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Headphones are used with a Leak Noise Correlator to ‘hear’ water leaks underground, helping to cut Severn Trent's leakage by a third in two years
from its 41,000 km network of water mains. '
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Investment

Financial highlights 1997 1996
Turnover (£m) 919 896
Operating costs (Em) (533) (501
Profit before interest {pre-exceptional) (£m) 406 395
Profit before interest {post-exceptional) (£m} 386 395
Profit before tax (£m) 352 360
Gearing (%) 34.5 31.9
Investment (£m) 412 322
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Managing Director’s review

Brian Duckworth Managing Director

B Buommentt

The environment is the heart of our business. We protect
everyone's health by providing clean drinking water and
by dealing safely with the community’s waste waters.
Our role as guardians of the wider environment includes
responsibility to ensure sustainable water supplies in
the face of increasing climatic uncertainty.

Managing the drought

We understand that no matter what weather conditions
prevail, our customers expect us to supply all their legitimate
needs for water, and we intend that these expectations will
be fulfilled.

This commitment was made in last year’s annual report

and accounts. | am pleased to report that further significant
progress has been made to ensure that this commitment
remains a sustainable reality, alongside our responsibilities
to the environment.

The drought we reported on last year intensified during
1996/97. In only five of the twenty-five months to March 1997
has rainfall been above the monthly average and

the cumulative rainfall over that period has been only
approximately 75% of the long term average.

The drought itself, and other expert advice, reflects a
continuing climate change. In the Midlands this is likely
to result in wetter winters and drier summers. This has
significant implications on yields from our key water
sources and the assets needed to collect, store and
distribute water.

Our planning and investment focuses on this challenge.
The seven point drought plan described last year included
targets to locate additional resources across our strategic
network, to increase leakage detection and repairs,

and to encourage the wise use of water. This plan continues
to guide our actions.

Severn Trent Water’s reservoir storage position is good,
standing at over 95%, of capacity at the end of May 1997.
Our two largest reservoir systems, Elan Valley in the west
and Derwent Valley in the east, were both also nearly full.
This situation was only achieved by the switching of supplies
across our water grid between all our reservoir, river and
ground water sources. Throughout much of 1996/97 we
were moving water from the Severn catchment in the west
across to the East Midlands, in order to adjust for the
greater severity of drought experienced in this eastern part
of our region.

Achieving our target of increasing our total output capability
by 5% (approximately 100 megalitres per day (MI/d)) also
helped ensure this good position despite the weather.

An additional 250 kms of water main became available during
1996/97 particularly to reinforce supplies to those customers
who have experienced pressure problems in the past.
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Number of repairs to

customers' service pipes

Even more impressive achievernents were made on the
dernand side. In 1995/96 we supplied an average 2,200
megalitres of drinking water each day. The figure in 1996/97
was 2,020 Ml/d (a reduction of over 8%). The downward
trend in total water dernand which can be seen throughout
the year, resulted from our substantial reductions in leakage.
in 1995/96 leakage from the company’s disiribution system
was 21.3% of supply. In 1996/97 this has been reduced

to 16%. We have therefore met the Director General of Water
Services' (DGWS) interim target of 16% a year early. We are
thus making excellent progress on our long term target of
129 by the year 1999/2000.

The success of our subsidised £99 scheme for repairing
leaks on customer supply pipes is amply demonstrated by
the fact that last year we carried out over 8,000 repairs
under this scheme compared with only 2,500 repairs during
1995/96. In May 1997 we welcomed the new Government’s
Water Summit and in response we announced that we would
waive this charge. This will help further reduce leakage

on the customer owned supply pipes which, at 7%, is still
too high.

We recognised that customer awareness of the water
resource situation was vital, and our plans for promoting
water efficiency were welcomed by the DGWS. During the
year we have used television advertisements, press and local
radio, as well as a programme of direct mail, particularly
targeted o promote water metering. Since we introduced

a free meter installation service, over 80,000 applications
had been received by May 1997,

A particular feature of our conservation efforts has been the
creation of a number of ‘demonstration’ low use water and
low maintenance gardens, one of which won the Silver Medal
awarded by the Royal Horticulture Society at the BEC
Gardeners’ World Exhibition in June 1996. Our focus on the
volumes of water used in garden watering was particularly
successful in that peak week demand was reduced from
2,550 MI/d in 1995 to 2,320 MI/d in 1996.

As a result of our extensive efforts we were able to announce
in January 1997 that there would be no hosepipe bans in
Severn Trent Water's area. However, given the clear evidence
on climate change we are further examining the supply/
demand balance, aligning with the elements confirmed by
the Department of the Environment in their document ‘Water
Resource and Supply: Agenda for Action’. As a first stage in
our resource enhancement programme, we have made good
progress with a site for abstraction and treatment from the

River Trent near Nottingham. Water from this source should
become available towards the end of 1997

The £220 millien of additional investment announced

for the period to year 2000 is directed towards meeting
our supply commitment over the next decade. However, our
current forecasts of climate effect and demand indicate
that to secure longer term supplies will require significant
new resources in the early part of the next century.

