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Dwr Cymru (Financing) Ltd.

Rationale

The 'A’ ratings on the senior secured (class B) bonds and the 'BBB+' ratings on the junior (class C) bonds issued by
the special-purpose vehicle Dwr Cymru (Financing) Ltd. reflect various structural features designed to enhance cash
flow certainty for bondholders and the underlying credit quality of Dwr Cymru Cyfyngedig (Welsh Water), the
U.K.-based regulated water and wastewater business owned by nonprofit Glas Cymru Cyfyngedig (Glas Cymru).
The guaranteed 'AA/Watch Neg' long-term debt ratings on the senior secured (class A) bonds issued by Dwr Cymru
(Financing) Ltd. reflect the unconditional and irrevocable guarantee provided by MBIA Assurance S.A. (AA/Watch
Neg/--) or MBIA U.K. Insurance Ltd. (AA/Watch Neg/--) of payment of scheduled interest and principal on the
bonds.

Rating strengths include the liquidity mandated within the group's financial structure, a strong overall covenant
package, and strict limitations on business activities. The ratings are underpinned by the stability provided by Welsh
Water's monopoly water and wastewater business. Further support is provided by the continuous trend of
deleveraging and management's commitment to target net debt to regulated asset value (RAV) of about 70%. At the
same time, the nonprofit ownership structure and lack of shareholders eliminate pressure to leverage the balance
sheet through shareholder distributions. The senior debt is protected from junior debt, which is subordinated and
cannot force a default of the senior debt.

These strengths are offset by the risk related to an aggressive--albeit strengthening--capital structure, negative
discretionary (i.e. prefinancing) cash flows, and only moderate debt—protection measures. Additional constraining
factors are the ongoing need to raise debt to finance capital expenditures and the risk associated with periodic

regulatory reviews and tariff resets every five years.

Welsh Water has made steady progress with the financial and operational targets set for this regulatory period
through March 31, 2010, by the water and sewerage regulator in English and Wales, the Office of Water Services
(Ofwat). Although Welsh Water's capital expenditure program is similar in size to that of the previous regulatory
period, the group has decided to accelerate investment to improve security of supply and water quality. Glas Cymru

has substantially prefunded its capital requirements for this regulatory period.

Glas Cymru's debt-protection measures are moderate but increasingly stronger than expected at the time of Dwr
Cymru (Financing) Ltd.'s £1.9 billion refinancing of Welsh Water. Total net debt to RAV at March 31, 2008, was
about 72%, compared with 93% at refinancing in May 2001. Standard & Poor's Ratings Services expects that
senior interest coverage before and after capital maintenance will remain well above the trigger levels of 2.0x and
1.1x, respectively, through the end of this regulatory period. In its 25-year "Strategic Direction Statement,"
published in November 2007, Glas Cymru's management committed to further decreasing leverage to an optimum
level of about 70% (net debt to RAV).

Liquidity
Strong liquidity, as mandated by the borrowing documents, is a central feature of Glas Cymru's financial structure,
and, consequently that of Dwr Cymru (Financing) Ltd.'s. Covenants relating to liquidity include a requirement to
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have sufficient cash and bank lines for the next 12 months of capital expenditures. The steady, predictable operating
cash flow stream produced by Welsh Water and minimal near-term debt maturities provide further support. The
next expected bond redemption maturity is £125 million of subordinated class C bonds in March 2011. In addition,
a £150 million liquidity facility at Dwr Cymru (Financing) Ltd. is available in case Welsh Water were unable to pay
its interest bills during a standstill period. Actual liquidity, in the form of cash and cash equivalents, was £124
million at March 31, 2008. Undrawn committed bank facilities totaled £345 million at the same date.

Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@standardandpoors.com

Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@standardandpoors.com

www.standardandpoors.com/ratingsdirect 3

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page.



Copyright © 2008 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. (S&P). S&P and/or its third party licensors have exclusive proprietary rights in the data or
information provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscriber's or
others use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a third-
party of information or software is terminated.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity
of ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion
contained herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have
information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information
received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of

passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.9823 or by e-mail to: research_request@standardandpoors.com.

Copyright © 1994-2008 Standard & Poor's, a division of The McGraw-Hill Companies. Al Rights Reserved. The McGraw-Hill Companies

Standard & Poor’s RatingsDirect | August 12, 2008 4



	Research:
	Rationale
	Liquidity



