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Directors’ Report

Tire Directors present their report together with the audited financizl statements for the year ended 31 March 1990,

Principal activities
The principal activitles of the Company are the supply of water and the treatment ansl disposal of sewage.

Business seview
TheCompany’s turnover in 1)89/90was £541.6 million. Operating profitwas £164.0 million. Profit on ordinary setivities afler interest
was £126.2 million.,

The greatestbenefit of privatisation isthat for the fiest time the Company hras the resourcesit needs tomeet the qualityand service standards
required. Theinvestment programme {called the “K” investment programme), at today’s prices, is some £4 hillion over the next 10 years
and a soundstart has been made inachizving the 1989/90 investment objectives.

Investment has increased by 25 per cent over the previous year. This expenditure has cusured that drinking water quality meets the new
European Community standaxds for the great majority of supples and actlon fur sl compliance isin progress. In addition, the Company
now mseets ils sewage discharge consents, and further improvements are being zchieved. The Company also comylied with the legal and
environmental needs inrespect of the disposal of all sewagesludge o land,

With respect to operating costs, the year saw & continuation of productivity improvements, the cighth year in succession in which the
Company has been able to demonstrate sucli achevements,

Acontinuing objective isthe improvement in customer service and new systems 1rive been developed 1o nionitor and measure the service
given ta customers, both in terms of product quality and service i response to customer enquiries.

Acomplete review of the Company'sactivities is contained within theAnnnal Report and Accounts of Severn Trent Ple. A copy of this repart
can be obtalned on written request fo the Director of Corporzte Communications at the address given on page 28. There is no charge for
this publication.

Future developments

Wihilst in the year just ended the Company has begun to make significant improvements in drinking water quality and compliance with
sewage consents, further improvementswill bemade in the futuretoensurethutalistandards are med. The commitment to drinking water
quality is total and the Company will meet all standards; its own high standards, those set by governntent and the European Community,
and the eising expectatlons #f customers In respect of thetasteand appearance of water.

The Company is an environmentad business and nowhere is this more evident than In the treatment of sewage. The Company is committed
1o full compliance with effluent standards and will continue to ensure that by-products are safely returned 10 the er+izonment and that
qualliystandards ase further improved.

Environmental needs will be protected and recreational facilities will continueto be developed. &
The Company is now equipped with respurces to manage its business, free of the ravages of government fiscal ups and downs so injurious
tothe long term needs of this vital business,

Dividend and reserves
Aninterim dividend of £38.9 million was pald on 25 January 1990. Asecond interim dividend of £5 1.7 million was paid on 29 June 1990.
Propased transfers to reserves are sel out in note 16 to the financial statements ost page 17




frectors' Report

Directors
The Directors of the Company, turing the perlod are isted below:
Date appointed Direclor
of Severn Trent Water Limited

JGBellak I September 1989
RS Paut ! September 1989
FEarnshaw 1 September 1089
v Cocker 1 September 1989
G0 MeMillan 18 December 1989
B Duckworth 1 Seprember 1989
G Fisher 1 September 1989
3 o 1y
o D) s

Mosses Bellak, Paul, Earnshaw, Cocker and McMillan ave aiso Direciors of Seven ‘Trent Fle, the ultimate holding contpany, and their
Interests in the share capital of that company are disclosed in Its Directoss’ Report for the yeac ended 31 Maech 1990. The interestsof the
other Directors int the Ordinary Share capital of Severn Trert Pie, accoxding to the register maintained under the provisions of the
Companies Act 1985 asat 31 March 1999, were:

Beneficial holdings Shase options

in Ordizary underapproved
Shares schemes
B. Buckworth 1,591 3977
G. Fisher 12N 61977

Nnneof the Directors had an tnterest in the Ordinary Share eapital of SevernTremt Ple at the date of their appointment.

Fixed assels
The changes in tangible fixed assets duriigthe year are shown in note Sto the financial siatements on pages 13and 14.

Share caplial
Detailson mavements in shace capital areshown in note 15 wihe finaneiil scaementson page 17,

Research and development

The Company hasa poshive view of research and development. tis directing investment into those areas which can positively contribute
to contning improvements in sperationai cfilciency and the achievement of vational and luternational standasds for porable water,
sewage effluent and sewagesludge.

The Coimpny Is developing approprizie technologies, capturcd [rom any appropriate sources throughout the worll. to meet these
objectlves, The aim lsto successfully apply hese technologies to the core business.

Contributions for political and charitable purposes
Donattons to charitable organisations during the period amounted to.£20,034, No political donations were made,




Bircctors' Report

Disabled persons
The Compary his a policy of emploving disabled peopte In suitable posts and of making arrangenients, wheneser possible, 10 endonrage
emplovees who develop a disability to continue working within the Company.

Healtly and safety

The Compang has a continuing comuitment ta health and safety and has been rewarde-t by 2 British Safety Council anard for its safety
cecord duting 1989, The aim in the coming year Is to Improve this good performance. Tne COSIH (Controt of Substances Nazardous iy
Health) Regulations are now in force and theuse of all hazardous substances in the Company has been reviewed andithasbeenconfirmed
that controls achleve their purpose,

Close liason has heen maintained with the Vealth and Safety Executive and good working refationships with their inspectors hiave
continued.

Employees
The mumber of peapleworklng for the Company at 31 March 1990 was 6,986 (including full time equivalents for part-timeandtempocary
employees).