As an entirely inland water company, virtually all the water
used by our customers is returned to the sewers and so

is available for re-abstraction lower down the river system.
Indeed, in many cases, discharges from our sewage
treatment works, which are treated to a very high quality,
represent a vital contribution not only to river flow but also
to environmental guality.

Waste water treatment for our communities

Sanitary waste water compliance standards at Severn Trent
Water reached 100% during the year. In its report,
‘Environmental Issues in the Midlands 1995/96",

the Environment Agency reported that more than a third

of Midlands’ rivers had improved biologically and mare
than a quarter chemically, largely as a result of expenditure
by Severn Trent Water to improve water quality.

Major investments were commenced at the sewage
treatment works at Minworth, in Birmingham and at Finham,
in Coventry. All schemes are on target to meet their outputs
on time.

Some £24 million additional investment from Severn Trent
Water's funds (not provided by price cap regulation)

is being spent to reduce the risk of sewage flooding of
customers’” homes.

Drinking water quality and customer service

As well as meeting our commitment on supply reliability,
Severn Trent Water continues to preduce some of the best
quality water in the world. Compliance with drinking water
standards increased by March 1997 to 99.9%, at least
equal to the highest reported anywhere in the UK or the
rest of Europe.

We significantly improved our performance on the DGWS’
Levels of Service Indicators. The company is also proud to
have retained the Charter Mark award for customer service;
a recognition of our staff's dedication to high standards
and service achievernents.
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Customers expectations continue fo rise... our aim is to

ensure we meet such expectations and be seen as a leading

customer service organisation.

Customers

We are committed to continually improving our range of
services to all customers, whether they are large industrial
organisations or domestic households. We have already
developed many of our services in a way which is
sympathetic to the needs of customer groups such as

the elderly or disabled; we intend to extend these further
where we identify opportunities. For instance, we have
improved access to our company buildings wherever
practicable. We also offer Braille or large print bills for those
who are visuaily impaired, minicoms (text telephones)

at many of our customer call centres, a password facility
for customers who feel insecure about answering the

door to callers because they cannot read identity cards and
special arrangements for dialysis patients. We also offer

a bill reading service and a recommended plumbers list,
as well as supplying information and advice on specialist
plumbing services.

To support these services, we ensure our front line staff
are trained and certificated to national customer service
standards, including deaf awareness training and the basics

of sign language and lip reading. Any customer visiting one
of our offices who wants privacy to discuss their account
may use a quiet room to do so.

In addition to making improvements against the DGWS'
Levels of Service Indicators, we have also increased the
number of service guarantee payments made automatically.
Further enhancements are planned for 1997/98.

Last year we dealt with nearly 20% of our annual 2.3 million
billing enquiries within five working days. In addition,
written complaints were reduced and 74% were dealt with
within five working days. We are delighted that in both of
these categories our response times based on DGWS
criteria meant that we have met the ‘Very Good’ category.

Customers’ expectations continue to rise, and we

are increasingly compared with other service providers,
for example banking, telecoms, gas and electricity.

Qur aim is to ensure that we meet such expectations and
be seen as a leading customer service organisation.




Unpurified water provides life and nourishment to all kinds of wildlife, but to sustain the eight million people in the Midlands region,
Severn Trent Water treats around 2,000 million litres of water every day to the highest quality. In fact, this year Severn Trent Water has reached
99.9% compliance with water quality standards — meaning that in the UK its customers have the very best quality drinking water.
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Financial performance

Turncver at Severn Trent Water increased by 3.6% to
£927.8 million, in line with RPI+K, or £919.1 million
(£895.6 million) after the rebate of £6.50 to customers.
The company's commitment to water conservation through
its free domestic meter option and initiatives with industrial
customers reduced measured water consumption and,

as a consequence, income. These shortfalls in income

were offset by new business and continued improvement

in the identification of additional income, in particular
continued tight control of unoccupied properties.

Operating profit increased to £406.2 million (£394.3 million),
an improvement of 3%, excluding the effect of a provision
of £20 million for the costs of further restructuring,

Severn Trent Water continued its excellent record of cost
control in response to the company’s own drive for increased
efficiency, improved customer service, and the demanding
targets set by the DGWS. Direct operating costs, excluding
leakage expenditure of £31.5 million, fell in real terms

by 4.5%. Additional running costs, including the operation

of major new treatment works, the use of higher cost sources
of supply and the landfill tax, have continued to be offset

by greater efficiencies elsewhere in the business to produce
this reduction.

Commi

Severn Trent Water continued ifs excellent record
of cost control.

During the year, Severn Trent Water invested £411.9 million,
an increase of 28% on the previous year, in accordance
with the company’s five year investment plan. During

the current year, capital investment is expected to be in the
arder of £600 million.

The depreciation charge continued to increase as a resuit
of our continuing investment in new assets. Similarly, our
infrastructure renewals charge, which provides for spend
on our underground system, also continued to rise. We are
committed to the continued effective maintenance of the
underground sewerage and water distribution networks.

For 1996/97 total dividends declared by the company
amounted to £275 million. This dividend is consistent with
the company's regulatory obligations and is after considering
a number of factors including regulatory uncertainty, market
expectations, actual and potential efficiencies, future

cash flow requirements and balance sheet considerations.

