becomes increasingly
digital, we need to have the right people and skills to manage our business in the modern world.

Long-term financial resilience starts with a robust balance sheet and management of financial
risks. Companies have to be aware of their own financial situation and make sure that they
understand the financial resilience of others, such as suppliers and former employees.
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How we respond

We support employees to achieve their full potential and feel valued and included, regardless of
their gender, age, race, disability, sexual orientation or social background.

We build skills resilience internally through training and development, including digital skills.

We have graduate and apprentice schemes, and ambassadors that work with schools and
education institutes to encourage the younger generation to pursue STEM careers.

We maintain good relationships with employees, and employee representatives, to ensure an
engaged and motivated workforce, and we continually strive to build diversity across all types of
role and all levels within our business. We have a Gender Equality Network that helps by
providing role models, mentoring and opportunities. Women are represented at all levels of our
company, and 38 per cent of our combined board and executive team is female, as can be seen
below.

We consistently adhere to the highest levels of governance, accountability and assurance. We
have a strong balance sheet, a secure pension position, and take a prudent approach to
financial risk management, which 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.

Link to strategic themes

As we did in AMP6, we are accelerating our capital programme into the early years of AMP7 to
deliver service improvements for customers earlier.

Our robust capital structure and relatively low gearing provide long-term financial resilience and
future financial flexibility.

We have award winning training centres, the only ones in the water industry approved to run
Ofsted accredited programmes.

Our future plans

Creating strong relationships with employees and suppliers will help build a resilient value chain,
and our focus on good corporate governance and prudent financial management ensures we
have a basis for long-term success.

Link to material issue
¢ Financial risk management
e Corporate governance and business conduct
¢ Diverse and skilled workforce
Link to principal risks
e Resource
e Finance

e Conduct and compliance
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How our responsible approach has helped us make a difference during the
COVID-19 pandemic

How we responded

We serve some of England’s most socioeconomically deprived communities, many of which
have been severely impacted by COVID-19. We have prioritised supporting customers, the
wider communities and our colleagues during this difficult time. Recognising the importance of
water for public health and sanitation, especially with the emphasis placed on washing hands,
we have maintained water supplies and wastewater services throughout the pandemic, keeping
our employees safe while they carried out their duties.

Our communication with stakeholders during this time has been more important than ever,
whether that has been encouraging customers to get in touch if they have been impacted
financially by the pandemic or issuing guidance reinforcing government guidelines to protect
employees, suppliers and customers. Our consultation for the Haweswater Aqueduct Resilience
Programme (HARP) was stopped in its tracks by COVID-19. We changed approach, developed
a virtual consultation, and as a result we have seen better engagement than our traditional
approach.

Board oversight

COVID-19 has changed ways of working for everyone and our board has been no exception.
We have continued to hold scheduled board meetings in a virtual format to ensure that the
board's oversight has remained effective. We were able to hold a number of events during the
year, including a board strategy day, conducting external board evaluation and providing UUG’s
major shareholders with the opportunity to virtually meet with the Chairman.

Outlook

Lessons we have learnt from the pandemic will shape how we deliver for stakeholders in the
future. We now have an even better understanding of our customers and how we can support
them. We have been challenged to think more creatively about how we engage with our
stakeholders.

The pandemic has accelerated our digital strategy and changed our ways of working in such a
way that we do not see a return to how we worked before.

Although there remains a degree of uncertainty as to how the UK and the economy will continue
to recover after the pandemic, it has taught us that our sustainable and responsible approach to
business means we can tackle future challenges as they emerge.

Communities
How we responded
We have continued to support young people in our region throughout the pandemic.

Recruitment of apprentices and graduates has continued uninterrupted and we are supporting
the Kickstart Scheme, offering training and meaningful work placements, with the support of our
supply chain partners, to an initial 250 young people.
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This year, as part of our ongoing charitable donations, we supported the FareShare charity in
delivering 600,000 meals to struggling families via local foodbanks and replaced one of the
charity’s delivery vans, helping to ensure meals get to families in need over the next eight years.

During school closures our education team created a Home Learning Hub, providing teachers
and children with home schooling material.

Customers
How we responded

Recognising affordability has been even more important during the pandemic, we took swift
action and were the first company to secure support and regulatory approval for an extension to
our social tariff, with an additional £15 million available to help customers keep out of debt.

We are committed to providing over £71 million of financial support over AMP7, and we have
accelerated payments this year to provide much needed assistance to struggling households.

We have increased the extensive financial assistance we already provide, for instance by
widening eligibility for our ‘Back on Track’ social tariff.

Employees
How we responded

We facilitated home working for over 3,000 of our employees with the remainder of our
workforce continuing to work at COVID- secure facilities.

A huge focus has been on the wellbeing needs of our colleagues, in particular mental health
support. We have delivered initiatives to help build resilience across our workforce, including e-
learning and bitesize webinars.

We have not furloughed any employees, but, recognising that our employees and their families
have not been immune to the hardships as a result of changing circumstances, we created a
Staff Outreach Scheme to provide one-off grants through a confidential application process.

Environment
How we responded

As we emerge from the pandemic, we are determined to play our part in supporting a green
recovery in the North West. We have accelerated investment plans, spending more over the
early years of AMP7 than our original business plan. This will support recovery to build a
greener, more sustainable future, all while helping the region to recover from the economic
impact of the COVID-19 pandemic.

Our new investment plans include delivering environmental improvements in rivers, protecting
habitats, combating invasive species, enhancing water quality, drainage and reducing pollution.
This investment will generate lasting benefits for the environment, for customers and for
communities.

Investors
How we responded

Throughout the pandemic we have maintained regular contact through calls and video calls with
both existing and new investors of UUG. This year we offered major shareholders the
opportunity to meet, albeit virtually, with the Chairman as part of UUG’s active investor relations
programme.
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Suppliers
How we responded

We have continued to work closely and actively engage with our supply chain during the
pandemic. Looking out for the health, safety and wellbeing of our suppliers has been as
important to us as that of our employees.

We continued with the majority of our construction programme throughout the national
lockdowns, supporting our supply chain partners.

We acted swiftly at the beginning of the pandemic to accelerate payments from 14 days down to
seven days to help with cash flow and offered a range of payment options.

How we plan for the future

Our approach and short, medium and long-term planning horizons help us continue
fulfilling our purpose in a sustainable and resilient way.

We take an integrated approach to everything we do. To help us create and prioritise our plans,
we consider:

e what the material issues are, to stakeholders and to our ability to create value;
e our assessment of principal risks and uncertainties;
e our environmental, social and governance (ESG) commitments; and
e how our plans will fit with our Systems Thinking approach.
We undertake planning for long, medium and short-term horizons.

Long-term (25+ years) planning helps us identify what we need to do to address challenges and
opportunities that may arise, so we can ensure resilience in order to continue to fulfil our
purpose.

These long-term plans influence our medium-term (five to ten years) planning, which sets out
how we will deliver the commitments of our final determination for each regulatory period.

Short-term (one year) planning enables us to monitor and measure progress against our five-
year plans and regulatory targets. We retain flexibility in our one year plans to meet our five-year
targets in the most effective and efficient way as circumstances change.

Long-term planning (25+ years)

Our approach to long-term planning ensures we are responding to long-term challenges and
opportunities.

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

This involves looking at a lot of current and predictive data from various sources, such as
economic forecasts, expectations for population growth in certain areas, climate and weather
predictions, legal and regulatory consultations and changes, as well as the age and condition of
our assets, and keeping track of innovations and technological advancements. We review this
information as part of our long-term planning and our risk management process.

Over the next 25+ years we have identified many challenges and opportunities that we are likely
to be faced with, including:

e Climate change;
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. Population growth;

e A more open, competitive market;

e  Water trading

e  More stringent environmental regulations;

e Developments in technology; and

e  Combining affordable bills with a modern, responsive service.

There is a section of our website dealing with our future plans, where we examine the
challenges ahead and how we will focus our resources and talents in order to meet them:
unitedutilities.com/corporate/about-us/our-future-plans

This includes our 25-year Water Resources Management Plan (WRMP) covering the 2020-45
period, which was developed and published in 2019 following consultation with stakeholders,
and our Drought Plan, which was published in 2018 with an amendment appendix in 2018/19.
These long-term plans set out the investment needed to ensure we have sufficient water to
continue supplying our customers, taking into account the potential impact of climate change,
and the actions we will take to manage the risk of a drought. In 2023 we will publish an update to
our WRMP and, for the first time, publish a Drainage and Wastewater Management Plan
(DWMP).

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

e long-term planning and responding to challenges and opportunities, including management
of water resources;

e  sustainable catchment management;

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

e investing in our employees to maintain a skilled, healthy and motivated workforce;
e close collaboration with suppliers; and

e maintaining a robust and appropriate mix of debt and equity financing.
Medium-term planning (5-10 years)

Our medium-term planning aligns with delivery of our plans as set out in Ofwat’s final
determination for each five-year period.

The business plans we submit focus mainly on the subsequent five-year AMP period whilst
providing a high-level view of the following AMP. This provides medium- term planning visibility
of between five and ten years at any one point in time.

It is important that our ambitions align with those of our regulator, therefore we carefully evaluate
all consultation and methodology publications from Ofwat and engage with them to put forward
our views and help ensure a balanced approach that creates value for all stakeholders.

Our business plans are designed to help us work towards our long-term plans, build and
maintain resilience, and ultimately fulfil our purpose. We engage in extensive research to ensure
the plans we put forward are robust and balanced, targeting the best overall outcomes for all our
stakeholders.