The equivalent figure for Severn Trent Water Authority for the previous year was 7.787, but on 31 Angust 1989, 738 employeestransierred
tothe National Rivers Authority.

Employee consuitation arrangements hve been rastructured 10 Improve communications. Much of the recent work has been associated
with the setting up ol new consultative machinery, a function formerly covered in indusiry wide negotiation.

The year has been marked by a sharp re-focusing on the skills, knowledge and behaviour required of managers. In addition, this year has
seen an ncrease in the recruiiment of geaduates in engineering, operations, accountancy and computing. kn addilion placsments have
been offered to sandwich course students,

*Ring fencing™

Asat 31 March 1990, the Company had avaifableto it sufliclent rights and assets which would enable a special administrator to manage
the alfaics, business and property of the Company in order Ut the purposes of a special administration order could beachieved if such an
orderwere made,

Auditors
Aresglution proposing the re-appoitment of Price Waterhouse as auditors will be put to the Annual General Meeting,

-

forder of the Board
OW Mattin, Secretary
16 July 1998
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Ternover

Gperating profit before interest payable
Netinterest

Profiton ordinary activities beforn taxation
Taxavion on profit on erdinary activitics

Profiton ordinary activities alter taxation
Extraordinary item

Profit for the financlal year
Dividends

Retained profit for the financial year

Profit and Loss Account

Notes

70

tm

541.6

164.0
(378)

126.2

1262
(8.9)

1173
(90.6)

e Pl

26.7




Balance Sheet

Bl Mk 190

Fixcd assels
T 1gible assets
[nvestments

Current assels

Storesand work [n progress

Debtors

Short term deposils and investments

Creditors! amounts faifing due within one year
Netcurrentassets/( labilities)

Total assets less carrent linbilities

Creditors: amautits £+3ling due after more

than one yua?
Provisions for liabibitfes and charges

Capital and reserves

Called up shiire capital
Reservesznd retained profits

b

Y,

v
s

1990 Yo

Hotes £m im
8 1,520.5 1486
9 0.0 —_
15271 1356

8.3 6.4

10 67.4 b0
11 368 8 1.1
444,5 1.5

17 (2025) (2612)
2420 (1897

1,769.1 1,166.4

13 {35.7) §744.5)
14 {45.3) 7.9}
1,668.1 414.0

15 400,0 —_
16 1,268.1 414.0
1,668.1 1la

Signed on behalf of the Boad wio-approved
the accounts on 16 July 1990

%.XBLWAM&.

/ st O L

BDUCRWORTH
tirector of Finance

CAran i
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Funds generated from operations
Profit before Interest
Depreciation

Infrastructure renewals provision
Working capltal movement

Fixed assets:

Caphtat expendivare {netof grants)
Operating disposils

(perating cash flow
Interest
Dividend paid

Netfunds (absorbed ) /generated
Other sourevs of funds

Issueof shares

Utilisation of funds

Investments

Restructuring and Notation

Setcash Tiow

Statement of §

Notes

19

1994
im

164.0
399
353
226

(213.7)
34
515

(37.8)

(38.9)

(25.2)
400.0

(0.6)
{10.8)

ROV

363-‘1

1784
33

26

(145.5)
L9

90.2
{30.9)

————

9.3

(68)

|

(=]
L1
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Notes to the Financial Statements

Yearerdod AL March 1370

()

(i)

Accounting policies

Accounting conventlon
The financial informstion hasbeen prepired under the historical cost convention.

Basis of preparation

0n 1 September 1989 the propersy, rights and Habilities of Severn Trent Water Authority, other thanthose applicable to theXational Rivers
Authorily, were vesied In Severn Trent Water Limuted, a whollyowned subsidiary of Severn Trent Ple. The prior year financial informatien
is hased on the audited financlal statements of Severn Trent Water Authority which have been adjusted 16 exclude those assets, liabilities,
profits and losses attributable tn the finetinasteansferred tothe National Rivers Authority,

"The accounts have been prepared in accordance with the requirements contained In Condition F of the Instrument of Appointment of the
Waer and Sewerage Underinkers.

The accaunts do not indicatewhat the results of Severn Trent Water Limited would have been had it been In the private seclor operating in
the new regulatory environment from 1 April 1989,

Tornover
Turnover represents the income recalvable 1n the ordinary course of business for services provided,

Tangble fixed assets and depreciation

Tangible fixed assels comprise:

Infrastruccart assets (being mains and sewers, impounding and pumped raw water st0rage reservoirs, dams and studge pipelines); and
other assels {including properties, overground plant and equipment).

Infrasircture assels

Infrastructure assets comprise 2 netwark of systerms:

Expenditure on infrastructure assets relating to increases in capacity or enhancements of t%.» netviork s treaied as additions which are
included at cost after deducting grants and contributions.

Expenditure on maintaintng the optrating capabitiy of the network in accora vace with defined standards of service is charged as an
operating cost.

Nodepreciation ischarged on infrasiructure assetsbecause thenetwork of systems is required o be maintained in perpetuity:ard therelore
has no finiteeconomic life.