As noted above, the company has also committed to
spending seme £220 million on reinforcement of its water
resource and distribution network over and above that
assumed at the last periodic review, in order to meet our
supply commitment over the next decade. In addition the
five year programme of rebates amounting in aggregate
to £30 per customer is planned to continue until 1999,

tment




Domestic customers in the Severn Trent Water region use, on average, 137 litres of water per person every day for washing, drinking and cooking
and this demand is increasing each year. The company is addressing a range of long term issues, including climate change, in working to secure
water supplies for future generations - both in the home and the natural environment.
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Challenges

This year has seen enormous achievements in managing
the difficult conditions arising from the drought, making
substantial improvements in customer service.

Business change

in 1994, the company announced a restructuring programme,
‘Towards 2000', to be completed by 31 March 1997, That
programme focused on reducing central overheads and

£55 million was provided to meet the associated costs.

All the objectives of that programme have been fully met at

a cost of £46 million and annual savings of approximately
£20 million have been achieved. Manpower numbers reduced
from 6,757 at the commencement of the pregramme to
5,653 by 31 March 1997

Severn Trent Water has now embarked on a further
programme of business change. This comprises a major
restructuring of the company's operational activities,

with the focus on delivering improved customer service and
asset management productivity. The anticipated cost of

this programme is £29 million, funded from the £9 million
remaining under the ‘Towards 2000" provision and a further
£20 million from a separate provision taken in these
accounts. This new programme is expected to realise savings
commencing in 1997798 and rising to £12 million per
annum by 2000/01.

Our future

This year has seen enormous achievements in managing
the difficult conditions arising from the drought, making
substantial improvements in customer service whilst
maintaining some of the best quality water in the world.
The new organisation structure positions the company
to make further strides in focusing on excellent customer
service and delivering asset management productivity.

It also positions the company to meet the challenges

of climate and rising customer expectations, whilst
improving the efficiencies which enable our prices to
remain amongst the lowest in the country.

{ would like to place on record my thanks to all employees
of the company who have made this achievement happen,
and for their continuing commitment for the future.




A plughole is just the start of the journey for used water. To protect the region’s water environment we treat sewage to the highest standards,
reaching 100% for sanitary standards last year and helping to encourage wildlife in our rivers and streams like the frog.
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Your water: safe in our hands
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We are now in a period of long term drought, the driest since
records began two hundred years age. Since the first really
hot summer of the drought, in 1995, we have announced

a £220 million programme to fix more leaks, find new water
sources and extend our region-wide water main grid.

Despite the fact that the long term drought has continued,
we have been able to make the best use of our assets to
reassure our customers that we are determined to deliver
plentiful water of the highest quality, whatever the weather.
Qur success in managing resources through the drought
means that we have been able to reassure our customers
that your water is safe in our hands.

have helped keep levels high despite
the drought.

- Despite the long drought, the reservoirs are 959 full.

- Quality of drinking water and sewage discharges reached
the best ever.

— A £220 million programme was announced to combat the
effects of the drought and safeguard future supplies.

- We've spent £3.5 bitlion in investment singe privatisation
- but average household charges are still amongst the
fowest in the country.

- We retained the Government Charter Mark for customer
service and improved levels of service measured
by OFWAT.
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Average weekly water demand Demand has dropped back mNumber ofrepairsto
- 1995796 level from the exceptional tevels customers® service pipes
— 1996/97 level experienced in 1995,
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Directors’ report

The Directors present their report, together with
the audited financial statements for the year ended
31 March 1997.

Principal activities

The pring¢ipal activities of the company and its subsidiary
undertakings are the supply of water and the treatment and
disposal of sewage.

Results

The company’s turnover was £919.1 million
(1996: £895.6 million), and operating profit was
£386.2 million (1996: £394.3 million).

Profit on ordinary activities before taxation was
£351.5 million (1996: £359.9 million).

Business review and future developments

A review of business activities and future developments

is contained within the Managing Director’s review on pages
2to9.

A review of activities is also contained within the annual
report and accounts of Severn Trent Plc. A copy of this
report can be obtained on written request to the

Company Secretary, Severn Trent Ple, 2297 Coventry Road,
Birmingham B26 3PU. There is no charge for this publication.

Dividends and reserves

Dividends of £275.0 million {1996: £506.0 million}
were declared during the year of which £150 million was
paid before the year end.

Directors

The Directors of the company who served during the year
are listed below:

V Cocker Chairman

B Duckworth Managing Director

J K Banyard

J M Foster Appointed 2 June 1997

R Ireland Appointed 9 June 1997

M Lily

D W Mattin

G P Noone

A Q Todd

T D A Tricker Resigned 25 March 1997
R M Walker Appointed 9 June 1997

M R Wilson

Directors’ interests

The interests of the Directors at the year end in the Ordinary
Share capital of Severn Trent Plc, according to the register
maintained under the provisions of the Companies Act 1985,
are set out in note 3 to the financial statements on page 20.

Policy on the payment of creditors

The company operates to a code of practice for paying

all of its suppliers. The code of practice is called ‘General
Conditions of Contract relating to the Supply of Gooeds/
Services or the Execution of Work’ (‘the code’). Additionally,
the company operates under the terms and condifiens of
contract defined by ICE 6th Edition for Civil Engineering
Works and G0 Terms and Conditions for Mechanical and
Electrical Works. Copies of the code are available from the
Purchasing or Legal departments, Severn Trent Water Limited,
2297 Coventry Road, Birmingham B26 3PU.