Following scrutiny and challenge from Ofwat, we receive the FD, which sets the price (in terms
of total expenditure and customer bills), level of service, and incentive package that we must
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deliver over the five-year period, and an allowed return we can earn (expressed as a percentage
of Regulatory Capital Value). When we receive the FD, we refine our company business plan for
any changes, such as in allowed expenditure or performance level targets, and we must decide
whether to accept the FD.

Our business plan submission for 2020-25 was awarded fast-track status by Ofwat and we were
given one of the lowest cost challenges in the sector, reflecting the efficient totex proposals we
put forward.

We made a flying start to our 2020-25 plans by investing an additional £130 million in 2019/20,
helping us deliver a strong start to this new period. The acceleration of our capital programme
during the 2015-20 period helped us deliver improvements early and we are adopting the same
strategy in this regulatory period with around £500 million of total expenditure brought forward
over years one to three of the five-year period. Our total expenditure for this period will be
extended by £300 million, with this expenditure extending our environmental programme.

Our strategy of delivering the best service to customers at the lowest sustainable cost in a
responsible manner helps us create value for our stakeholders by delivering or outperforming
the FD. Since 2015 we have published an Annual Performance Report (APR), which reports our
regulatory performance in a format that helps customers and other stakeholders understand it
and compare it with other companies in the sector. This includes reporting of Return on
Regulated Equity (RoRE), which is made up of the base allowed return and any
outperformance/underperformance, on an annual and cumulative basis for each five-year
period.

Short-term planning (1 year)

In the short-term we set annual, measurable targets but we retain flexibility to enable us to
respond to challenges that may arise.

Short-term planning helps us work towards our medium and long-term goals and provides us
with measurable targets so that we can continually monitor and assess our progress, which
helps us ensure the long-term resilience and sustainability of our business.

Before the start of each financial year, we develop a business plan for that year, which is
reviewed and approved by the board. This sets our annual targets, designed to help deliver
further improvements in service delivery and efficiency, and to help move us towards
achievement of our five-year goals. Performance against these annual targets determines
annual bonuses for executive directors and employees right through the organisation, who are
remunerated against the same bonus targets as the executive team.

To avoid short-term decision-making and ensure management is focused on the long-term
performance of the company, as well as these annual targets executive directors are
remunerated through long-term incentive plans that assess three-year performance, measured
during the current period through total shareholder return, sustainable dividends and customer
service.

The executive directors hold quarterly business review meetings with senior managers across
the business to monitor and assess our performance against our annual targets, helping to
ensure that we are on track to deliver our targets for the year, and longer term.

It is vital that we retain flexibility within this short-term planning so we can adapt to meet
challenges that may arise during each year, and deliver high quality and resilient services to
customers in the most effective and cost-efficient way possible. This may involve bringing
enhancements forward to deliver improvements for customers early, investing further into the
business to maintain service, or delaying projects to occur later in the regulatory period in order
to prioritise expenditure and allow our people to spend their time dealing with any unexpected
challenges that arise.

The challenges presented by COVID-19 are a clear example of why this flexibility is crucial. We
enacted our robust contingency plans, enabling us to quickly and efficiently move thousands of
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our people to home-working and introduce additional safeguarding measures for those that
remained on sites or in the field, while maintaining reliable water and wastewater services that
are critical for public health at this time. Read more about our response to the challenges of
COVID-19 on pages 38 to 40.

How we measure our performance

To measure progress on delivering our purpose and creating value for all our stakeholders, we
monitor and measure our performance against each stakeholder group.

Our key performance indicators
Overview

During the 2015-20 period, we reported against a range of operational KPIs that were aligned to
our strategic themes to demonstrate how we realise our purpose and deliver on our vision.

Our purpose drives us to create long-term value for all our stakeholders, so between 2020 and
2025 we are measuring our performance by reference to the value we create for each of our
stakeholder groups.

Operational KPIs

Our operational KPIs include one main metric for each stakeholder group, based on the top
material issues identified through stakeholder engagement. A description of these operational
KPIs, our targets for each, and our performance against these targets can be seen on pages 44
to 54.

Our executive bonuses and long-term incentives are closely aligned to financial and operational
KPIs, as highlighted in the remuneration report on pages 132 to 134.

Financial KPls

Our financial KPls assess both profitability and sustainability of our business from a financial
perspective. They are largely the same as the 2015-20 period, with the addition of having low
dependency defined benefit pension schemes with nil deficit.

This recognises the increasing importance of this strong and secure position for our people,
representing a significant driver of relative value.

A description of these financial KPIs and our performance against our targets can be seen on
pages 55 to61.

Our other performance indicators
Overview

Our KPlIs provide a snapshot of our performance across a variety of areas, but these are by no
means the only metrics by which we monitor and assess our performance on a regular basis,
and we report against other metrics both internally and externally.

As discussed on pages 13 to 19, we engage with a variety of stakeholders and this gives us a
view of what matters most to them.

We report on a selection of other metrics on pages 44 to 54 of this report, based on the
measures shown to be of highest interest to our stakeholders.

For example, for customers our KPI is Ofwat's measure, C-MeX, but on page 57 of the UUG
Annual Report and financial statements we report on Ofwat’s D-MeX measure, the level of
customer complaints, vulnerability support, customers lifted out of water poverty, and the impact
of water efficiency measures.
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On environmental performance, our KPI is the overall assessment by the Environment Agency
and on page 65 of the UUG Annual Report and financial statements we report on more specific
environmental performance indicators, such as leakage reduction, climate change, proportion of
waste going to beneficial use rather than landfill, and measures of natural capital.

We regularly report on humerous corporate responsibility performance measures on our external
website.

All these performance indicators have received an appropriate level of assurance, such as
independent third-party verification, regulatory reporting assurance processes or through our
own internal audit team.

Our Annual Performance Report (APR)
Overview

Performance against our regulatory contract is monitored and assessed each year, and reported
within an Annual Performance Report (APR), as required by Ofwat for all water companies since
the start of the current regulatory period in 2015/16, replacing the previous ‘regulatory accounts’.

Many of our performance indicators relate to regulatory performance on a high level, and it is
within the APR that more detail can be found on the components within these measures, as well
as narrative detail about our performance during the year.

There is financial information contained within the APR. This relates only to the regulated
company and its appointed activities, and is calculated and prepared in accordance with the
regulatory accounting framework. This differs from IFRS reporting, and a reconciliation to IFRS
reporting is provided in our APR. For the purposes of clarification, our financial KPIs relate to our
performance at the group level, and are calculated in line with the definitions given in this report.

Our APRs for previous years are available on our external website, and the APR for 2020/21 will
be published in July 2021.

Find our more information on our external accreditations

In addition to our KPIs and regulatory targets, we monitor our performance against an
assortment of ESG metrics that are of interest to our many stakeholders.

We report against these within this report on page 62 and on our website at
unitedutilities.com/corporate/responsibility/our-approach/cr-performance

Operational performance

Our performance at a glance

Communities

Our work puts us at the heart of local communities in the North West of England, where
customers and employees live and work. We understand the impact our work can have on
everyday lives across our region, and we seek to play an active role in tackling the issues that
matter most to these communities through active engagement and investment, developing
strong relationships and building partnerships where we work together to generate solutions. We
also look after beautiful landscapes and open our land to the public, which supports the regional
tourism industry and offers physical and mental health and wellbeing benefits for communities
through access to relaxation and recreation.

Our key performance indicator to measure value created for communities over AMP?7 is the level
of community investment, and we target increasing this by at least 10 per cent over 2020 to
2025, compared with the average between 2010 and 2020.
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The average investment between 2010 and 2020 was £2.56 million per annum and in 2020/21
we supported communities through direct community investment of £2.15 million (calculated
using the B4SI method). This is slightly lower than we were targeting to invest, mainly as a result
of much lower community activity as a result of the impact of COVID-19. However, we
contributed an additional £2.7 million from our Trust Fund to help those struggling to pay their
bills and a further £15 million was made available to help customers reduce their water bill to an
affordable amount through extending our social tariff. As we emerge from the pandemic, and
events can safely recommence, we expect our community investment to increase.

Helping young people

We are committed to supporting the Government’s ‘Kickstart’ programme by providing 250
placements to young people, working with our supply chain. Our new employees will have a
dedicated placement manager as well as a Kickstart Skills Coach, and will also receive job-
related and employability skills training to enhance their CVs in order to help secure employment
in the future. We work with local schools and training facilities to promote skills for the future,
including youth programmes that support young people not in education, employment and
training (NEETS) to help improve social mobility in our region and break down barriers in bringing
people from all backgrounds into employment. It is estimated this programme has generated
over £9 million of social value through avoided welfare costs and new employment. During the
school closures brought about by the pandemic lockdowns, our education team created a home
learning hub that supported teachers and children across the region, and even extending
overseas, with materials for home schooling. Recruitment of apprentices and graduates has
continued uninterrupted, with the help of some online challenges, skills sessions and live
streamed assessments while face to face interaction was limited. We have continued to create
our early careers pipeline welcoming 67 apprentices and graduates in 2020/21.

Social mobility

In October we hosted the sector’s first Social Mobility Summit, an online event at which more
than 100 organisations joined us for the launch of our Opportunity Action Plan — another first for
the sector — which aims to identify and share best practice and leading edge thinking from
businesses that are successful in promoting social mobility, including case studies from our own
employees reflecting the progress we have already made.

Charitable support

Our ongoing charitable support, including a voluntary salary reduction by Board members at the

height of the COVID-19 pandemic, has helped provide support to local communities. One of our

donations to the FareShare charity has supported them in delivering 600,000 meals to struggling
families across the North West via local foodbanks, and will replace one of the charity’s delivery

vans, helping to ensure 6.4 million meals get to families in need over the next 8 years.

