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All day, all day, watch them all fall down......"




The goodies and the baddies

UK water companies GBP bond yields
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Southern - the next domino?

Thames Water Southern Water

« Highly geared WBS - RAR~82% (FY24) « Highly geared WBS - RAR~72% (FY24)

* Poor operational performance * Poor operational performance

* Turnaround plan * Turnaround plan

* £500 mn equity in AMP7  £1.65 bnequity in AMP7

« Shareholders have said “no more - uninvestible” * Key shareholder has reiterated support
* Holdco Kemble has defaulted * Intended £650 mn equity in FY26/27

- Liquidity only to March 2025  Liquidity to March 20262

« Court approval sought for £3 bn facility * Technical EoD if two ratings are HY

« Thames says alternative would be a SAR * Macquarie reputational risk?

* Further restructuring will be required

« Assuming reasonable FD, or CMA, would seek
additional equity

* Macquarie linked with situation - rightly or

wrongly
5 Note: (1) Following approval of STID proposals to release restricted funding. f( C re d itS I g h tS
(2) As stated in interim 24/25 report. There is a £350 million bond that is due for repayment in March 2026 { v
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Water company metrics FY24

Key UK water company metrics

Nominal Regulatory EFO Adjusted Div. RoRE Derivatives Lowest monitored
RCV (Mar 24) Gearing Net debt ICR Yield (notional) as % of RCV credit rating
Water and Sewerage Companies (WaSCs)
Thames Water 19,947 81.3% 6.2% 1.25 5.2% -1.4% 1.4% CC CW Negative
United Utilities 13,969 67.0% 8.4% 1.30 4.1% 8.4% -0.7% BBB+ Negative
Severn Trent Water 11,886 61.0% 8.0% 0.94 6.4% 8.5% -0.3% Baa1/BBB+ Stable
Anglian Water 10,676 68.9% 7.7% 1.29 2.2% -3.5% 6.1% A3/A- CW Negative
Yorkshire Water 9,132 68.6% 8.4% 2.47 2.9% 6.2% 19.5% Baa2 Negative
Dwr Cymru 7,476 61.1% 5.4% 0.65 0.0% -0.7% 5.9% A3/A- CW Negative
Southern Water 6,788 71.6% 3.6% -0.89 0.0% -8.4% 23.1% Bal CW Negative
Northumbrian Water 5,443 70.2% 6.2% 0.77 4.1% 5.7% 1.9% Baal/BBB+ Negative
South West Water 4,838 68.3% 6.5% 0.74 N/A 2.8% -0.6% Baal Negative
Wessex Water 4,305 68.8% 5.5% 0.73 5.0% 3.8% 0.0% Baal Negative
Hafren Dyfrdwy 118 60.3% -1.6% -2.17 0.0% 21.1% 0.0% BBB+ Stable
Total WaSC RCV (E mn) 94,576 (Mar 24)
Water Only Companies (WOCs)
South East Water 1,736 77.8% 4.6% 0.92 0.0% -3.1% 0.0% Baa3 CW Negative
Affinity Water 1,851 75.2% 4.6% 0.25 0.0% 4.9% 0.2% Baal/BBB+ CW Negative
South Staffs Water 541 68.7% 11.3% 1.44 2.7% 2.0% -0.2% Baa2 Stable
SES Water 347 79.1% 3.7% -0.38 0.0% -4.3% 0.0% Baal Negative
Portsmouth Water 256 50.0% 8.1% 1.10 1.8% -3.3% 0.6% Baa2 Stable
Total WOC RCV (£ mn) 4,731 (Mar 24)
Total Sector RCV (£ mn) 99,307 (Mar 24)
Source: Ofwat - Monitoring Financial Resilience report 2023/24 . Ratings updated as at 22 Nov 24 «' C red ItS I g h tS

Note: South West Water includes Bristol Water where activities transferred in February 2023
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Where's the risk?