Other assets
Other assets are included at cost less accumulated depreciation. Additions are included at cost, after deducting grantsand contributions,
Freehold land Is not depreciated. Other assets are depreciated evenlyovertheirestimated economic lives, which are principa” »asfolows:

Tuildings 30-60 years
Operational structures 40-80years
Fixed plant 20-40 years
Vehicles, mobile plant and computers 10 years

Asstts in the course of construction are not deprecialed untl) commissioning,
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Notes o the Financial Statements
[ GRS

{iil} Leased assets

Where assets are financed by leasing arrangements, which transfer substantially alt the risks and rewaeds of ownesship of an asset 1o the
lessee  finance leases), the assets areteeated as if they had been purchased and the corresponding capital costis shown asan obligation to
thelessor. Leaslng payments:re treated:is consisting of a capital element and finance costs, the capital element reducing theobligationto
thelessorand the financechargesbelngwrittenofftothe profitand Jossaccountoverthe perind ofthe lease in reducing amountsin relation
to thewritten down amount, The assets are depreciated over theshorter of heir estimated useful lives and the lease periods,

Al other leasesare regaeded asoperating ledses, Rental costs aristng under operating leases are expensed in the year they are incurred.,

infrastructure rencwals accounting

The chasge for infrastructuce renewals expenditure takes account of plannid expenditure on malmtaining the operating capability of
infrastructure assets in accordance with the operarional policles and standards underlying the “K* investment Programine; these may
differ from those operational policies and standards adopted prior to t April 1989 and refltect the impact of price changes by indexation
since the programme was prepared. The timing of the “K” lnvestment Progeamme and other opesational considerations may result in
uneven patterns of Infrastructure renewals expenditure, Chargesto the profitand loss accoum areadjusted by way of accruals or defereals,
as appropriate, to take account of any significant fluctuations in actual or planned expendituce,

Investments
Investinentsheld as fixed assets arestated :au cost less amownts written off, Those held as current assets arestated at ihe lower of cost and nat
realisablevalue,

Storesand work int progress
Stores arestated at cost less any provision necessary 1o recognisedamuge and obsolescence, Work in progress is valued atthe lower of cost
and net reafisable value, Cost includes labour, materials, ransport and an element of overheads,

Pensien costs
Pension cosis are determined actuarially so 45 ta spread the cost of praviding pension hene[hs over the estimated perlod of employees
pensionable seevice with the Company.

Foreign currency

All transactions denominated in foreign currencies are teanslated info sterling af the actual rates of exchanige ruling at the dates of the
transactions. Foreignt currency balances on which the exchange movements are covered are translated inlo sterling at the covered rates.
Other foreign currency balances are translated at the raes ruling atthe batance sheet date,

Research and development
Research and development expenditure is charged 1o the profit and Yoss account inthe yearin which it Isincurred,

Deferred taxation
Deferred taxation relating to capltal allowances and other timing differences is provided for tothe extent that it is probable thau a liability
will crystallise. Deferred taxation Is not provided for on timing differences where i is prohablethat  Habiliy will not erystattise.
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Notesto the Financial Statements
centnued
Witer Scwerage
supply wRE Ohue Toual 15
2 Analysis of taenover and operating profitaliocated by im £ im Im im
class of business
Unmetered charges 130.5 258 376.3 3404
Metered charges M1 %0 1057 9.8
Tradeeffluent chavpes 2.5 26.5 239
Grants 0.1 0.6 0.7 0.8
Oiher 6.0 4.2 22 124 175
Turnover 236.3 303. 2.2 541.6 4764
Manpower costs 4.3 §5.2 0.6 90.1 818
Other costsof employment 59 5.5 0.1 11.5 4.5
Power 18.1 32 6. 234
Local authority rates 18.6 87 213 3
fiter charges 14.7 0.8 15.5 4.5
Agencles 2.0 17.5 19.5 18.3
Materials and consumables 12.8 122 0.3 253 211
Hiced and contracted serviges 105 119 0.4 .5 16,8
Charge for doubtiul debts 3.1 39 7.0 70
Depreciation 17.4 20 0.2 39.0 3.2
Infrastmeture renewals expenditure 25.2 444 09.6 499
Exceptional items 35 2 6.7 45
Profit on disposal of ssets (1.4) 39) (5.5 {6.3)
Other 10.7 1.2 0.1 22.0 17
Operating costs 1854 190.8 14 3770 2080
Operathng profit 50.9 1123 0.3 164.0 178.4
i 1990 1959
() Included withinihe aboveare: m im
Auditors' renumeratlon 0.1 0
Research and development 25 2]
Hire of plantand machinery 2.3 13
Other operating leases 0.3 03
Abstraction charges payableto the National Rivers Authority 10.2 -
Excepional ltems:
Share of national awareness canpaign 2.9 -
Commitment fees for revalving credit Fellity 3.0
Premium for early redemption of foreign detr 0.8 45
(i) Theinfeastructure renesvals charge for theyear ended 31 March 1989 reflects only the actual expendinwe
incurred on maintzining the operaling capability of the Infrastructure network, asthe Company did not
have a K" Investment Programme in theeurrent form during this period,
(1) The Company has not Identified for the purpose of its 1990 accounts any
businesses or activities other than theAppoluted Business.
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Notesto the Financial Statements
died

Information regarding directors znd employees
Directorsentoluments:
Emoliments including pension contributions

Emoluments {excluding penston conteibutions) of the chairman

Emoluments (exciuding pension contribations) of the highest paid director

Scaleof directors emoluments (excluding penslon contributions):
£0—75,000

£5,00] == 16,000

£10,001 15,000

&720,001 —25,000

£40,001 —- 45,000

445,001 ~-50,000

£50,001 — 55,000

& 60,001 —65,000

£70,001 —75000

Excluded from the above information are five former directars of Severn Trent Water Authority

who were not appointed directors of Severn Trent Wieter Limiled.