Community engagement

We build trust with local communities through effective engagement, whether that is around
large capital projects or day to day management of our landholdings. Our consultation for the
Haweswater Aqueduct Resilience Programme (HARP) was stopped in its tracks by COVID-19,
half way through the traditional face to face exhibitions. We changed approach, developed a
virtual consultation, with accessible content advertised through letters and social media, and, as
a result, we have seen better engagement. We received over 100 per cent more feedback
compared with the traditional approach with over 8,000 hits to the specific HARP section of the
website. 69 per cent of all feedback has been supportive of the plans. Given the success of this
approach, we will continue with virtual consultations for other aspects of this project.

Access to our land for recreational use

As a result of COVID-19 restrictions, there has been a marked increase in the number of visitors
to our catchment land to enjoy the countryside and benefit from open spaces. While the majority
of visitors have respected the countryside, sadly a small minority have not. Our teams have
worked hard to address this anti-social behaviour through a variety of methods, including
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targeted social media campaigns on issues such as moorland fire risk, improved site signage
and the creation of local stakeholder groups. We are currently testing several ideas to better
connect visitors to the land and to encourage them to behave responsibly.

Customers

We put customers at the heart of everything we do. This relentless focus drove us to deliver
significant and continuous improvements over AMP6, ending the period as a leading water and
wastewater company. Despite the challenging environment we have continued to operate in
during the pandemic, customer satisfaction has remained high. Reliable access to clean water
has been more important than ever before, and we have continued to provide a robust service
for customers throughout the year. Serving the most economically deprived areas in the country,
we are always mindful of the need to help customers who struggle to pay their bills. We reduced
typical household bills by 5 per cent this year in real terms, have committed to provide £71
million in financial support to customers over AMP7, and have an extensive range of schemes
offering financial assistance and tailored support for customers struggling with affordability and
vulnerability. We are delighted to have received a positive recommendation for continued
certification to BS 18477:2010 which is the accreditation for our Priority Services scheme and
one of our customer ODI measures looking at the quality of services provided to vulnerable
customers.

Our key performance indicator to measure customer satisfaction over AMP7 is Ofwat’'s C-MeX
measure, in which we target being in positive reward territory.

At the end of the year we are ranked 5th out of 17 companies, the highest listed company,
achieving a reward of £2.1 million for C-MeX performance in the first year of AMP7. While our
written customer complaints performance for the year has fallen below our targets, in part
reflecting the higher level of complaints during the dry spring in 2020 and our focus on collecting
cash from those customers who are able to pay, but choose not, we still expect our relative
performance to be upper quartile compared with the other water and wastewater companies.

Customer service

We have significantly increased the availability and performance of our digital channels with over
1 million customers engaging with us digitally, driving both service improvements and cost
efficiencies. Customers rate us 4.7 out of 5 on the App store and 4.2 out of 5 on google reviews.

We have been proactive and used targeted communications with customers to offer support to
those impacted financially by the pandemic and struggling to pay. We have achieved all of our
reputational performance commitments, most notably continued certification to BSI standard for
our Priority Services scheme that supports over 133,000 customers, and we were recognised as
providing the best customer support initiative at the Utilities and Telecoms Awards for the
support provided to customers during the pandemic. We are one of only 14 brands in the UK
with the Institute of Customer Service Accreditation with distinction.

For developers, customer experience is measured in AMP7 by D-MeX, of which there are two
elements: quantitative (service level agreement performance); and qualitative (customer
satisfaction survey). For 2020/21, we are ranked first in the sector for our quantitative
performance, with final qualitative results expected later in the year. We estimate our overall
industry position to be fourth. This strong performance reflects the transformation programme
we are delivering in this area that continues to deliver tangible and much improved results,
benefiting all developers who are building in the North West.

Operational performance for customers

Our AMP7 business plan includes 46 customer commitments, delivering the outcomes that are
important to customers and measured through customer ODIs.

Our performance has been strong across the broad range of our activities with us having met or
exceeded over 80 per cent of our performance commitments for the year. We have delivered
particularly strong performance in the areas of hydraulic flood risk resilience and pollution where
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we have delivered another year of sector leading performance with no serious pollution incidents
for the second consecutive year. We were also able to deliver leakage at its lowest ever level
and have more than halved supply interruptions to customers — outperforming our targets on
both these key service delivery measures.

We entered AMP7 knowing that our biggest challenge would be against our internal flooding ODI
and this is the measure that has yielded the largest penalty this year. As part of the £300 million
extension to our AMP7 totex plans, we will be investing around £100 million in Dynamic Network
Management (DNM) — a ground breaking application of Systems Thinking using state of the art
sensors and predictive machine intelligence to move to a more proactive management of our
wastewater network. This new digital capability is expected to improve service to customers and
improve performance against our internal flooding ODI.

We work hard to encourage customers to save water through water efficiency programmes,
helping them to preserve this precious resource and save money on their bills. More customers
have spent more time at home during the pandemic and used more water for sanitation,
increasing per capita consumption (PCC) measures for 2020/21. Recognising that the long term
impact of COVID-19 remains uncertain and that there may also be a variety of drivers of
changes in behaviour, Ofwat has proposed to assess company performance for this customer
ODI at the end of the AMP when fuller facts and evidence of absolute and relative company
performance are available.

We have our own in house app development capability and this is paying dividends in creating
digital capability for our field and customer facing teams with agility, flexibility and at low cost.
Our new voids app which helps us to easily identify unbilled but occupied properties has
contributed to a 93,000 reduction in the number of void properties in the year, helping us earn
maximum customer ODI reward on voids this year and underpins a further £24 million reward
over the AMP.

Haweswater Aqueduct Resilience Programme (HARP)

In November 2020, we successfully completed the replacement of the Hallbank section of the
Haweswater Aqueduct, part of a critical asset that delivers around a third of our total water
production to 2.5 million people in Cumbria, Lancashire and Greater Manchester. Work to
replace the majority of the aqueduct is expected to be undertaken using a direct procurement for
customers (DPC) approach and we have been preparing for a DPC tender in 2021/22. If the
tender process proceeds as planned, contract award is anticipated in 2023, with construction to
begin later in the AMP.

Cash collection

Despite the impact of COVID-19, our overall cash collection has performed well throughout the
year. We are encouraged by the continued growth in our direct debit volumes, now at 72 per
cent and one of the highest across the industry. Overall, the proportion of customers on a
payment plan has continued to increase to 82 per cent despite the challenging economic
environment and providing a high level of collection certainty for a significant proportion of the
household customer base.

We are recognised as a leader in credit management and collections across all industries, not
just water. In the year we have won three external awards for our credit services, most recently
winning the Utilities and Telecoms Team of the Year at the 2020 Credit Awards. Our industry
leading approach to collections and innovative affordability offerings have ensured we were well
placed to respond to the challenges brought about by the pandemic.

In the current year, we have enhanced our credit reference sharing process to include another
agency with a greater high street focus. This has further extended our footprint and will facilitate
improvements in our collections activity, and is just one example of our comprehensive approach
to collections activity, supporting our ability to collect cash from customers who have the ability
to pay, but attempt to avoid doing so.

Affordability
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When the country first went into lockdown we saw an increase in demand for affordability
support. The initiatives we delivered over AMP6 enabled us to respond efficiently and effectively,
with our Payment Break scheme giving over 8,000 customers the breathing space they required.

The nature of the pandemic and the significant impact it is having on customers’ lives has meant
we have had to consider the appropriateness of continuing our normal billing and collection
activities and the most suitable means of engagement. While as an industry we took steps to
pause collection activity, our COVID-19 response encouraged customers to contact us if they
had been impacted financially by the pandemic and found themselves struggling to pay. We
carried out targeted activities aligned to specific customer segments and changes in customer
behaviour to engage with customers, actively promoting our range of affordability support,
ensuring customers knew they could talk to us about their bill, and highlighting alternative ways
to pay. Over the course of the year we sent over 5 million proactive customer communications, a
30 per cent increase on the previous year.

We have an extensive range of schemes available to help customers and around 200,000 are
currently benefiting from that help. Recognising affordability has been even more important
during the pandemic, we took swift, proactive action and were the first water company to secure
support and regulatory approval for an extension to the scale and scope of our social tariff,
allowing us to support a broader range of customers whose income has been affected by
COVID-19. This augments our support schemes this year with an additional £15 million to help
customers keep out of debt and was intended to support an additional 45,000 customers who
have been furloughed, are claiming through the self-employed income support scheme (SEISS)
or are now unemployed, by reducing their water bill to an affordable amount. Through efficient
use of the additional £15 million funding secured we were able to support 73,000 customers —
62 per cent more than originally estimated - preventing customers from falling into debt. This
additional support meant that in the year we supported 160 per cent more customers via our
Back on Track scheme than the previous year. We promoted the new scheme directly to
customers, via partner organisations and the Hardship Hub to increase overall awareness. The
£71 million financial support we have committed to provide over AMP7 is the largest of any
water company, and we have accelerated payments this year to provide much needed
assistance to households struggling as a result of the economic impact of the pandemic.

We continually innovate to further enhance our affordability processes, and we are piloting a
first-of-its-kind real-time income verification tool to streamline eligibility for reduced-rate social
tariffs. We’re proud to be the first water company in the UK to roll out an Open Banking solution
for social tariff applications, modernising our income verification. In March 2021 we were the first
water company to begin data sharing with the DWP, leveraging the new provisions under the
Digital Economy Act, to assist people living in water poverty. We’re excited to be able to use
these new provisions to continue to proactively provide lower bill support to customers.