UK water company comparison

Company

WaSCs

Thames Water
United Utilities
Severn Trent Water
Anglian Water
Yorkshire Water
Dwr Cymru
Southern Water
Northumbrian Water
South West Water
Wessex Water
Hafren Dyfrdwy
WOCs

South East Water
Affinity Water
South Staffs Water
SES Water
Portsmouth Water

Business plan
quality

Inadequate
Standard (no intervention)
Outstanding
Standard (no intervention)
Standard (no intervention)
Standard (intervention)
Inadequate
Standard (no intervention)
Outstanding
Inadequate

Standard (no intervention)

Lacking ambition
Standard (no intervention)
Standard (intervention)
Standard (no intervention)

Standard (no intervention)

Gearing
above 70%

Yes
No
No
No
No
No

Yes

Yes
No
No
No

Yes
Yes
No
Yes
No

Rating at

regulatory lock up

Yes
No
No
No

Yes
No

Yes
No
No
No
No

Yes
No
No
No

Yes

Derivative
MtM (% of RCV)

1.4%
-0.7%
-0.3%
6.1%
19.5%
5.9%
23.1%
1.9%
-0.6%
0.0%
0.0%

0.0%
0.2%
-0.2%
0.0%
0.6%

Financial

resilience

Action required/Active
Standard
Standard
Standard

Elevated concern
Standard
Action required
Elevated concern
Standard
Elevated concern
Standard

Action required
Elevated concern
Elevated concern
Elevated concern

Elevated concern

Environmental

performance score

2 star
4 star
4 star
2 star
2 star
2 star
2 star
3 star
2 star
4 star
N/A

N/A
N/A
N/A
N/A
N/A

FY24 ODI
(% of NRE)

-0.77%
0.67%
0.66%
-1.21%
-1.22%
-0.87%
-2.93%
0.27%
-0.78%
-0.50%
-0.40%

-1.04%
-0.71%
-0.36%
0.38%
-1.71%

Company

performance

Awverage
Average
Average
Lagging
Average
Lagging
Lagging
Average
Average
Average

Awverage

Average
Average
Average
Awverage

Average

Source: Ofwat, Environment Agency, rating agencies, CreditSights interpretation

Note: Regulatory lock up refers to a rating of BBB negative or lower, NRE = notional regulated equity

©
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Where's the risk?

UK water company comparison

Business plan Gearing Rating at Derivative Financial Environmental FY24 ODI Company

Company quality above 70% regulatory lock up MtM (% of RCV) resilience performance score (% of NRE) performance
WaSCs
Thames Water
United Utilities .. @@ |
Severn Trent Water
Anglian Water
Yorkshire Water i

Dwr Cymru _ //////////////%

Southern Water

Northumbrian Water %//////////M //////////

South West Water
Wessex Water
Hafren Dyfrdwy
WOCs

South East Water
Affinity Water
South Staffs Water
SES Water
Portsmouth Water

Source: Ofwat, Environment Agency, rating agencies, CreditSights interpretation (

"

CreditSights
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Note: Regulatory lock up refers to a rating of BBB negative or lower, NRE = notional regulated equity



Water company performance

WaSC ODI rewards and penalties (£ mn) for the first four years of AMP7

BFY21 T FY22 BFY23 ®FY24
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CreditSights

Source: Ofwat - Water company performance reports (‘
Note: Figures in 2017-18 prices and exclude C-Mex and D-Mex (k )) ) )
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The Totex ask

Water company Totex proposals for AMPS8

oror oo oowep [T Repesnain g on o
Anglian Water 6,847 9,522 9,074 -5% 10,407 15% 9.3%
Dwr Cymru 3,794 5,627 4,978 -12% 5,917 19% 5.1%
Hafren Dyfrdwy 205 256 221 -14% 262 18% 2.2%
Northumbrian Water 3,617 6,020 5,608 -T% 6,294 12% 4.6%
Severn Trent Water 7,969 13,316 11,282 -15% 14,639 30% 9.9%
South West Water 3,028 4,469 4,098 -8% 4,585 12% 2.6%
Southern Water 4,317 7,172 6,715 -6% 9,381 40% 30.8%
Thames Water 11,640 21,403 16,312 -24% 23,719 45% 10.8%
United Utilities 7,169 13,831 11,414 -17% 13,671 20% -1.2%
Wessex Water 2,710 5,416 3,622 -33% 4,984 38% -8.0%
Yorkshire Water 5,477 7,682 7,123 -T% 8,019 13% 4.4%
Affinity Water 1,850 2,127 1,828 -14% 2,323 27% 9.2%
Portsmouth Water 252 346 401 16% 361 -10% 4.4%
South East Water 1,217 1,889 1,278 -32% 1,954 53% 3.4%
South Staffs Water 760 817 785 -4% 806 3% -1.3%
SES Water 334 413 329 -20% 414 26% 0.1%
Industry total 61,187 100,305 85,068 -15% 107,736 27% 7.4%
10 Source: Ofwat, Bloomberg, CreditSights estimates «' C re d itS I g h tS