Each purchase order issued by the company has stated on

it the terms of payment. Suppliers are able to negotiate their
own payment terms which can differ to the code, as part

of the tender process. On average trade creditors are paid
between 35 and 40 days after the invoice date.

Research and development

The company's expenditure on research and development
activities in 1997 was £4.3 million compared to £4.0 million
in 1996. The company's research activities continue to be
focused on achieving maximum benefit from invesiments by
enhancing the performance of existing technologies in order
to provide the most cost-effective means of meeting ever
increasing regulatory standards.

During the last 12 months considerable effort has been

put into developing an automatic monitoring station for the
River Trent and developing a treatment strategy for blending
River Trent and River Derwent waters at the Church Wilne
water treatment works. In addition the company is
undertaking a major research programme intc the treatment
of River Trent water in order that the river may be used

to improve further the company's water resource position

in future years. Other successful developments have included
a sewage treatment inhibition monitor, which is now being
manufactured under licence, and continuing improvements
in the development of technologies for removing colour

from sewage effluents.
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Employees

The company employed 5,653 people on 31 March 1997
(1996: 5,862). The objectives of the company’s ‘Towards
2000 restructuring programme, commenced in 1994, have
been fully met. The company has now embarked on a further
programme of organisational change with the focus on
delivering specific customer service and asset management
productivity.

The company continues to operate a profit-related pay
scheme as part of the group ‘STEPS’ enhanced pay scheme,
in which almost all employees participate. During the

year employees also benefited from the group’s Sharesave
and profit-sharing share allocation schemes. Over 90% of
the company’s eligible employees participate in one

or both schemes.

An active programme of internal communication keeps
employees informed through established communication
channels supported by an award winning in-house magazine,
‘Newstream’. Communicating change is a high priority

and has been achieved through an extensive programme,

led by Directors, of face-to-face briefings and discussions
with all employees.

The company places great importance on good industrial
relations for the mutual benefit of the company and

its employees. The company has in place a single table
bargaining arrangement which has facilitated ongeing
agreements on pay and conditions for the period to

30 June 1998.

Equal opportunities and disabled persons

The company is continually reviewing its equal opportunities
policies to ensure that none of its employees or prospective
employees are disadvantaged because of colour, race,
nationality, ethnic or naticnal origin, gender, marital status
or disability.

A procedure for dealing with potential harassment has been
produced, leading to the selection and development of
volunteer counsellors along with the provision of guidelines
for employees and management.

Fotlowing the introduction of the Disability Discrimination
Act an action plan has been developed to promote awareness
across the company and ensure best practice, e.g. return

to work programmes following serious iliness or injury.

The company is continually reviewing and improving the
facilities we offer to our disabled and older customers and
as part of this commitment we ensure our front line staff
are trained and certificated to national customer service
standards.

We were extremely pleased to be the first Water and
Sewerage company to endorse the ‘Louder than Words
Charter’ from the Royal National Institute for Deaf People,
confirming our commitment to improving communication
with our hearing impaired customers, and last year we were
nominated for the RNID communicator of the year award.

The company has its own Braille machine which enables
us to provide a range of customer service information,

as well as bills in this format. Information is also available
in large print.

Regulation: ‘Ring fencing’

In accordance with the requirements of the Director
General of Water Services, the Board confirmed that as
at 31 March 1997 it had available to it sufficient rights
and assets, not including financial resources, which would
enable a special administrator to manage the affairs,
business and property of the company in order that

the purposes of a special administration order could be
achieved if such an order were made.

Regulation: ‘Cross directorships’

It is the policy of the company that Directors and employees
of the company may be Directors of associated companies
when this is in the best interests of the company, and where
appropriate arrangements are in place to avoid conflicts

of interest.

Auditors

A resofution proposing the reappointment of

Price Waterhouse as auditors will be put to the Annual
General Meeting.

By order of the beard

D W Mattin Director and @ompany Secrefary
9 June 1997
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Statement of Directors’ responsibilities

The Directors are regquired by the Companies Act 1985 to
prepare financial statements for each financiat year which
give a true and fair view of the state of affairs of the company
as at the end of the financlal year and of the profit or ioss for
the financial year.

The Directors consider that in preparing the financial
statements on pages 15 to 26, the company has used
apprapriate accounting pelicies, consistently appties and
supported by reasonable and prudent judgements and
estimates, and that ait Accounting Standards which they
consider to be applicabls have been followed,

The Directors are required to prepare the financial
statements on a going concern basis, unless it is
inappropriate to presume that the company will continue
i business.

The Directors have responsibility for ensuring that the
company keeps accounting records which discicse with
reasonable accuracy the financial position of the company
and which enable them 10 ensure that the financial
statements compiy with the Companies Act 1985.

The Direciors have general responsibility for taking such
steps as are reasonably open to them to salteguard

the assets of the company and o prevent and detect fraud
and other irregularities.