Employees

Our people are critical to the success of our business and it is important we give them the
opportunity to develop their skills and knowledge and support them with the most effective
technology. We have continued to invest in skills training throughout the pandemic and have
accelerated our digital strategy to support new ways of working. The health and wellbeing of our
employees is paramount and keeping them safe remains our primary concern. During the initial
lockdown in 2020, we moved 60 per cent of our workforce to home working and the remainder
continued working at our COVID-secure facilities. Around 80 per cent of our employees were
designated as key workers, delivering our essential services to customers. We have largely
continued with business as usual, operating within COVID guidelines and in line with the
Government roadmap out of lockdown, while defining and shaping the way we will work post-
COVID based on the changes in the last year.

Our key performance indicator to measure value created for our employees over AMP7 is our
engagement score, in which we target being upper quartile against the UK utilities norm.

This year we achieved 89 per cent engagement, which is five per cent above the UK High
Performance Norm and is the highest engagement score we have achieved while comparatively
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tracking engagement over the last six years. It is also a five per cent increase from 2020
engagement levels and is 15 per cent better than the UK Norm and nine per cent better than the
Utilities Norm. We are rated 4.5 out of 5 by former and current employees on Glassdoor and 92
per cent of our employees would recommend United Utilities to a friend as a great place to work.
We are delighted to be in the top one per cent of 15,000 companies across Europe, and the
highest placed water company, for our overall approach in the Diversity Leaders ranking. The
survey, by Statista and the Financial Times, surveyed employees on their employers’ efforts to
promote diversity.

Protecting colleagues through the COVID-19 pandemic

During the pandemic, we have facilitated home working for over 3,000 of our employees and are
providing support for employees’ health, safety and wellbeing whilst temporarily working at home
in extraordinary circumstances. As well as facilitating home working for more than half of our
employees, we have introduced a range of measures to ensure those who are still working on
sites and in the field are able to do so in a COVID-secure way. We conducted over 390 COVID-
secure risk assessments across all our operational sites and carried out a number of control
measures to ensure they met the Government’s requirements for COVID-secure workplaces.
This included temperature checking stations, extra sanitation provisions, safe desks and one-
way procedures in offices to ensure social distancing can be maintained. Additional personal
protective clothing has been provided and we have adapted new ways of working for our front
line field employees. We adapted the way we carry out our mandatory health surveillance
checks to virtual assessments and more recently COVID-secure face-to-face assessments.

With the involvement of over 200 trained mental health supporters and wellbeing champions
across the business, we have supported the wellbeing needs of our colleagues, delivering
initiatives to help build resilience across our workforce. This includes delivery of several bitesize
webinars on topics such as mental health, stress control, and managing change to around 2,000
people over 20 webinars. We have been encouraged by the take up of the zero suicide alliance
e-learning module which now includes a specific module on COVID-19 and isolation, and have
produced new resource packs and initiatives to help our workers through winter. Crucially, we
engage regularly with managers, providing awareness of the support services available and how
to make best use of them and the widely introduced Wellness Action Plans, in order to enable
managers to have wellbeing conversations with their teams.

We have not furloughed any employees, but we are aware that our employees and their families
are not immune from the hardships caused by the economic impacts of COVID-19. Therefore,
we have established a staff outreach scheme that provides financial support to employees
whose families are struggling financially as a direct result of the pandemic.

Committed to equality, diversity and inclusion

We want fantastic people to enable us to deliver a great public service now and into the future,
so we are determined to make sure we are reaching and recruiting from every part of our
community. We are supporting employees to achieve their full potential and feel valued and
included, regardless of their gender, age, race, disability, sexual orientation or social
background. Our employee diversity networks, including LGBT+; GENEQ; ability and multi-
cultural groups have a growing membership of 730 people, and play a pivotal role in providing
insight, raising awareness and giving support to colleagues. We are committed to creating a
diverse and inclusive workforce and so we are delighted to be one of the top one per cent of
15,000 companies across Europe in the Financial Times’ Statista Survey for Diversity and
Inclusion Leadership.

We are working hard to improve how we attract women into the industry, and developing women
within our existing workforce. We are seeing good progress with increasing numbers of female
graduates and apprentices in our talent pipeline and 96 per cent of our current female workforce
recommend United Utilities as an employer. Following our 2021 Annual General Meeting (AGM),
the measurable targets of 33 per cent female representation on the board and one director of
non-white ethnicity will be met. We achieved inclusion in the Bloomberg Gender Equality Index,
recognising our commitment to gender equality and transparency.
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Training and development

Our technical training academy established in February 2014 has provided skills development
and certification to over 2,800 people to date, including programmes for those individuals not in
education, employment or training (NEETS). Many people have received multiple training
opportunities such that in total, around 11,000 technical training sessions have been delivered
over that period. We are the only water company currently governed by Ofsted (Office for
Standards in Education), with a “good” overall rating.

Ensuring everyone goes home safe and well

Over the last couple of years our health, safety and wellbeing agenda has centred on
behaviours and the part they play in accidents and the culture across our organisation. Having
spent a number of years focusing on site standards, asset condition, training and personal
protective equipment, it was clear from our root cause analysis that behaviours play a key part in
many of the accidents we have had. We delivered our Home Safe & Well Behavioural Safety
programme to everyone in the company and we are embedding a culture of looking after
ourselves and each other, to ensure we all go home safe and well.

We are seeing improvements in a number of important performance measures, including the
number of accidents, the severity of accidents and an increase in hazard and near miss
reporting. Our employee accident frequency rate for 2020/21 was 0.094 accidents per 100,000
hours worked, representing a 15 per cent improvement on performance from the prior year. Our
contractor accident frequency remained broadly consistent despite an increased workload at the
start of AMP7, with 0.087 accidents per 100,000 hours worked, compared to 0.083 last year. Our
aim by 2030 is that no one will be harmed while working on our behalf, and we will actively
promote, support and improve their wellbeing.

Environment

We are fortunate to have many areas of natural beauty within our region, and these are
important in offering health, fithess and wellbeing benefits to local communities and drivers for
tourism in the area, as well as being essential for us to deliver our services to customers. It is of
great importance we continue to protect and enhance the environment across the North West,
and manage our land responsibly to improve the environment in our region for future
generations. We delivered a number of environmental improvements over AMPG6, including
improving 338.5 kilometres of rivers, significantly reducing our carbon footprint, increasing our
renewable energy production and ensuring zero emissions energy usage. We have agreed an
environmental improvement programme to be delivered in AMP7 that will continue to improve
the river, bathing and shellfish water quality for the benefit of customers and visitors to the North
West as well as society as a whole. Our investment in AMP7 is expected to result in an
improvement in water quality in 1,315km of rivers in the North West. Having completed the first
year of the period, we remain on track for the improvements we have committed to.

Our key performance indicator to measure value created for the environment over AMP7 is our
performance against the Environment Agency’s annual performance assessment, in which we
target being an upper quartile performer within the water industry each year.

In the assessment for 2020, we expect to be awarded the maximum 4 stars, meaning we would
be classed by the Environment Agency as an “industry leading company”.

Leakage reduction

We have beaten our leakage target for the 15th consecutive year and we are now at the lowest
ever level of leakage reported in the North West. Our leakage performance improvement has
been achieved through a combination of techniques. Alongside satellite technology to geo-locate
potential leaks in our network and sniffer dogs to accurately locate the leak, we have deployed
66,000 acoustic loggers since 2019 with a further 29,000 being installed over the next year. We
have recruited around 20 per cent additional leakage detection resources, further supported this
year by our first intake of apprentices on a bespoke two year technical training scheme,
mitigating the risk of a national shortage in leakage technicians. Over AMP7, we plan to reduce
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total leakage by at least 15 per cent, with a delivery plan that continues to make best use of
available technologies and is flexible to ensure that we can embrace the heightened level of
innovation in this area.

Pollution performance

In 2020, we had no serious pollution incidents for the second year running, and have reduced
total pollution incidents by almost a third. Here, we are seeing the benefits of delivering the
action developed as part of our Pollution Incident Reduction Plan which covers a range of
interventions, and for the first time we had no Wastewater Treatment Works classed by the
Environment Agency as “failing works”, which is something that has only ever been achieved
across the sector once before.

Greenhouse Gas Emissions and Climate Change

Carbon reduction (“mitigation”) and climate resilience (“adaptation”) have influenced both our
strategic and operational decisions for over two decades. We have achieved substantial
progress over recent years and we have ambitious plans and commitments to go much further.

Carbon reduction - We are signatories to the UN Race to Zero campaign and we are
contributing to the UK water industry’s commitment to achieve carbon net-zero by 2030. In May
2020 we announced six carbon pledges including a new carbon emissions reduction target by
adopting a science-based approach. We have successfully reduced our operational emissions
by over 70 per cent in recent years, primarily by investing in our own renewable energy
generation capabilities within the wider United Ultilities group and purchasing green energy from
the national grid. We continue to deliver on our commitments to peatland restoration and
woodland creation, recently establishing two tree nurseries in the North West. We are also
committed to delivering our green fleet strategy and have introduced more low carbon vehicles
and charging.

Climate resilience - In AMP6 we invested an additional £250 million targeted to increase
resilience against climate change, and we continue to invest across our business to protect and
enhance the climate resilience of our assets, processes and customer services. We are working
to further mature our already advanced level of climate risk understanding. We will soon be
publishing an overview of our climate risks and plans in our new adaptation report. This will be
released in draft for open consultation and engagement before we finalise our submission over
the months ahead. Our latest annual statement in support of the recommendations of the
Taskforce for Climate-related Financial Disclosures (TCFD) provides an update on our
performance this year.

Natural Capital and Biodiversity

We continue to develop our approach to natural capital and improve our understanding of the full
value of our activity to better inform investment decisions. We have a natural capital ODI in
AMP7, which encourages assessment of the added natural capital value we deliver by pursuing
nature based and catchment solutions. Understanding this value will help us drive partnership
working and our Catchment Systems Thinking (CaST) approach which seeks to understand the
broader needs of a catchment and deliver outcomes across multiple stakeholders. As part of this
approach we have worked with stakeholders to develop a North West natural capital baseline to
understand the natural assets the North West has, the benefits they provide and the value of
them. Once completed, we will engage with other partners across the North West to drive a
consistent approach in order to drive greater natural capital value. To facilitate this we are
seeking to establish a North West governance group for natural capital.