Aloanto C.G. McMillan of £12,500 wasrepad during the year, There are ho other iransactions or arrangemenits of

adisclasable nature with direclors and officers,

Employee emoluments:
Staff costs

Sociak security costs
Pension costs

Yetal employment costs

Charged as foltows:
Capitaland infrastructure reawalsexpenditure
Operating costs (note2)

1930 1953
2000 Al
1273 8
— 511
613 700
1990 1983
No Ko

7 2

-_ 3
- ]
—_— 1
—_ 1
—_— 1

| 1

! ——

—_ 1

7 12
1990 1989
im im
95.9 87.1
7.0 6.4
1.5 6.4
1144 999
24.3 5.1
90.1 31.8
4.4 99.%

e
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Notes to the Financial Statements
amsued

Information segarding directors and employees {continued)
Emolumentsof senfor employees { excluding pension commributions) fall wickia the following ranges:

£ 30,001 ~35,000
£35,00t — 40,000
£40,601—45,000
£45,001—50,000
£ 50,001 55,000

Average number of employees during year {full lime equivalent)

The (989 enployee numbers includestalf engaged on ~ctivities transfeceed tothe National Rivers Authiority.
On 31 August 1989, 738 emplayees teansferred to the National Rivers Authority.

Nedinterest

[nterest payable

Bank foans, overdrafts and other loans repayable within five years

(ther loans

Finance charges in respect of finance leases

Interest recefvable

Netinterest

Taxation
Taxation on profiton ordinary activities
UK. Corpoeation taxt 35%

A 31 March 1990, the Company had tax losses of approximtely £55 million which will beavailable for
offset against futre weading profits or for surrender as group relief, The Company was not subject to LK.
Cosporation Tax in 1985,

Deferred taxation

The poteatial tiability for deferred tasation calculated under the tability wethod s a UK. tax rate of 35% is
Acceleraced capital allowanees

Qther timing differences

Availabletay losses

Extraordinary item
Expenditure relating to preparation for the vesting of Severn Trent Water Authority's assots and Habilivies
and thesubsequent flotation of the company,

1990 1989
No No
32 41
42 6
b 8
3 1
3 w—
1990 1484
No Ko
7,105 7,757
1990 198%
im Lo
55.9 3.1
— 9.3
35 4.5
59.0 86.9
QL2 , (69
378 809
1590 1389
fm im
1990 1989
Im &
149.6 —
(12.7) —
{ 18.9) -
1180 —_
1090 1989
im im
39 28
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Notes wthe Financiat Staterents

riteed
1990 198
Dividends £m im
foterim paid 389 —_
Second interim payable 517 -
00.6 -
Water Sewerage
suppls services Dther Total
hngible fived assets im in im im
Analysisby service
Cost
Balance | Aprll 1989 6:9,0 883.2 170.3 1,672.5
Transfers o group companies - —_ (2.4) (2.4)
Additlons 88.3 107.4 293 2250
Grants and contributions {49) (5.7 o7 (1.3
Assets soid or written out {1.4) (0.8) {19.7) {219)
Batance 3! March 1990 701.0 984.1 176.8 [,86¢.9
Depreciation
Balance 1 April 1989 108.7 148.6 M1 316.4
Transfer 10 group companies - —_ (1.0) {1.0)
Provision for year 9.0 132 17.2 99
Assetssold or written out {1.0) (0.2) (18.7) (19.9)
Balance 31 March 1990 116.7 162.1 56,6 335.4
Net book value
At31 March 1990 584.3 8224 120.2 1,526.5
At31 March 1989 5103 734.6 1112 1,356.1

Tangible fived assets &t 31 March 1990 Include £202.6 million (1989 £133.7 million) of assets in the course of construction, which are

not depreciated untfl commissioning,

The book value of tangible fixed assets held under finance feases 2t 31 March 1990 was £55.6 mitkion and accummlated depreciation

thereon was £22.3 million (In 1989 the net hook valuewas £36.0 million).

(fif) Depreciation incurred during the year has been charged as follows:

1990 1959

Lm im

Onowned assets 37.0 302
On zissels hold under finance leases 2.6 3.0
Profit and loss account 39.0 332
Caphtal, rechargeable works and other 0.3 0.6
399 318

13
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Notes to the Financial Statements
o

8 Tangible{ived assets (continued)

b Analysishvassetiype
Cost:
Balance 1 April 1989
Transfer to group companies
Additions
Granis and contributions
Assets sold oz written out

Balance 31 March 1990

Deprecistion:

Balance 1 April 1989
Transfer to group companies
Provision {or year

Assets sold or written owt

Balance 31 March 1990

Net book value:
At31 March 1990
At31 March 1989

Aesats Specialised
aoqired  operational Kone Plart
priorto  properiees  speclabised Infrae  mlusery
VApril and  operational steuctzre and
1934 tuctures  proporties ansels wehicles Other Totz!
£m £m im m in A in
152.0 i09.8 52.0 7595 48 804 16728
— - — -_— - {343 {24
— 518 68 93.6 9.9 159 250
- {1.2) (0.8) (9.0) (0.3) - (M3
(%)) (6.1 {0.9) 0.1 (3.5) (16.2) {21.9)
150.9 461.3 57.1 844.0 270.9 717 1,8019
139.2 726 6.9 — 64.1 336 3164
— - - — — {1.0) (1.04
7.0 5.9 14 — 133 123 8.9
(0.8) (0.0 (0.2 - 33 ass (19,
145.4 78.4 8. -— 744 294 3354
5.5 3829 490.0 8i4.0 196.8 483 1,520.5
12.8 3372 45.1 159.5 134.7 363  1,356.1

(1) Specialised operational properties and structures principally comprise intake works, pumping stations, reaiment works and boreholes,

(i) Non-specialised operational progestics comprise offices, depots, workshops, residenvial properties direcily connected with water and

sewerage services and land held for the purposc of protecting the whelesnmeness of vater supplies.

Included it the above are the following tangible [ixed assers not subject to deprectation:

land  infrastoacture Total
el
in im im
Asat31 March 1990 8.5 844.0 8525
Asat 31 March 1989 8.7 759.5 708.2




Notes tothe Financial Statements
‘ carzoed
Leances
relaed bt
GRS VRVESDIERY Toal
9 Investments im i im
Cost
At1April 1989 — - —
Additions 0.3 0.3 0.6
‘ At31 March 1990 0.3 0.3 0.6
|
Country f
Registration or Classof
Tncarparation ShareCapiuz Natareof .
{and operation’ held Business !
Related compantes
Gratham Carbons Limited England 5% ordiniry Carban
{Costof Invesiment £ 20,0001 regeneration
1990 1939
10 Debtors im im
Trade deistors 25.0 0.7
Amountsowed by group companies 1.4 —_
Loans due from group companies 5.2 —_
Other debtors 16. 129
Prepaymentsand accrued income 19.6 214
674 64.0
‘ 1490 1989
f’ 11 Shortterm deposits and investments sm im 15
Shortterm deposits 3678 -
Invesiments listed on a recognised investment exchange 1.0 L1
3688 11
The market value of listed investments heldon 31 Magch 1990 was £1.0million (1988 £1.1 million).




Notis tathe Financiat Statenents
asoed
1990 1989
12 Creditors: amounts falling duewithin one year L im
Bank toans, overdrafisand temporary borrowings 24 184 1
Loans 0.3 04 1
Current portion of long tlerm loans (note §3) — 1229 ‘
Obligations under finance leases (note 17} LX:| 31 4‘
Trade creditors 39.2 4.7 I
Amounisowed to group companics 8.3 - !
Proposed dividend payable to parent company 517 —_ ‘
Other creditors 0.8 At
Taxation and social security 34 32 ]
Acerualsand deferred income 93.0 46.1 '
025 2612
Avrage 1990 1989
rateof
Interest
13 Creditors: amounts falling due after more than one year % £m im
Loans  Total amount outstanding* — 305.3
Less; current portion of long term loans {note 12} — (1229
—_— 6829
Local authority loans —- repayable 1931-2035 9.3-12.0 17.3 17.6
Water annuitles 4.0-5.0 0.1 0.1
17.4 700.6
Obligations under finance leases (note 17) 0.1 3.3
Other creditors 8.2 86
55.7 7445
4 . :
1 *Thisamountis included in note 16 withinthewrite off of relevant toans as a resubt of the capital restmcturing of the Company.
1990 19
Louns outstanding are repayableas follows: Sm im
Between one and two years 0.4 492
Between two and five years L1 1469
After five years— Dy Insialments 158 3354
——other than by instalments 0.1 1751
17.4 7006




Nates to the Financial Statements

(o)
Ealanceat Chargedio Apphied Hlance at
Taprd  Profitand Loss I Mard
198 Agoun! 1430
14 Provisions for liabilities and charges £m in Am m
Reosgataisation provision 7.9 64 43 100
Infrastructure renewals provision — 63.6 33 35.3
Total 719 760 386 453
1990 198§
15 Caledup share capieal im im
Authorised
500,600,000 Ordinary Shares of &1 each 500.0 -
Issued and futly paid
409,000,000 Ordinary Sharesof £1 each 400.0 —

Theultimate holding company is Severn Trent Ple which is Incorporated In England

a  SevernTrent WaterLimited wasincerporatedon 1 Aprit 1989. TheCampany's authorised share capital on incorporation was £100 divided
into 100 shaces of 5.1 each, of which two weresubscribed at par by nominces of the Crownwhich weresubsequently repuschased by Severn
Trent Plc. On 29 August 1989 theauthorised share capital wasincreased to £50,000 by the creation of 49,900 Ordinary Sharesof £1vach,
and the existing shares of the Company were re-designated as Ordinary Shares. On | Septeniber 1989 4,998 Ordinary Shares were issued
at parto Severn Trent P,

b On20November 1989 the authorised share capital of the Company was [urther increased to £500,000,000 by the creation 0f 499,950,000
add*tional Ordinary Shares of £1 each.

¢ On25 January 1990, a further 399,850,000 Ordinary Shareswere issued at parto Severn Trent Ple for eash.