Auditors’ report to the shareholders of Severn Trent Water Limited

We have audited the financial statements on pages 15 10 26
which have been prepared under the historical cost
conventicn and the accounting poiicies set cut o pages

18 and 19,

Respective responsibilities of Directors and Auditors

As described above the company’s Directors are responsibie
for the preparation of financial statements. it is our
respensibility to form an independent opinion, based on our
audit, on those statements and to report our opinion o you.

Basis of opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board. An audit
includes examination. on a test basis, of evidence relevant
to the amounts and disclosures i the financia! statements,
it aiso includes an assessment of the significani estimates
and judgements made by the Directors in the preparation
of the financial statements, and of whether the accounting
poiicies are appropriate to the company's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as tc obtain ali the
information and explanations which we considered necessary
in order to provide us with sufficient evidence o give
reasonable assurance that the financial siatements are free
from material misstatement, wheiher caused by fraud

or other wregularity or error. In forming our opinicn we also
evaluated the overal! adequacy of the presentation

of infermation in the financia! statements.

Opinion

in our opinion the financial statements give a true and fair
view of the state of affairs of the company as at 31 March

1997 and of the profit and cash flows of the company for

the year then ended and have been properly prepared

in accordance with the Companias Act 1985.

@ /e A

Price Waterhouse

Chartered Accountants and Registered Auditors
Cornwail Court

19 Cornwall Strest

Birmingham

B3 2D7

9 June 1997
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Profit and loss account yesr ended 31 March 1997

1997 1996
Notes £m £m
Turnover 919.1 895.6
Operating costs before exceptional cosis L2 129y (50LY)
Exceptionai costs L2 (20.0} T
Total operating costs 2 {532.9} (501.3)
Operatingprofit ... 3862 3943
Incoma from shares in subsidiary undertaking 0.4 0.4
Profit before interest . 3866 3947
Net interest payable 4 (35.1) (34.3)
before taxation w15 3590
inary aclivities [ (34.8) (29.9
. 3.7 3300
Dividerd 6 275.0) (1200
Exceptionat dividend & - {386.0}
Retained profit/{loss) for the financial year 15 41.7 (176.0}
Statement of total recognised gains and losses
There ara no recognised gains or tosses other than the prof:t for the year.
Reconciliation of movements in shareholders’ funds
1997 1995
£m £m
Profit for the financial year L 3187 3300
Dividerds B (275.0)  (506.0)
ﬂgzwa_d_g'_@ion o/ (reduction in) shareholders’ funds o a7 mm_w(nlm)
Shareholders’ funds at 1 Aprit 1996 B 22113 23871
Shareholders’ funds at 31 March 1997 2,252.8 2,211.1
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Balance sheet asa 31 marcn 1997

1997 1996
Notes £m &m
Tangibleassets o 34120 31976
invesiments 8 5.1 11.%
34171 3.2095
Current assets . L
Stocks o 6.3 - 65
Seblors s 132 1195
Cash at bank and in hand 71.7 i66.7
217.2 282.8
Creditors: amounts faling due within one year He {445.8) (332.6)
Net current liabilities {228.6) {(38.8)
Total assets less current liabilities 3,1885  3,169.7
Creditors: amounts falling due after more thanoneyear LB (826.4) (8464
Provisions for liabilities and charges 1] (415) | (49.0)
Provision for deferred income 135 (61.8) (63.2)
Net assets 2,252.8 2,211.1
Capital and reserves o
Called up share capital 14 10000
Profit and lass account 15 1,252.8
Equity shareholders’ funds 2,252.8
Signed on behalf of the board whe approved the accounts on ¢ June 1997
¥ Cocker Chairman M R Wilsaen Finance, Reguiation and Planning Direcior

W W (-
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Cash flow statement year ended 31 marcn 1097

1997 1997 1996 19%6
Motes £m £m aim £m
Net cash inflow from cperating activities 18a 463.4 452.8
Returns on investments and servicing of finance R L
Interest received TR =~ 146
imerestpaid X R )
Interest element of finance lease rental payments {0.7) {29.5) (1.2} (18.8)
Taxation {20.9) (.7)
@55 (230.4)
Gramsrecewed .2 L 1ed
Sale of tangibe fixed assets CLLBR 7.1
Loans advanced (6 associated unds S e T a8
Loans repaid by associated undertakings 88 6z
tnvestment in other fixed asset investments (0.1} {325.0} - (204.%)
Equity dividend paid {150.0} {506.0)
Net cash cutflow before financing (62.0) {278.6)
Financing
Loans advanced o ] o . o 386.0
toansrepaid . Lo ey 0 @R
Finance lease capitai repaid {12.1} (33.0) (14.8) 368.7
Net {decrease)/increase in cash 18b {95.0) 90.1
Reconciliation of net cash flow to movement in net debt
1997 1997 1996 1996
£m &m £m £m
Net (decrease)/increase in cash (as above) o {95.0) 201
Decrease/(increase) in net debt and financing 33.0 (368.7)
Change in net debt resulting from cash flows o {(62.0) _{278.6)
Incepticr: of finance lease contracis o {9.1) (12.0)
Increase in net debt e (711 .(290.6)
Net debt at 31 March 1996 ) (705.7) (315.1)
Net debt at 31 March 1997 186 (776.8) {705.7}