Biodiversity is a key pillar of natural capital and plays an important part in our CaST approach.
As the largest private land owner in the UK, and an organisation delivering significant
development in the North West we have committed to no net loss on biodiversity and delivered
significant investment in improving the condition of habitats on our land. We are actively
reviewing our approach to how we can best manage and enhance biodiversity.
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Investors

Our investment strategy and digital transformation, underpinned by our pioneering Systems
Thinking approach, is delivering significant performance improvement and efficiency. This has
been our best year of operational performance for customers and the environment, manifesting
itself in a net reward against our customer ODIs for the year of £21 million. Since accepting our
AMP7 Final Determination, we have increased our totex plan by a further £300 million, all of
which we expect to be remunerated through regulatory mechanisms, and we continue to
accelerate our overall AMP7 investment programme to deliver benefits sooner and boost the
regional economy as we emerge from the worst effects of COVID-19. We have delivered
another year of robust financial performance and we are raising finance effectively, locking-in
rates favourable to the price review assumptions and leveraging our strong ESG credentials.

Our key performance indicator to measure value created for our investors over AMP7 is Return
on Regulated Equity (RoRE), and we will update our targets for individual components of this
measure as we progress through the period.

2020/21 reported RORE was 4.5 per cent on a real, RPI/CPIH blended basis, mainly comprising
the base return of 3.9 per cent (including our 11 basis point fast track reward that we receive in

each of the five years of the AMP), financing outperformance of 1.2 per cent and customer ODI

outperformance of 0.3 per cent as a result of our year 1 net reward o.

Our totex performance of -0.3 per cent represents the year 1 impact of the £300 million
additional totex which provides benefits that are not all reflected in RORE.

Retail performance of -0.3 per cent reflects a small overspend this year in adapting to the effects
of COVID-19 and tax performance of -0.5 per cent reflects the Government’s reversal of the
planned reduction in the rate of corporation tax from 19 per cent to 17 per cent from 1 April 2020
(which will be recovered through the tax sharing mechanism), and the tax impact of our strong
financing outperformance.

Our underlying RoRE is higher at 4.8 per cent and is adjusted for the tax impact that will be
recovered through the tax sharing mechanism and the additional totex that drives better
outcomes against future customer ODIs.

Total expenditure (totex)

Our AMP7 business plan was assessed by Ofwat as being amongst the most efficient in the
sector. Thanks to the strong performance we delivered in AMP6, we started AMP7 at the target
totex run rate and we are confident that we can deliver our AMP7 scope within our Final
Determination totex allowance. Our investment strategy delivers long-term sustainable
performance improvements and efficiency and our AMP7 totex plans will be extended by around
£300 million, which we expect to be be fully remunerated through regulatory mechanisms, with
this investment extending our environmental programme, accelerating our digital transformation
and exploiting spend to save opportunities.

In this first year of AMP7, we have invested £617 million in net regulatory capital expenditure
(excluding infrastructure renewals expenditure (IRE)), representing the continued acceleration of
our AMP7 investment programme and early expenditure against the £300 million extension to
our original totex plans. This represents a good start to the delivery of our AMP7 programme,
benefitting from the early start and transition investment we made in 2019/20 and our ability to
continue working, where it was safe to do so, during the COVID-19 pandemic. As a
consequence, we have been able to deliver this expenditure effectively, maintaining our high
performance scores against our Time, Cost and Quality index (TCQi) at over 95 per cent.

While we continue to seek efficiencies in the delivery of totex, as we have demonstrated through
the £300 million extension to our totex plans, we will invest where we are confident we can
deliver improved customer or environmental outcomes and better customer ODI performance.
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Customer outcome delivery incentives (ODIs)

Our digital transformation and investment strategy are delivering improved performance and we
have made a strong start to AMP7, achieving a £21 million net customer ODI rewards for
2020/21. This is ten times the net reward we achieved in the first year of AMP6 and is
particularly pleasing in light of the tougher targets we have set.

The “Customer” section above provides more detail on the customer ODlIs where we are
performing well and others where the targets for AMP7 are challenging. We see opportunities
across a number of ODI targets, and our Systems Thinking approach, including new digital
capability driven by DNM, increased use of data and analytics within our retail function, coupled
with early investment have and will continue to help us drive performance improvements.

Unlike AMP6, ODI rewards and penalties in AMP7 will be adjusted in revenues on a two-year
lag, therefore any net reward earned this year will be reflected in an increase to revenues
earned in 2022/23 through allowed increases in the rates charged to customers in that financial
yeatr, in accordance with the regulatory mechanism. Overall, we are targeting a cumulative net
ODI reward over the 2020-25 period of around £150 million, a significant improvement on the
£44 million achieved in the previous regulatory period.

Financing

On financing performance, we have consistently issued debt at efficient rates that compare
favourably with the industry average, thanks to our leading treasury management, clear and
transparent financial risk management policies, and ability to act swiftly to access pockets of
opportunity as they arise. This delivered significant financing outperformance during AMP6 and
the rates we have already locked-in for AMP7 compare favourably with the price review
assumptions.

In November 2020, we published our new sustainable finance framework, allowing us to raise
finance based on our strong ESG credentials and replacing the green funding that we have
previously secured through the European Investment Bank (EIB), which is no longer available
post-Brexit. In January 2021, we issued our debut sustainable bond generating a huge amount
of interest for the company and our ESG credentials and delivering a coupon of 0.875 per cent.
This is not only our lowest ever coupon at this maturity, locking-in financing outperformance, but
also the lowest ever coupon for any UK corporate at this maturity.

ESG performance

We perform well across a broad range of ESG indices and for 2021 we attained World Class
status on the Dow Jones Sustainability Index for the 14th consecutive year. In April 2021, we
were ranked 6th out of 613 global utilities in the Sustainalytics’ ESG Risk Rating assessment,
positioning us as the leading water utility in the index. We achieved a score of A- from the CDP
which evaluates how companies assess climate change related financial risks and opportunities,
including their approach to transparency and disclosure. We were assessed by the Environment
Agency (EA) as the best performing company on pollution for the second year in a row with no
serious pollution incidents and we expect to be awarded industry leading 4 star status in the
EA's Environmental Performance Assessment for 2020. From an employee perspective, we
achieved a significant improvement in the Workforce Disclosure Initiative, scoring well above the
overall average and receiving special recognition in the 'COVID-19 transparency' category at its
Workforce Transparency Awards.

Suppliers

Our activities support around 17,700 jobs in the supply chain, and the acceleration of around
£500 million of capital expenditure into the first three years of AMP7 will play a part in helping to
generate jobs and income for the North West economy at a critical time as the country emerges
from the worst effects of the COVID-19 pandemic. Suppliers play an important role in
maintaining supply for key parts of our business, and contractors, as well as direct employees,
act as the face of our business for many customers and communities. The pandemic has shown
the importance of our relationship with our supply chain partners. We have continued to work
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closely with our supply chain and issued guidance reinforcing Government guidelines to protect
employees, suppliers and customers while maintaining delivery of critical services.

Our key performance indicator to measure value created for our suppliers over AMP7 is
payment within 60 days, and we target at least 95 per cent of invoices to be paid within this
timeframe.

For 2020/21, in excess of 99 per cent of invoices were paid within 60 days, the average number
of days taken to pay our suppliers was 13 days which is reflective of our efforts to accelerate
payment to suppliers by 7 days during the COVID-19 pandemic and which was particularly
welcomed by the small businesses we engage with. We act fairly and transparently with all our
suppliers and are a signatory to the Prompt Payment Code, fully complying with the reporting
requirements.

‘Befter together through our United Supply Chain

In November 2020 we successfully launched our new approach to responsible supply chain
management for AMP7 called United Supply Chain (USC). USC recognises suppliers as an
extension of the United Utilities family and suppliers are asked to become a signatory to our
Responsible Sourcing Principles as a minimum. Those suppliers who are integral to our
operations we encourage to become leaders and to work jointly with us to deliver improvements
across environmental, social and governance areas and improve value to customers. At the end
of March 2021 we had signed 38 per cent of our targeted suppliers to our Responsible Sourcing
Principles and continue to pursue the remaining suppliers to reach our target of 100 per cent.
Via our partnership with Supply Chain Sustainability School we have been able to offer both our
commercial colleagues and supply chain partners free resources to learn more about the
Responsible Sourcing Principles.

Innovation in action

Our Innovation Lab programme is designed to “look for ideas where others aren’t looking” — in
other sectors, other countries and with suppliers that are often small, start-up businesses, just
starting on their idea development or business growth journey. It does all this whilst being fully
compliant with procurement legislation — allowing for rapid idea testing and idea adoption /
contract award — an obstacle that most regulated companies struggle with. The open,
collaborative nature means that feedback is given more frequently and ideas get tailored for
United Utilities adoption faster than traditional product testing. We have worked with 23 suppliers
in this way — and our highest profile success is FIDO (tackling leakage detection in our Lab 2
programme.) They are becoming known as a disruptor in the global water sector with United
Utilities having first mover advantage on new developments.