Total
16 Reservesand retaiited profits i
Bulance
At] April 1989 asstated in prospectus 4140 -
National Rivers Authority and other vesting adjustments (4.0) i
Reserves asrestated 410.0
Write-off of relevant loans s  resubt of the capital restructuring of the Company 8314
Profit retained fortheyear %1

Balanceat 3! March 1990 1,208.1




Notes tothe Financial Statements

ooined
1900 1583
Ain 3]
17 Commitments and contingent linbilitics !
4 Investmentexpenditure commitments:
Contracted for but not provided in the financial statements 139.3 7640 *
q
Authaorised but not yet contracted for 182.1 50.0

Inaddition tothese commitments, the Company has longer . .m expenditure plans which fnclude
Ivestments o meet improvements in performanceand to provide for new demand and growth,

b Operating lease commitments i
At31 March 1990 Severa Trent was committed to making the following payments during !
the next year In respect of aperating feases:

Lan)and Other
buildsngs
im im
Leases which explre: :
Within one year — 0.6 |
Within 2 to S years . 14 1
After S years 0.2 — )
i
¢3 2 '
¢ Financelease commitments ?
Amounts dueunder finance leases are payable as follows:
1990 1959 !
Lm im '
Whhinone year 6.3 LE
Bt teenoneand two years 6.4 6.3
Between two anu five years 12.9 i3 |
After more than five years 9.7 179
g RO
: 453 4.1
Less: finance charges allocated to future periods (11.8] {157 ]

2 e, D /

35 8.4
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Notes to the Finangial Statrments
(onine

Pensions

The Company operates two pension schemes both of which are of the deflned benefit type. The assets of the schenie ace held in separate
trustee administered funds, .

Priorto 1 October 1988 employeeswere members of the Whter Authorities Superannuation Fund (WASF), Tl Severn Trent Whter Pension
Scheme (STWPS) was established and cameinto operation on 10¢tober 1988 and membership comprises transferees from WASF and new
employeesappolntted since 10ctober 1988 who elect tojoin. Employeeswho remained in WASF were transferred to the Severn Trent Misror
IniageScheme (STMIS) on vesting on 1 September 1989,

The actuarial vaivaiion of WAST was duefo be made asat 31 March 1982, Toenable the appostionment ofthe fund o be agreedin advance
of flotatfontheqctuasial vahation wasundertaken asat 31 March 1988,

Transfer payments will be calenbated 25 the value of those accrued benefits as ot | Seprember 1989 on the basis of acwarial assumptions,
including allowance for futuresalary inereases and full indexed linked Increasesto pensions, R Watson and Sonis as actuaries toSTMIS and
STWES have confirmed that transfer payments calcutated on thisbasis will be appropriate to meetthe accrued Siabitities assumed by each
scheme{including allowance for futuresalary increases and increases o penisions),

Anactuaelat valuationof STWPS is betng carded ot asat 31 March 1989 and theresubs will be available during 1990, The first actuarial
valuation of STMES will take placeas at 31 March 1991,

Pending recelpt of the ficstactuarial valiation of STMIS and STW RS the Company is contribming toSTaiS at the ratesof 15.8%and 13 2%
of pensionable pay for members paylng contributlons of 6% and 5% respectively and to STWPS at the raie of 15.8%, 13.2% and 7.9% of
penstonable pay for membess paying contributions of 6%, 5% and 3% respeciively. For the period up 1031 August 1989 the contributions
10 WASE were 4t the rate of 8,3% and 6.9% of pensionable pay for mentbers paying contributlons of 6% and 5% respectively, R Watson and
Sonsasindependent quakified actuaries haveconfirmed thavemployer contributions at these rates together with contributions payable by
members. are currently appropriate to meet the benefits to be earned In the future,

Eaplogers contributions to the fund during whe year were £7.9 million {1989 £0.5 million) in respect of STWPS and £2.2 million In
réspect of STMIS. In addition during the perlod to 31 August 195% payments of £ 1.4 millipn (1989 £5.9 milllon) weze niade to WASE The
increased employers contributions overthe prior year arlses from the requirement 1o fully fund the schemes,

in prior years Severn Vent Water Authority met the unfunded cost of slatutory increases to pensions in payment, together with
supplememary discretionary arrangements under which it made lump sum payments and/or augmented the payments to pensioners by
theaward ofadded years, The Authority was notallowed to pre bradthese habilitiesthrough VaSF and therefore mstihie cost of £6.4 mitlion
asthey were paid to beneflciarles. The Hability for these payme.ats ceased on vesting, with the exception of pension ingreases for pie-1974
empluyees, payments jn respect of which were made by the local authorities who are respansible for the basie penston The recharge of
these to the Company ceased on 31 March 1990. Buring the year paymenistotalled £3.9 mitlion.