Comparative figures have been restaied to refiect the requirements of FRS | (revised).
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Notes to the financial statements year enced 31 Maren 1907

1 Accounting policies

a) Accounting convention

The financial statemenis have been preparad under the historical cost convention in accordance with applicable Accounting
Standards and, except for the treatment of certain granis and contributions, compily with the requirements of the Companies
Act 1985 ('the Act’). An explanation of this departure from the reguirement of the Act is given in the policy on grants and
coniributions below.

b) Basis of preparation

Consolidated financia! staternents have not been prepared in accordance with Section 228 of the Act as the company
is & wholly-owned subsidiary undertaking. The financial information presented is for the company as an individual
undertaking and does net inciude its subsidiary and associated underiakings' results.

¢} Turnover
Turnover represents the income receivable tn the erdinary course of businass for services provided within the United Kingdom.

d) Tangible fixed assets and depreciation
Tangible fixed assets comprise:

i) infrastructure asssts
Infrastructure assets comarise a network of systems being mains and sewers, impounding and pumpead raw water storage
reservoirs, dams and sludge pipelines,

Expenditure on infrastructure assets relating to increases in capacity or enhancements of the network is ireated as additions
and capitalised at cost after deducting grants and contributions.

Expenditure on maintaining the servicesbility of the network in accordance with defined standards of service is charged
as an operating cost {note 19).

Ng depreciation is charged on infrastruciure assets because the network of systems is required to be maintained
in perpetuity and tharefore has ne finite economic lifs,

ii) Other assets
Other assets are included at cost iess accumulated depreciation. Additions are included at cost. Freehold land is aot
depreciated. Other assets are depraciated over their estimated economic hves. which are principally as foliows:

Years
Buildings 30-60
Operaticnal structures 40 -80
Fixed plant 20 - 40
Vehicles, mobiie plant and computers 3-10

Assets in the course of construction are not depreciated until commissioned.

e) Leased assets

Where assets are financed by ieasing arrangements which transfer substantially ail the risks and rewards of ownership of an
asset to the lessee (finance leases), the assets are accounted for as if they had been purchased and the corresponding capital
cost is shown as an obligation to the lessor. Lease payments are treated as consisting of a capital element and a finance
charge, the capital element reducing the obligation to the lessor and the finance charge being written off to the profit and
t0ss account over the period of the lease in proportion to the capital amount outstanding. Depreciation is charged over the
shorter of the estimated useful life and the lease period.

All other |lezses are accounted for as operating izases. Rental costs arising under operating leases are expensed in the year
in which they are incurred.

f) infrastructure renewals accounting

The charge to the prefit and oss account for infrastructure renewals expenditure takes account of planned expenditure on
maintaining the serviceability of infrastructure assets in accordance with the operationai policies and standards underiying
the company’s investment programme, and is indexed to reflect the impact of price changes since the programme was
prepared, Expenditure during the year Is charged to the infrastructure renewais provisicn,

£) Granis and contributions
Grants and contributions received in respect of non-infrastructure assets are treated as deferred income and are transferred
1o the profit and loss account in accordance with the lives of those assets,

Grants and contributions relating to infrastructure assets have been deducted from the cost of fixed assets. This is notin
accordance with Schedule 4 o the Act, which requires assets to be shown at their purchase price or production cost and
hence grants and contributions to be presented as deferred income. This departure from the requirements of the Act is,

In the opinion of the Directors, necessary to give a true and fair view as no provision is made for depreciation and any grants
and contributions relating to such assets would not be taken to the profit and loss account. The effect of this departure is
that the net hook valus of fixed assets is £134.4 million ower than it would otherwise have been (1996: £120.1 million).
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1 Accounting policies continued

h) Investmentis

tnvestments heid as fixed zsseis are stated at cost less amounts written off, Those held as current assets are stated at the
lower of cost and net reatisable value,

i} Stocks
Stocks are stated at cost iess any provision necessary o recognise damage and obsolgscence. Work in progress is valued
at the lower of cost and net realisabie vaiue. Cost includes labour, materiais, fransport ancg an element of overheads.

i} Pension costs
Pensicn costs are determined by an independent actuary so as to spread the cost of providing pension benefits over the
estimated pertod of emplovees’ average service lives with the company.

K) Foreign currency

All transactions denominated in forsign currencies are transiated into steding at the actual rate of exchange ruling al the date
of the transaction. Foreign currency balances which are covered by forward exchange contracts are transiated into sterting
at the cantract rate. Other foreign currency balances are transiated at the rate ruling at the balance sheet date. All profits and

losses on axchange realised during the year are dealt with through the profit and less account.

1) Research and development

Ressarch and development expendiiure is charged to the profit and loss account in the year in which i is incurred.

m) Deferred taxation

Deferred taxation relating to capital allowances and cther timing differences is provided for to the extent it is probabie thet

a Habslity will erystalliss.

n) Goodwill

Goodwill represents the difference between the cost of acguisitions and the fair vatue of the net tangibie assets acquired.

Goocwill is written off to reserves in the year of acquisition.