We are part-way through our third Innovation Lab programme; we have published four high level
problems and encouraged innovative solutions from around the world. Over 120 supplier
applications have been reviewed by our experts and we have selected eight suppliers with high
potential ideas; with our help, they could offer a performance step-change across a range of
areas from helping us to reduce our carbon footprint and be more self-sufficient on energy, to
predicting asset failures before they occur. All ideas support our Systems Thinking ambitions,
most are digitally-centric, and half are new entrants to the UK water sector.
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Financial performance

Financial KPIs Year ended
31 March

2021

Revenue £1,797.6m
Operating profit £601.7m
Profit before tax £505.7m
RCV gearing 65%
Interest cover 6.3

Year e

nded

31 March

£1,84
£62
£32

2020
9.9m
6.8m
7.4m
67%

2.6

Revenue for the year to 31 March 2021 was down 2.8 per cent on last year, largely reflecting the
typical customer bill reduction we have delivered for this first year of the new AMP7 regulatory
period. Although COVID-19 changed patterns of demand for our services, changes in
consumption between different customer groups have broadly offset each other in total.
Household cash collection and our bad debt position have remained robust, and we have
provided further financial assistance to customers who are struggling in this difficult time.

We continue to invest in our assets, bringing forward capital expenditure and seeing an increase
in infrastructure renewals expenditure (IRE) in the period. Our financing performance remains
strong and we have benefitted from lower short-term inflation reducing our net finance expense.

Our balance sheet remains one of the strongest in the sector, with a robust customer
receivables position, an industry-leading, fully funded pension scheme on a low dependency

basis, and RCV gearing supporting a stable A3 credit rating with Moody’s.

Revenue

£m
Year to 31 March 2020 1,849.9
Wholesale revenue forecast incentive mechanism (WRFIM*) adjustments 12.5
Regulatory revenue changes — 5.5 per cent real typical household bill reduction and 1.5 per cent | (79.5)
uplift in line with CPIH inflation
Non-household consumption decrease (46.7)
Household consumption increase 46.8
Innovation fund increase 6.2
Other 8.4
Year to 31 March 2021 1,797.6

* Annual regulatory adjustment for volume differences — Wholesale Revenue Forecasting Incentive Mechanism

Revenue was down £52 million, at £1,798 million, largely reflecting the £80 million reduction
from the new pricing regime in this, the first year of AMP7, incorporating a 5.5 per cent real

reduction in typical household bills and a 1.5 per cent CPIH-linked increase.
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The impact of the COVID-19 pandemic and related lockdown periods has seen non-household
revenue decrease by £47 million, with an increase in household revenue of £47 million as a
result of more time spent at home and the hot, dry weather in spring 2020.

Revenue in 2020/21 includes £6 million in relation to the Innovation in Water Challenge Scheme.
This is a new scheme introduced by Ofwat in AMP7, and therefore did not apply last year, and is
intended to fund industry-wide innovation projects. In 2020/21, we have provided for £6 million of
offsetting costs with the balance of revenue and costs as the scheme matures in future years
dependent upon how successful companies are in bidding for funds.

Operating profit

£m
Year to 31 March 2020 626.8
Revenue decrease (52.4)
Infrastructure Renewals Expenditure increase (21.8)
Property rates increase (13.6)
Innovation fund increase (6.2)
Other operating costs increase (5.1)
Depreciation and amortisation decrease 60.9
Allowance for expected credit losses — trade and other receivables decrease 131
Year to 31 March 2021 601.7

Operating profit at £602 million was £25 million lower than last year. This principally reflects the
£52 million reduction in revenue, and also a £22 million increase in IRE as a result of ongoing
work to optimise the performance of our network. Property rates are £14 million higher this year
largely reflecting a rates refund received last year. We have accrued £6 million of costs in
2020/21 in relation to the Innovation in Water Challenge Scheme mentioned above, along with
£13 million of extra COVID-19 related costs (including a £5 million increase in the bad debt
charge). This is partly offset by depreciation being £61 million lower, principally reflecting £83
million of accelerated depreciation in the prior year relating to bioresources assets that were
taken out of use and a £13m reduction in allowance for expected credit losses on trade and
other receivables. In the near term we would expect depreciation to flatten out reflecting the
lower AMP7 capex programme.

Household bad debt is 2.2 per cent of regulated revenue, representing a marginal increase of £5
million on the underlying bad debt cost in the prior year, reflecting the ongoing uncertainty
associated with the third lockdown and taking into account expected cash collection into the
future, as government support unwinds in the coming months.
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Profit before tax

£m
Year to 31 March 2020 327.4
Operating profit decrease (25.1)
Net finance expense decrease 203.4
Year to 31 March 2021 505.7

Profit before tax was £506 million, £178 million higher than last year. This reflects the £203
million decrease in net finance expense (including fair value movements), partly offset by a £25
million reduction in operating profit.

. Net finance expense

Net finance expense of £96 million was £203 million lower than last year, principally reflecting a
£150 million increase in the fair value gains on debt and derivative instruments, from a £76
million loss in the prior year to a £74 million gain in the current year, and lower inflation applied
to our index-linked debt. The indexation of principal on index-linked debt amounted to a net
charge in the income statement of £53 million, compared with a net charge of £101 million last
year.

Profit after tax

PAT

£m
Year to 31 March 2020 135.9
Profit before tax increase 178.3
Underlying tax decrease 95.9
Year to 31 March 2021 410.1

Profit after tax of £410 million was £274 million higher than last year principally reflecting the
£178 million increase in profit before tax and a £96 million lower underlying tax charge largely as
a result of a £133 million deferred tax adjustment for the change in tax rate reflecting the
Government’s reversal of the planned reduction in the rate of corporation tax recognised in the
prior year partially offset by the pension deficit repair payment we made last year.

. Tax

The group continues to be fully committed to paying its fair share of tax and acting in an open
and transparent manner in relation to its tax affairs and we were delighted to have retained the
Fair Tax Mark independent certification for a second year.

In addition to corporation tax, the group pays significant other contributions to the public finances
on its own behalf as well as collecting and paying over further amounts for its 5,000 strong
workforce. As in the prior year, the total payments for 2020/21 were circa £250 million and
included business rates, employment taxes, environmental taxes and other regulatory service
fees such as water abstraction charges as well as corporation tax.
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In 2020/21, we paid corporation tax of £73 million, which represents an effective cash tax rate on
profits of 14.5 per cent. This is lower than the headline rate of corporation tax of 19 per cent
primarily due to a range of adjustments which are simply timing differences between recognition
of the income or expense in the accounts and in the related tax computations submitted to
HMRC.

As well as the payments we also received a repayment of corporation tax of £27 million following
agreement of routine prior years’ UK tax matters.

The current tax charge was £78 million in 2020/21, compared with £43 million in the previous
year. There were current tax credits of £nil in 2020/21 and £11 million in 2019/20, following
agreement of prior years’ UK tax matters.

For 2020/21, the group recognised a deferred tax charge of £17 million, compared with £149
million for 2019/20. Of the deferred tax charge for 2019/20, £133 million related to the
Government’s reversal of the planned reduction in the rate of corporation tax from 19 per cent to
17 per cent from 1 April 2020. Excluding the above change in tax rate related deferred tax
adjustment in the prior year, the total effective tax rate was around 19 per cent for both the
current year and the prior year. Subject to any legislative or tax practice changes, we would
expect the total effective tax rate to be in line with the headline rate of corporation tax for the
medium-term.

In 2020/21, there are £29 million of tax adjustments taken to equity, primarily relating to
remeasurement movements on the group’s defined benefit pension schemes. As in the prior
year the rate at which the deferred tax liabilities are measured on the group’s defined benefit
pension scheme is 35 per cent, being the rate applicable to refunds from a trust.

An increase in the headline rate of corporation tax to 25 per cent from 1 April 2023 was
announced in the Chancellor’s Budget on 3 March 2021. This change has been enacted in May
2021, and will result in a future deferred tax charge currently estimated at around £380 million.

Cash flow

Net cash generated from continuing operating activities for the year to 31 March 2021 was £941
million, marginally higher than the £822 million last year. The group’s net capital expenditure was
£638 million, principally in the regulated water and wastewater investment programmes. This
excludes infrastructure renewals expenditure which is treated as an operating cost. Cash flow
capex differs from regulatory capex, since the latter is based on capital work done in the period,
rather than actual cash spent.

Pensions

As at 31 March 2021, the group had an IAS 19 net pension surplus of £531 million, compared
with a net pension surplus of £579 million at 31 March 2020. This £48 million decrease is
predominantly due to the unwinding of a spike in credit spreads at 31 March 2020 due to
COVID-19 that resulted in a temporary decrease in the valuation of liabilities. The scheme
specific funding basis does not suffer volatility due to credit spread movements to the same
extent as it uses a prudent, fixed credit spread assumption and is hedged for inflation and
interest rates. Any inflation and credit spread movements are therefore not expected to have a
material impact on the pension liabilities calculated on a scheme specific funding basis.

Further detail on pensions is provided in note 15 (‘Retirement benefit surplus’) of our
consolidated financial statements.
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Financing

Net debt £m

At 31 March 2020 8,013.0
Cash generated from operations (1,122.8)
Fair value movements (7.5)
Net capital expenditure 638.1
Dividends

Interest 136.2
Indexation 52.6
Tax 45.7
Other 7.9

At 31 March 2021 7,763.2
Adjustments (98.4)
At 31 March 2021 (new definition) 7,664.8

The group’s gross borrowings at 31 March 2021 had a carrying value of £8,715 million. The fair

value of these borrowings was £10,120 million. This £1,945 million difference principally reflects
the significant fall in real interest rates compared with the rates at the time we raised a portion of
the group’s index-linked debt. This difference has increased from £470 million at 31 March 2020
due primarily to a decrease in credit spreads.

Cash and short-term deposits at 31 March 2021 amounted to £649 million.