) a FitchSolutions Company

Note AMP7 figures are taken from PR19 FD inflated by CPI from Bloomberg



Average bill increases

Average proposed bills (£) and percentage increases for WaSCs post DD

Compan
Actual average bill 5P propbci)lsled ave. bb pro%?lsled ave. represeeltazon.
proposed ave. bill

2024-25 2029-30 % Ch. 2029-30 % Ch. 2029-30 % Ch.
Anglian Water 491 573 17% 557 13% 614 25%
Dwr Cymru 455 602 32% 603 33% 626 38%
Hafren Dyfrdwy 392 560 43% 524 34% 568 45%
Northumbrian Water 415 471 14% 460 11% 501 21%
Sewern Trent Water 398 546 37% 496 25% 580 46%
Southern Water 420 727 73% 603 43% 772 84%
South West Water 497 596 20% 561 13% 613 23%
Thames Water 436 627 44% 535 23% 667 53%
United Utilities 442 554 25% 536 21% 584 32%
Wessex Water 508 690 36% 497 -2% 658 29%
Yorkshire Water 430 569 32% 537 25% 583 35%
Weighted average bill 439 585 535 615
Percentage awe. increase 33% 22% 40%

11 Source: Ofwat - Company bill representations post DD «- Cred |tS|g hts
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Potential ODI penalties in AMPS8 after DD

CreditSights calculated ODIs from Ofwat model

Anglian Welsh N'brian SVT SW Southern Thames Wessex Yorkshire
Water Water Water Water Water Water Water uu Water Water
WSI -11.3 1.0 25 -24 1.3 -11.6 -41.5 28 0.0 -3.2
CRI 0.0 0.0 -19.2 -12.7 0.0 -7.8 0.0 0.0 -0.3 -13.1
WQC -36.5 -2.8 -21.6 -11.0 -5.9 -36.2 212 13.9 -32 -11.9
ISF -54 32 1.8 28 125 -11.9 -81.5 -97.6 0.0 -57.7
ESF -52.0 -125 -1.2 15.7 44 8.3 -1130.1 378 -7.1 326
BIO -10.1 -10.6 -4.8 5.9 0.8 -8.9 -3.7 -6.1 -5.0 2.3
oGW 6.5 -05 -0.5 -10.7 -0.5 -30 -3.6 -5.6 -0.1 -05
OoGWW -264 -05 -0.6 -55.0 -0.8 -5.6 -4.1 -35.9 -1.2 -29.1
LEA -31.4 -78.9 0.9 -5.3 -0.6 -4.1 -11.4 22 0.0 -5.6
PCC -7.2 -120 -8.3 6.2 -1.0 -18.5 -37.3 31 -5.2 -37.8
NHH -0.5 -0.1 -334 -11.2 0.1 0.0 -21.7 -3.7 -1.3 -11
POL -81.1 -20.6 -1.1 -0.2 -15.3 -96.0 -230.1 21.6 -17.4 30.0
SPL 0.0 0.0 0.0 0.0 0.0 0.0 -47.2 0.0 -8.7 0.0
DPC 0.0 0.0 0.0 -31.2 0.0 -235 0.0 0.0 -235 0.0
BWQ -40.0 -43.3 -335 - -34 -60.4 0.0 -57.2 -33.7 -8.7
SOF -0.9 -57.6 -1.7 0.0 -1.9 -13.9 -6.2 -3.1 -20.7 -61.4
MRP -12.1 0.0 -4.8 -54 0.0 -20.7 -13.0 1.3 -8.8 -41.7
UNO 9.1 13.2 -21.8 292 7.7 -21.1 225 525 -12.7 13.7
SCO 0.0 0.7 0.2 -17.8 10.0 -1.6 1.0 0.1 -2.2 404
Total -299.2 -221.1 -147.2 -102.9 7.4 -336.3 -1586.8 -73.9 -151.2 -152.8
Ave.reg
equity 5,192 3,521 2,872 6,314 2,181 3,686 9,022 6,676 2,184 4,386
RE % -5.8% -6.3% -5.1% -1.6% 0.4% -9.3% -16.4% -1.1% -6.9% -3.4%
12 Source: CreditSights from Ofwat ODI spreadsheet «- Cred ItS I g hts
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19 December, FD-day

What do we expect from the final determination on 19 December?