Before
exceplionai  Exceptional

costs costs Total

1997 1997 1997
2 Qperating costs £mn im £m
Wages and salaries 1117 13.0 124.7
Pension costs (n 113 60 173
Total empioyes costs 1325 19.0 151.5
Raw materiats and consumables 29.4 - 29.4
RS oo 38.7 - 38.7
Service charges e 186 - 18.6
Bad debi provision 16.8 - 168
Other operating costs “s44 10 554
Infrastructure renewals charge (note 135} 61.0 - 61.0 551
Depreciation charge {note 7 iv) ic4.3 - 104.3
Hired and contracted services 469 = 46.9
Deferred income released (note 13b) " (39} I (39)
Hire of plant and machinery 2.0 Tl 2.0
Other operating leases o o7 - o7
Audit fees 0.2 - 0.2
Research and development expenditure 4.3 - 4.3 .
Profit on dispasal of tangible fixed assets @n - @n 2.9)

554.4 20.0 574.4 533.4
Owry worl capitalised (41.5) - {41.5) (32.1)
512.9 20.0 532.9 501.3

Other fees paid to the auditors, Price Waterhouse.

included within other operating costs amounted 1o £26,000 (1996: £31,000).
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Notes to the financial statements

3 Information regarding Divectors and employees

Directors:

a) The interests of the Directors at the year end in the Ordinary Share capitai of Severn Trent Pig, according 1o the register
maintained under the provisions of the Companies Act 1985, were as follows:

Reneficial holdings ir Qrdinary Shares Share options under approved schemes
Granted Exercised
31 March 1 Aprid 31 March during during 1 Aprl
1997 1896 1987 the year the year 1996
No., of shares No. of shares  No. of shares No. of shares No. of strares  No. of shares
IR Barvard el 8270 .3799 14429 1,633 25409 38205
... 82 - 3267 3287 - "
- 2231 606 14,923 0000 - 1,569 16,492
G P Noone o 7 19,159 11,921 5,411 - 20,523 25934
AQ¥ad 3695 %524 3824 - 20772 24696
M R Wilsen 62 - 1,477 1,477 - -

Messrs Cocker and Duckworth are Directors of Severn Trent Plc, the uitimate parent undertaking and their interes(s in the
share capital of that company are disclosed in the annual repart of that company for the year ended 31 March 1997, Share
ontions were granted and exercised in accordance with the Severn Trent Executive Share Schemne and the Severn Trent
Sharesave Scheme as appropriate.

1997 1996
£'000 EGOC

b} Emcluments
Aggregate emoluments (excluding pension contributions) 856.4 7481

i) Non-cash benefits included in aggregate emoluments consist mainiy of the provision of cars and heaith care insurance.
ity In addition to the amount shown above, £106,250 was paid to a former director as compensation for i0ss of office.

iif} No emcluments were paid to certain of the DRirectors in respect of their services io the company. Their emoluments
are paid by other companies within the Ssvern Trent group. In aggregate £166,700 (1996:; £213,900) has been included
above, representing the appropriate proportion of the emcluments in respect of service to the company.

iv) Seven directors (including the highest paid director) exercised share ostions in the year.

v} Retirement benetits are accruing o nine directors under a defined benefit scheme.

1997 1996
£000 £'000

Highest paid director
Aggregate emoluments (excluding pension contributions) 166.7 153.1

The accrued pension at 31 March 1997 for the highest paid director was £68.747. The pension entitlement is that which
would be paid annually on retirement based on service to the end of the year.

1997 1896

No. M.

Empioyee numbers e e s e e
Average number of employees during the year (ull-time equivalesty e

Staff e 3285 3,298

Industrial staff 2,458 2,632

5,743 5,230
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14887 1996
4 Net interest payable £m £m
Interest receivable and similar income 10.9 124

Interest payable and similar charges:

Bank loans and overdrafts

inierest due o parent undertakin

Finance leases
CGther loans

1997 1996

5 Taxation on profit on ordinary activities £m gm
UK corporation tax £ 239, o
L4700 386

(0.8 33

Group relief payable

| Currentyear AL T
Pnar year o '(2.4} {5.4)
34.8 29.9

The government has announced its intention to impose a levy on utilities. At the date of signing these financial statements,

the amount, timing and incidence of the levy have not been anncunced and therefore, no provision has been included.

1997 1995

6 Dividends £m £m
Dividend paid 150.0 1200
Dividend payable 125.0 -
Exceptional dividend - 386.0
275.0 506.0

The company’s dividend policy is to declare dividends which are consistent with the company’s regulatory obligations and
at a level which is decided each year after consideration of a number of factors, including reguiatery uncertainty, market
expectations, actuat and potential efficiencies, future cash fiow requirements and balance sheet considerations. The amount
declared is expected to vary gach year as the impact of these factors change. For 1996/97 tola! dividends declared by the

company ameunt to £275 million, consistent with the above policy.