1990 1989
Sourceand application of funds £m 1
Working capital movements {increase)/decrease
Stores and work in progress (L9 1.3
Debtors ' 3.4) 17.)
Creditors: amounts falling due within one year 18.3 3
Creditors: amounts Flling due after morethan one year (0.4)

Decrease in worklng capital 226 06

19
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Proflt ﬂndLoqs Account

Yedrs wiad 1, March 159

1990
im
Operating profit on historical cost basis 164.0
Gurrent cost Gperating adjustments:
Depreciation (43 0)
Disposal of fixed assets (04)
Current cost oprrating profit before interest payable 120,60
Net Interast (37.8)
Current cost profit on ordlaary activities bef we tasation 82.8
Taxation on profit on ordinary activities —
Current cost profit on erdinary activities after taxation 82.8
Extraordinary item (8.9)
CGurvent cost profit for the financial year 739
Dividends {90.6)
Teansfer to reserves (16.7)

aia

M

in
1784

{3841
{03

1392

{80.91

588

588
{2.8)

560

560
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Fi.ed assets
Tangible nssets
Investments

Net current assets/{ liabilities)

Tota! assets less carreat flahilities
Creditors: amounts falling due after more than one year
Provisiens for linbilities and charges

Capital and reserves
Called up share capital
Reserves

Hotes

1940
Lm

6,035.5
0.6

6,0565
242.0

6,278.5
(55.7)
(45.3)

6177.5

B —

1000
51775

6,1775

1989
A
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Principal curreat cost accounting policics and methods adopted

Current cost financial informatinn

The main accounting policiesused farthe preparaion of current cost financial information are these used in prepacing thehstorical cost
financial information, with the exceptions sct out below.

Accounting convention

The curreitt cost fnancial Information has been prepared on the current cost accounting cenvention having regard ta the guidance
contained fn the publication entitled “Accoanting for the effect of changing prices: a Bandhook” issued by the Accounting Standards
Commitiee, and puidelines issued by e Director General of Wler Services. The current cost convention is nof 2 sytem of accounting for
general infiation, but allows for price changesspecific to the water industey.

The methodology of preparing curcent cost accounts witl be subject to further guidelines 10 be issued by the Director General of Water
Services and the valuation of fised assets will reflect further research and refinement for the 1990/91 accounts.

Tangible fixed assets

Propesties

Projicziios arestated at thelr valueto the business, which is hased on depreciated replacement cost. Replacement costs have been arrived at
on thelollowing basis:

Specialised operational propertics and structures

The gross replacement cost of properties as at 1 April 1982 was acrived al uslng, published or localty de ved construction formulae or
estimated unit cosis, analysed by material and size, indexed for the effects of changing price levels. Additions incethat date are included
atoriginat cost indexed forthe effect of changing pricelevels.

Specialised operational propertiesand structures principally comprise intake works, pumping stations, treatment works and boreholes.

Non-specialised operational properties

The net replacement cost of non-specialised operational properties is based on direciors' estimates of open market valuein existing use
Non-specialised operational properties comyrise offices, depots, workshops, vesidential properties directly connected witl: water and
sewerage services and tand hetd fovthe purpuse o protecting thewholesomeness of wir supplics.

Infrastructire assels

Infiasintcture assets are stated in the current cost balance sheet at their value 1 the business, based an their estimated eplacement costs
Keplacement costs are calculated using estim. ted unit costs for principal classesof assets, analysed by material andsize, indexed for price
level changes.

Infrastructure ssets comprise mains and sewers, impounding and pumped Faw water storage 1eservoirs, dams and shedge pipelines.
Asin the historical costs accounts, expetuditurc on maintaining the operating capability of the network is charged as an operating cost,
Accordingly, no depreciation is charged on infrastructure assets,

Novalue Is auibuted to certain sewers vested in Severn Trent Water Limsfted for no considerationunder the ternis of the Water Act 1989 and
wirich Severn Trent Watcr Limited has a continuing obligation to maintain,

Other assets
Other assets are Included at estimated replacement cost less accuniuiated depreciation.

Stores
Stores are stated at thetr value Lo the business, based upon the estimated net current replacement cost, which is caleutated by applying
indices to reflect Increases in purchase costs.
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Neaes to the Current Cost Financiai Statements
rerbiied

Analysis of current cost profit by service
listarlcal ost operating profin
Current ¢ost adjustments

Cueret cost operaing profit

Tangible fixed nssets
Analysis by service
Gross replacement cost
Balarice I April 1989
Additions

Disposals

Revaluation adjustment

Balance 31 March 1990

Depreciation
Balance { April 1989
Provision for the year
Disposals

Revaluation adjustment

Balancee 31 March 1999

et book value
At31 March 1990
A31 March 198%

Water Sewerzge
supply SO G Other Titaf
L m im Im
50 1123 08 164.0
(1.8 30.5) 0wn {434)
381 L3R 0.7 120.6
Water Sewerage
supply services Other Total
im im im m
2,281.7 4,470.2 2430 6,994.9
H4.2 1126 B.6 08
{1.7) {17.2) (18.3) (31.2)
147.1 3299 36.6 336
2,491.3 $,894.9 2669 76731
535.0 84L1 109.3 1,4854
215 409 215 819
%)) {17.2) {17.0 {36.0)
36.8 60,0 IA! 103.9
501.0 924.8 120.8 1,637.2
1,899.7  3,970.1 166 60359
1,746.7 36294 1337 5,509.5
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lates 1o the Current Cost Financlzl Statements

canaued

Tangible fixed assets (continned)
Analysisby asset type

Gross replacement cost

Balance t April 1989

Additions

Disposals

Revaluation and other adjustmens

Balance 31 March 1990

Depreciation

Balance 1 April 1989

Proviston for theyear

Disposals

Revaluation and other adjustments

Balance 31 March 1990

Net book value
At 31 March 1990
At 31 March 1989

Specialized
operational Kon-
properties spocialised Infra- Flant,
and pperational strugture machinery
struetuses propeetics assels andvehichs Other Total
im £n im im im m
2,198.7 159.2 38616 6375 79 6.994.9
30.2 6.5 929 49.8 134 201.8
(126) (LY — (10.6) (129) (31.2)
192.2 13.8 2578 523 (2.5) 513.6
24175 178.4 4,212.3 7890 759 7,673.1
9169 57.4 — 475.1 36.0 1,485.4
346 25 — 334 134 83.9
(126) (0.7) —_— (109) R (36.0)
820 49 — 23.2 {6.2) 103.9
1,0209 64.1 — 521.7 30.5 1,037.2
1,396.6 114.3 4,212.3 2673 454 6,035.9
1,281.8 101.8 3,861.6 2224 419 5,509.5

Tangiblefixedassetsasat 31 March 1990 include £169.0 milkion in respectof assets inthecourseof constuction which are not depreciated

vatil commissioning.