* Anincrease in the allowed cost of debt (2.84% in the DD)
- Update to include latest market data
* A more balanced ODI regime
- Extensive company and investor pushback
- Consultation on Outturn Adjustment Mechanism (OAM)
* Anincrease in Totex
- Companies present more detailed evidence
- Evolving regulatory requirements
* Anincreased allowed return on equity (4.8% in DD)
- Market risk assessment should result in higher equity beta

- Water company debt issues in 2024 have an average nominal coupon of 6.35%
(compare with nominal 6.8% return on equity)

The FD will be crucial in re-establishing the investibility of the sector
And in solidifying the rating agency view of the sector risks

13 @) | CreditSights

) a FitchSolutions Company



Commission on the water sector regulatory system

Resetting the system - what to expect

“A reset of the water sector must consider the regulatory framework, the regulators and the incentives that govern the water
industry model and strategic water planning. It should create the conditions needed in the private regulated model to attract
the investment required to improve environmental performance, bring more accountability, rebuild public trust and
confidence, and secure a resilient, innovative water sector and framework that will work for decades to come.

The sector should become one of growth and opportunity, which will restore our rivers, lakes and seas to good health, deliver
a resilient and efficient water supply in the face of a changing climate, and ultimately ensure that the water sector works for
customers and the environment.”

Defra, October 2024

The commission is expected to report in 2Q25

14 @) | CreditSights
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Appendix

Water company revenue building blocks
Wastewater non-compliance investigations

15 @) | CreditSights

) a FitchSolutions Company



Water company allowed revenue

Regulatory building blocks and cost recovery

Opening RCV
[_‘ Add to RCV > \.

Slow money Average RV X

Closing RCV /

Allowed

return (%)

Fast money

Allowed
Revenue

-

PAYG represents totex expensed in the year

Totex not expensed is added to the RCV

Each control has a separate RCV

The return on RCV compensates for the investment that is in the RCV
RCV run-off represents the amortisation of RCV

16 Source: Ofwat, PR24 final methodology document «-v Cred itSIg htS
J a FitchSolutions Company



Wastewater non-compliance investigations

Launched in November 2021, investigating how all wastewater companies manage their treatment works

Commissioned research Started investigations and enforcement
33% are worried 66% say water Six open Over 30 Over 3,000 11 wastewater
about the impact of companies have the enforcement formal pieces of companies
water pollution on most responsibility cases against evidence evidence under scrutiny
the environment for keeping rivers wastewater requests to analysed for their
clean companies companies performance

Imposed

Plauis FUture Fess separate penalties

Secured pledges from companies

Wastewater 2022: better 2023: increased
companies to be information about monitoring of
set specific yearly storm overflows for storm overflows

targets on reducing customers
spills from 2025
Proposed new powers 2025: significant £100 million promised by
that would enable us ;s reduction in spills Yorkshire Water’s shareholders
to take action against on companies that and pollution at to reduce pollution, following
inappropriate dividends missed targets in no extra cost to Ofwat enforcement
2021-22, including customers
on pollution

We will keep posting regular updates on our website as the enforcement cases progress

17 Source: Ofwat «- Cred |tS|g hts
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Wastewater non-compliance investigation

The situation so far

« All 11 wastewater companies have enforcement actions underway
- Noindication of a date by which the investigation will reach a conclusion
- Ofwat penalty is limited to 10% of the regulated turnover in the relevant year
- Potential penalties imposed by the Environment Agency for an environmental offence can be unlimited
*  Southern Water
- Financial penalty of £126 mn imposed in 2019
- This included a fine (10%) and underperformance penalties which the company had avoided by misreporting of data

- Ofwat continues to monitor steps Southern Water is taking to secure its compliance via the package of commitments it
made following this enforcement action

* Draft decision on Thames, Yorkshire and Northumbrian in August 2024

- Proposed combined financial penalty of £168 mn

- Thames Water proposed fine of £104mn, Yorkshire Water, £47mn and Northumbrian Water, £17mn
* Enforcement cases open on the other wastewater companies

- Anglian, Dwr Cymru, Hafren Dyfrdwy, Severn Trent, South West, United Utilities, Wessex water

18 Source: Ofwat, CreditSights «- v Cred itS I g htS
J a FitchSolutions Company



This Reportis for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons involved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those
represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.

© 2024. CreditSights, Inc. All rights reserved.
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