Net debt at 31 March 2021 was £7,665 million, compared with £8,013 million at 31 March 2020.
This comprises gross borrowings of £8,715 million and derivative liabilities of £115 million net of
cash of £639 million and derivative assets of £425 million. This is then adjusted to exclude
derivatives with a net liability of £98 million under our revised definition of net debt to exclude the
impact of derivatives that are not hedging specific debt instruments and therefore gives a fairer
reflection of the amount we are contractually obliged to repay. This approach is more consistent
with that taken by the credit rating agencies and better reflects the regulatory economics.

Underlying movements in net debt are largely a result of net operating cash inflows offset by our
net capital expenditure, dividends, cash interest, indexation interest and tax.

Gearing, measured as group net debt divided by shadow (adjusted for actual spend) regulatory
capital value, was 65 per cent at 31 March 2021, compared with 67 per cent as at 31 March
2020.

. Cost of debt
As at 31 March 2021, the group had approximately £3.0 billion of RPI-linked debt at an average

real rate of 1.3 per cent, and £1.1 billion of CPI or CPIH-linked debt at an average real rate of
(0.2) per cent.

The group has fixed the interest rates on its non index-linked debt in line with its 10-year
reducing balance basis for the 2020-25 regulatory period.
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. Credit ratings

UUW’s senior unsecured debt obligations are rated A3 with Moody’s Investors Service
(Moody’s), A- with Fitch Ratings (Fitch) and BBB+ with Standard & Poor’s Ratings Services
(S&P) and all on stable outlook. United Utilities PLC’s (UU PLC’s) senior unsecured debt
obligations are rated Baa1 with Moody’s, A- with Fitch and BBB- with S&P, all on stable outlook.

) Debt financing

The group has access to the international debt capital markets through its €7 billion euro
medium-term note (EMTN) programme. The EMTN programme does not represent a funding
commitment, with funding dependent on the successful issue of the notes.

In total over 2020-25, we expect to raise around £2.4 billion to cover refinancing and incremental
debt, supporting our five-year investment programme. In 2020/21 we have raised £900 million,
taking advantage of the attractive rates available and extending our liquidity position out to
August 2023.

In November 2020, we published our new sustainable finance framework, through which we
expect to raise financing based on our strong ESG credentials alongside conventional issuance.
This replaces the green funding we have previously secured through the European Investment
Bank (EIB), which is no longer available post-Brexit.

In January 2021, we issued our debut sustainable bond raising £300 million, maturing in October
2029 and subsequently swapped to CPI-linkage.

We remain one of the sector leaders in the issuance of CPI-linked debt in response to Ofwat’s
decision to transition away from RPI inflation linkage. At 31 March 2021, we have increased the
CPI-linkage in our debt portfolio to £1,015 million with a further £50 million of CPIH-linkage, and
therefore a perfect match for the regulatory regime.

Since 31 March 2020, we have renewed £50 million of revolving credit facilities with a
relationship bank for a further five-year term, and extended £100 million of revolving credit
facilities for a further three years, and £250 million of revolving credit facilities for a further year.

. Interest rate management

Long-term borrowings are structured or hedged to match assets and earnings, which are largely
in sterling, indexed to UK price inflation and subject to regulatory price reviews every five years.

Long-term sterling inflation index-linked debt provides a natural hedge to assets and earnings. At
31 March 2021, approximately 39 per cent of the group’s net debt was in RPI-linked form,
representing around 26 per cent of UUW’s regulatory capital value, with an average real interest
rate of 1.3 per cent. A further 15 per cent of the group’s net debt was in CPI or CPIH-linked form,
representing around 9 per cent of UUW’s RCV, with an average real rate of (0.2) per cent. The
long-term nature of this funding also provides a good match to the company’s long-life
infrastructure assets and is a key contributor to the group’s average term debt maturity profile,
which is around 18 years.

Our inflation hedging policy is to target around 50 per cent of net debt to be maintained in index-
linked form. This reflects a balanced assessment across a range of factors.

Where nominal debt is raised in a currency other than sterling and/or with a fixed interest rate,
the debt is generally swapped to create a floating rate sterling liability for the term of the debt. To
manage exposure to medium-term interest rates, the group fixes underlying interest costs on
nominal debt out to ten years on a reducing balance basis.

Historically, this has been supplemented by fixing substantially all remaining floating rate
exposure across a forthcoming regulatory period around the time of the price control
determination. Recognising Ofwat’s intention to apply debt indexation for new debt raised during
the 2020-25 regulatory period, we have retained the hedge to fix underlying interest costs on
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nominal debt out to ten years on a reducing balance basis, but have not supplemented this with
the additional ‘top up’ fixing at the start of the new regulatory period.

. Liquidity

Short-term liquidity requirements are met from the group’s normal operating cash flow and its
short-term bank deposits and supported by committed but undrawn credit facilities. Our €7 billion
EMTN programme provides further support.

At 31 March 2021, we had liquidity out to February 2023, comprising cash and short-terms
deposits (enhanced by new finance raised in the period), plus committed undrawn revolving
credit facilities. This gives us flexibility in terms of when and how further debt finance is raised to
help refinance maturing debt and support the delivery of our regulatory capital investment
programme.

We consider that we operate a prudent approach to managing banking counterparty risk.
Counterparty risk, in relation to both cash deposits and derivatives, is controlled through the use
of counterparty credit limits. Our cash is held in the form of short-term money market deposits
with prime commercial banks.

We operate a bilateral rather than a syndicated approach to our core relationship banking
facilities. This approach spreads maturities more evenly over a longer time period, thereby
reducing refinancing risk and providing the benefit of several renewal points rather than a large
single refinancing requirement.

OUTLOOK

We have responded well to the challenges presented by COVID-19 and delivered another year
of strong operational performance, building on the improvements we delivered in AMP6. We are
leading the way on customer satisfaction and have made a strong start to our AMP7 customer
ODls delivering net outperformance of £21 million this year. We have extended our AMP7 totex
plans by £300 million to underpin the delivery of long-term sustainable performance
improvements and efficiency and we continue with our strategy of accelerating investment to
bring forward benefits for customers and the environment and contributing the economic
recovery of our region.

This is a great start to the new regulatory period and provides a strong platform to deliver further
good operational performance for the benefit of all stakeholders. This gives us the confidence to
target cumulative net outperformance of around £150 million against our customer ODIs for
AMP?7.
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Being a responsible business
Our ESG credentials

Through our purpose, vision and strategic themes, responsible business is a core part of who we
are as a business and has been for many years.

We actively participate in a range of global ESG ratings, indices and frameworks to benchmark
our approach against best practice and emerging sustainability challenges.

Index/rating

Description

Performance

Dow Jones
Sustainability Index

The Dow Jones Sustainability Index ranks the
sustainability approach of the top 10 per cent of
the world’s biggest companies based on long-term
economic, environmental and social criteria.

For 2020, our overall performance was 79 per cent
and we attained World Class status for the 14th
consecutive year. We were awarded SAM Bronze
Class in the Sustainability Yearbook 2021.

FTSE4Good Index

The FTSE4Good Index measures the performance
of companies who demonstrate strong ESG
practices against globally recognised responsible
business standards.

United Utilities Group PLC has been included in the
FTSE4Good Index Series since 27 June 2001. Latest
review June 2020.

global leader in ESG assessments, data, research,
benchmarks and analytics. Leveraging their
extensive proprietary database, they equip market
players with the ESG insight they need to manage
risks and better understand and address their
social and environmental impact. The Euronext
ESG indices serve as a benchmark for investors to
incorporate ESG considerations into their
investment strategies.

ISS ISS ESG’s Corporate ESG Rating provides In the annual review of November 2020 our status
investors with comprehensive portfolio company was assessed as Prime.
research on social, environmental and governance
factors to help identify and mitigate ESG risks and
to capitalise on investment opportunities

MSCI ESG Provides ESG ratings on an AAA to CCC scale As of February 2021, United Utilities Group PLC
according to exposure to industry specific ESG received an MSCI ESG rating of AA.
risks and ability to manage those risks relative to
peers.

Sustainalytics Sustainalytics, a Morningstar company, is a In April 2021, United Utilities received an ESG Risk
leading independent ESG research, ratings and Rating of 13.0 and was assessed by Sustainalytics
data firm. Its ESG Risk Ratings measure a to be at low risk of experiencing material financial
company’s exposure to industry-specific material impacts from ESG factors. United Utilities is a
ESG risks and how well a company is managing Sustainalytics ESG Industry Top Rated Company
those risks. for 2021.

Vigeo Eiris Vigeo Eiris (V.E), an affiliate of Moody’s, is a We received an overall Advanced ESG score by V.E

of 65 and United Utilities Group PLC has been
confirmed as a constituent of the Euronext UK 20
and Europe 120 Indices in year 2020

Alignment to wider global goals

The Sustainable Development Goals (SDGs) comprises 17 global goals to be achieved by the
year 2030, and were adopted by a summit of the United Nations (UN) in 2015. They are
designed to be the blueprint to achieve a better and more sustainable future for all. Our
approach to responsible business aligns quite naturally with the goals and we have identified six
that are most material to our business and where we contribute the most.

We contribute to the delivery of a wider selection of the SDGs through our investment projects
and these are described in our sustainable finance framework.

Clean water and sanitation — Part of our purpose is to provide great water and is the reason we
exist, ensuring customers in the North West have safe, resilient and affordable water and
wastewater services.
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This includes avoiding wasting water, and we promote water efficiency through campaigns,
advice, education and free water saving gadgets for customers.

We protect and enhance water-related ecosystems across our region through initiatives such as
our Catchment Systems Thinking approach.

Decent work and economic growth — Our daily operations provide direct, indirect and induced
employment for 22,700 people, and we are a big contributor to the North West economy.

We provide training and development opportunities in safe, secure working environments,
graduate and apprentice opportunities, programmes for young people experiencing difficulties
securing employment, offer equal opportunities to all and value diversity among our employees.