(i) Infrastructureassetsat ] April 1984 haveheen Included incost at their net book valuzat that datewith subseqwent additions atcost, indexed

asapgrapriate,

(ifi) Invesiment expenditure amounting toapproximately & 33 milllon incurred during the year on inrastructure assess is not included within
the additions lor the year shown above, as the calclatlon of cureent cost values of such assets reflects this expenditure.
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Noutesto the Current Cost Financial Statements

{ontire]
Carrent Veolut
oyt arid Loss
Reserie Acount Total
Reserves £m im im
Balance at 1 April 1989 asstated in prospectus 45644 30 45674
Nattonal Rivers Authority and ofher vesting adjustments (4.0) - {4.0)
4.500.4 30 4,5634
Write-off of relevant loans asa result of the restructuring ofthe Company — 8314 8314
Revalaation surpluses reflecting price change 409.7 — 409.7
Other movements (10.3) — (el
‘Transfer from Profit and Loss Account - {16.7) (1167
Balance at 31 March 15490 4,959.8 817.7 5,1975
Realised 443.1
Unrealised 4,516.7
4,959.8

Gearing

The fong term assets and working capital of the Company have been financed partly by boreowing, Astheobligation o repay borrowlng s
fixed in nsonetary amount, the liability it represents decreases in real terms durlnga period of inflation compared with the refated assets.
The gearing adjustment would recognise this by abating the current cost depreciation adjustment by the average proportion of the
Company'snet aperating asseis which are financed by borrowing,

No gearing adjustment bas been inchuded in the profit and loss account because of e special nature of this industry: llad a gearing
adjustmentbeen made inthe supplementary current coststateinents ofthe Company, It would have reduced the current cost oss fortheyear
byS4.9 millionto £1 1.8 mullicn {In 1989 twould have increased the cursent cost profitby 6.2 million 1p £62.2 milkion).

(iil) Thenetoperating assets and the method by which they are financed are:

1990 198

&m im

Fixed assets 6,036.5 5.309.5
Working capitat 2420 (180.7}
Netoperating assets 0,278.5 53193
Share Capital 400.0 -
Reserves 52715 4,567.4
Long term creditors 101.0 7524

6,278.5 5,319.8

25
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Auditors’ epor

Report of Auditors'to the Members of Severn Trent Water Linsited,
We have audited the financlal statements setout on pages 51925 Inaceordance with Auditing Standards

Inour epinion the accounts prepared under the historical cost convention, set out on pages S to 19 give a true and fair view of thestatenf

the affaizs of the Company as at 31 March 1990 and of the profit and source sad application of furds of the Company for the vear then
ended and havebeen properly prepared in aceordance with the Companies Act 1985.

Thesupplementary currentost financial siatements, set out on pages 20 to 28 havebeen properly prepared inaccordancewith thecurrent
cost principles, accounting policies und methods deseribed on page 22.

ne (.-Dog.ﬂ\aawu.
e (/KDQS&LG'M»

Livery House PriceWaterhouse
169 Edimund Street Chartered Accountants
Birminglam B3 218

16 July 1990

Price Waterhouse G’D
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Auditors’ Report

Reportof Auditors” tothe Director General of Waer Services on the financial statements of Severn Trent Water Limited,

We have audited, in accordance with Auditing Standards, the ustorical cost fingncial statements on pages § to 19 and thie current ¢cast
financial statements on pages 20 to 25 prepared wnder Condition F of the instrument of Appoiniment of the Water and Sewerage
Undertakers{“the instrument™ ),

[nour epinwn;

(1} proper accounting records have been kept by Severn Trent Water Limited (“the Appeintee™) during the period from the date of
Appointmenton 1 Septeraber 1989 to 31 March 1990, as required by paragraph 3 of Condition Fof the Instrument;

(i} the historical cost financial statements for the year ended 31 March 1920 set out on pages 5 to 19 are in agreement with the
Appointee’s accounting records and comply with the relevant paragraphs of Conditton F of the Instrument;

(1it) the historical cost financial statements set out on pages 5 to 19 prepared under paragraph 4 of Condition Fof the Instmiment give
atrucand fair view of the state of affaies of the Appointee at 31 March 1990 and of its profit for the year then ended; and

(iv) the current cost inancial statements set out on pages 20 to 25 prepared under paragraph 8 of Condition F of the Insteument have
been properly prepared in accordance with the current cost accounting palicies and methods desceibed an page 22

an, (O ann
p aex (O ons

Livery House Price Waterhouse
169 Edmunc Sireet Chartered Accountants
Birmingham 53 2)B

16Juiy 1990

Price Waterhouse ﬁ@
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