Industry, innovation and infrastructure — We invest heavily in infrastructure, including plans for
over £4 billion between 2020 and 2025 to improve the performance and resilience of our assets
and operations to impacts such as those arising from climate change.

We embrace innovation, especially in an increasingly digital world, to ensure the region where
we operate has reliable, sustainable and resilient infrastructure, now and into the future.

Sustainable cities and communities — We use our understanding of customer needs and
priorities to deliver services that meet their expectations and engage with communities to
enhance patrticipation in what we do. We plan at least 25 years into the future to prepare for
increases in the population and new housing that will need connections for water and
wastewater services. We are exploring ways to do this using natural solutions to manage water
and wastewater, such as Sustainable Drainage Systems (SuDS).

Climate action — Responding to the climate emergency is an imperative for us all.

Reducing our greenhouse gas emissions, delivering against our six carbon pledges and
ensuring that we, and the region we serve, are resilient to the impacts that a changing climate
might bring, are key to our long-term planning.

Peace, justice and strong institutions — We run our business in a responsible manner, and being
trustworthy is one of our core values.

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

Our approach to climate change

Task Force on Climate-related Financial Disclosures
Overview

Weather is fundamental to how we deliver water and wastewater services so climate change
has been, and always will be, of strategic and operational importance.

With advances in climate science, our understanding of climate change and how we respond is
ever evolving, as is the external policy environment in which we operate.

Incorporating climate into long-term planning

Building on our long-standing approach to climate change mitigation and adaptation, we now
integrate consideration of climate- related risks and opportunities directly into our business
planning to influence strategy and behaviours throughout the organisation.

This year, we've enhanced our understanding of the sensitivity of our business risks to climate
change and applied Systems Thinking to embed physical and transitional risks into both
operational planning and long-term strategy development.
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We now have a good understanding of the controls required to adapt to a changing climate, and
are building our confidence to recognise and manage cascade impacts where multiple weather
events in a short time frame can have a cumulative impact.

Scenario analysis

To support strategic planning, we developed three comprehensive scenarios exploring how
multiple drivers of change might evolve and interact over time, compared to a baseline scenario.
Each one is aligned to a specific emissions pathway, enabling us to test out scenarios where
there is: an effective transition to a low carbon world; a climate crisis due to suboptimal climate
change mitigation efforts; and a central case where more moderate impacts of climate change
are experienced after slow initial progress is followed by a step change in de-carbonisation.

Pledges and commitments

We have made good progress on our six carbon pledges (see page 74), which include science-
based emission reduction targets and four specific pledges on how those reductions will be
achieved.

Pledge 1 is to reduce our scope 1 and 2 emissions by 42 per cent by 2030. We are on track to
achieve this pledge although progress will not be linear year-on-year while we work to reverse
the pressures that are driving growth in emissions.

Pledge 2 Over 94 per cent of the electricity we used in 2020/21 came from renewable
technologies. From October 2021, we will meet our pledge for 100 per cent.

Pledge 3 commits us to 100 per cent green fleet by 2028. We have deployed 27 electric
vehicles at operational sites, and are trialling a 44-tonne biogas-powered HGV.

Pledge 4 commits us to 1,000 hectares of peatland restoration by 2030. We have proposed five
sites for green recovery catchment peatland restoration.

Pledge 5 commits us to 550 hectares of woodland creation by 2030. We have planted 9,783
woodland carbon code compliant trees, established two tree nurseries and identified hundreds
of potential sites for new and ‘replanted’ woodlands.

Pledge 6 commits us to set a science- based target for our scope 3 emissions, which we have
done (see page 74).

An important element of our approach is to encourage others to contribute by making public
commitments. We joined the global movement of '‘Business Ambition for 1.5°C: Our Only Future’,
with a commitment to setting science-based targets aligned with limiting global temperature rise
to 1.5°C above pre-industrial levels. We are signatories to the UN Race to Zero campaign and
we are proud to be contributing to the UK water industry’s commitment to be net zero from 2030.

Achievements
e On track to deliver our climate change mitigation pledges and our public commitments.

e Science-based targets covering all emission scopes set and submitted for validation by the
Science Based Target initiative (SBTi).

e Three 'alternative’ scenarios, each one aligned to a specific emissions pathway, developed
and used to support strategic planning.

e Impact of climate change now specifically considered as part of corporate risk framework.
Successes

e CDP s a global disclosure system for environmental reporting. Our CDP climate change
rating improved from B to A- in 2020, demonstrating leadership-level reporting and
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disclosure. We are one of only two companies in the UK water sector achieving leadership

level.

The Sustainability Reporting Performance report by EcoAct measures how businesses are

acting and reporting on climate- related sustainability. We have been ranked in the top 20
FTSE 100 list, improving from 17th to 11th position in 2020, and are the highest ranking

water company.

Transparency and disclosure

We have published carbon and climate change disclosures in our annual report and CDP’s
Climate Change Programme assessment for over a decade. We report in adherence with the
Greenhouse Gas Protocol Corporate Accounting and Reporting Standards (2015) and the 2019

UK Governmental Environmental Re

porting guidelines.

We have signed the Statement of Support for the Financial Stability Board’s Task Force on
Climate-related Financial Disclosures (TCFD) which was published in June 2017, and we report
in line with its recommendations across its four thematic areas.

Corporate Citizenship Review

Corporate Citizenship, a leading sustainability consultancy, reviewed this disclosure and
provides an ISAE assurance against the Principles of Effective Disclosure to ensure that it
accords with Task Force on Climate-related Financial Disclosures recommendations.

Read more at fsb-tcfd.org/ recomme

ndations

TCFD recommendations

This table shows progress this year towards meeting the TCFD recommendations and the areas
we will focus on in the future. The table includes cross-references where there is more material
within this annual report and financial statements.

Governance

The organisation’s governance around climate-related risks and

opportunities

Progress this year

Future focus

Further information

" Implemented enhancements
required to reach overall
‘leadership level in the 2020
CDP assessment.

Included special report on climate-

related risks in board-level risk

review.

Created long-term strategy team

with primary focus on climate

change adaptation and mitigation.

= Further inclusion of climate-
related risks and opportunities
into all investment decisions,
processes and governance.

= Continue to demonstrate
leadership in climate-related
disclosure, for example CDP
assessment.

Our corporate responsibility
committee report on pages 156 to
159 of the UUG 2021 Annual report
and financial statements provides a
summary of committee discussions
on climate change.

A summary of the board and its
management committees can be
found on page 120 of the UUG
Annual report and financial
statements.

Risk management

The process used by the organsiation to id
related risks

entify, assess and manage climate-

Progress this year

Future focus

Further information

" Enhanced analysis of risks arising
from the climate change we are
already experiencing and the
extent to which that might affect
operations.

" Completed a robust review to
identify which corporate risks
are vulnerable to climate
change and quantified the
impact and time sensitivity.

= Further fomalisation of climate-

related physical and
transitional risks into risk
management systems.

Embed identification of climate-
related risk and opportunities
throughout the organisation as
business as usual.

Read more about the process for
identifying, assessing and
managing climate risks on page
66..

Read more about our risk
management framework on page
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83.

Strategy

The actual and potential impacts of climate-related risks and opportunities of the
organisation’s businesses, strategy and financial planning.

Progress this year

Future focus

Further information

Metrics and targets

The metrics and targets used to assess and manage relevant climate-related

risks and opportunities

Progress this year

Future focus

Further information

= Completed comprehensive review
of all scope 3 emissions and set
ambitious science-based targets
(currently being validated by
SBTi).

= Achieved A- rating in 2020 CDP
assessment of targets and
emission-reduction initiatives.

® Updated drought plan triggers to
minimize the impact on
customers and improve our
resilience to periods of
prolonged dry weather.

= Secure SBTi validation for
science-based targets for all
three emission scopes.

® Implement data improvements
for scope 3 emissions so more
are supplier and product-
based factors rather than
spend based.

® Analysis to understand cascade
impacts and our resilience to
them where multiple extreme
weather events can occur in a
single short time frame.

Read more about metrics used to
assess climate impacts to our key
risks on page 73.

Read more about setting our
science-based targets on page 74.

Read our energy and GHG
emissions report on pages 77 to
83.

Governance

Chief Executive Officer Steve Mogford has ultimate responsibility for the group’s preparedness
for both adapting to climate change and driving our mitigation strategy. As climate change is a
significant causal factor for the group’s principal risks (see page page 103 of UUG Annual report
and financial statements), the executive team is tasked with managing the risks and mitigating
actions, for example by ensuring the company has the necessary financial resources and people
with the required skills to achieve its climate- related objectives.

Chief Financial Officer Phil Aspin has executive responsibility for risk management and is
supported in this role by the head of audit and risk and the corporate risk manager.

The group audit and risk board (GARB) reviews the effectiveness and performance of the
governance processes along with the identification of emerging trends, including climate
change. The work of the GARB feeds into the information and assurance processes of the audit
committee and into the board’s assessment of risk exposures and strategies to manage these

risks.

There is further board oversight of climate- related issues through the corporate responsibility

committee (see pages 156 to 159 of the UUG Annual report and financial statements). Mitigation
and adaptation are priority topics for the committee, which plays an important role in challenging
and encouraging consideration of climate- related issues. It initiated the review of the company’s
carbon strategy and endorsed the mitigation policy, defining our corporate ambition and
objectives. This led to the development of our mitigation strategy and the establishment of an
executive-level steering group. This group has delegated responsibility to embed climate-related
issues throughout business planning, to bring consistent focus to the delivery of our climate-
related commitments, such as the six carbon pledges, and to provide updates to the board and
corporate responsibility committee.

Risk Management

We have a strong track record of risk management and of climate change disclosure. We
continually mature our capacity and capability to man