The company has alse committed o spending some £220 million on reinforcement of its water resource and distribution
network over and above that assumed at the fast pericdic review. In addition the five year programme of rebates amouniing

in aggregate to £30 par customer is plannad to continue until 1999,
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Notes to the financial statements

Infra-
tang and structure Plant and
buitdings assets  equipment Tatal
7 Tangible assets Em £m £m £m
COSt S S SP R FPTPTIY
At 1 April 1996 - 12778 1,4391 11809  3,8978
Additions L o 70.6 1106 1539 335.1
Grants and contributiens o - (14.3 - (14.3)
Assets soid or written off (3.O) - (16.1) (171}
Reclassification and transfers (13.7) 19 12.5 Q.7
At 31 March 1997 1.333.7 1,5372.3 1,331.2 42022
Depreciation = = S S »
At 1 April 1996 - 3463 - 3539 700.2
Chargeforyser .. @Lo - 772 1043
Assets sold or written off {0.9) {13.4) (14.3)
At 31 March 1997 372.5 - 417.7 790.2
Net book value = = e e e
At 31 March 1997 961.2 1,537.3 913.5 34120
At 31 March 1996 83:.5 1,439.1 8270 3,197¢6
1997 1996
£m m
i) Included in tangibie fixed assets are assets held under finance leases as icilows:
Cost N 1741 1937
Accumulated depreciaticn T @43  (4L0)
Net book value 129.8 1527

it} Grants and contributions received relating to infrastructure assets have been deducted from the cost of fixed assets in order
to show a true and fair view as set out in note 1g.

1997 998
£in £m

iii) The net book value cf iand and buildings is anaiysed as foliows: o
freehold 961.0 231.2
Short leasehold 0.2 0.3

961.2 931.5

1997 jgse
im £m

iv) Depreciation incurred during the year has been charged as follows: :
Owned assets o . %47 883
Assets heid under finance Ieases' - ' o 'é.re i1.4
104.3 99.7
1957 31896
£m £m
¥) inciuded in the above are the following tangible fixed assets not subject te depreciation: o

& course of construction S 253.8 280.é
1,809.2 17374

vi) Tangibie asset additions include £8.3 million in respect of the purchase of a carbon regeneration plant from Grafham
Carbons Limited, an associated undertaking. Subseguent to this purchase, Grafhiam Carbons Limited repaid a loan of
£6.3 million owed to the company. This repayment is included in loans repaid by associated undertakings disclosed in note 8.
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Subs:diary  Associated

undertaking undertakings Gther
Shares Loans Investments Totai
8 lnvestments £m im &m £m
At 1 April 1996 46 71 0.2 119
Additions - - 0.1 0.1
i.oans repaid - 6.9 - {6.9)
At 31 March 1997 4.6 0.2 6.3 5.1
Country of Percentage and
ragisiration class of share
Subsidiary undertaking and operation capital held Mature of business
East Worcester Water Plc - England _ 100% crdinary Water undertaking
o 100?,5;"'ﬁér‘=-v0ting crginary
100% 10.75% preference shares
Associated undertakings -
Gratham Carbens Limited o Engtand 50%, crcinary  Carbon regeneration
(cost of investment £20,000)
Bicgas Generation Limited Englanc 50% orginary Power genaration

(cost of investment £18,599)

In the opinion of the Directors the value of the company's investmenis is not less than the ameount at which they are stated

ins the balance sheet.

1997 1596
9 Debtors £m &m
Trade debtors 70.0 673
Amountsowea by ;):a:ren_t and feilow subsiiiiéry undert-akings 53 20
Amounts owed by subsidiary undertaking - . 15 1.1
Otner debtors ' 6.9 6.9
Prepaid pension contributions 03 -
Prepayments and accrued income 55.2 ‘42.2
139.2 119.5

Debiors include £0.8 millicn (1996: £0.5 miilion) which falls due after more than one year.
1997 1996
10 Creditors: amounts falling due within one year £m £m
Bank leans 27.8 275
Obiligations under finance ieases 1.3 8.5
Borrowings {note 12) 29.1 6.4
Trade creditors 21.3 30.3
Amounts owed tc parent and fellow subsidiary undertakings 46.1 38.2
Amounts owed to subsidiary undertaking 5.5 5.5
Other creditors 2.2 i4
Taxation and social security 3.2 35
Cerporation tax payable 22.2 15.2
Proposed dividend payable o parent undertaking 125.0 -
Accruals and deferred income 191.2 202.1
445.8 3326
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Notes o the financial statements

1997 1996
11 Creditors: amounts falling due after more than one year £m m
Bank foans . e e GA04 2618
toans from parent underfaking 193.0 385.0
Other foans LJas 153
Obligations under finance leases 1711 166.9
Borrowings (note 12) 8194 8360
Other 70 10.4
826.4 846.4
Loans
Repayable by
instaiments any
of which are Otner
payabie after  repayrent Finance 1997 1996
five years terms ipases Totat Yotal
12 Borrowings £m £re £m £m Em
Withir: one year (note 1G} 0.5 - 273 1.3 29.1 36.4
Between one and two years 03 132 - ) 1365290
Between two and five years Q.7 344.5 - 345.2 564.1
After more than five years 13.8 152.8 1711 337.7 2429
15.3 660.8 172.4 848.5 872.4
Rale of interest 1997 19986
% £n &m
Loans repayable partly or whoily after five years comprise S
Furopean investrment Bank loans - 2002.- 2003 56-79
Local authority loans - 20102035 . 60-14.4
Cther foans 35-50
Batance at  Charged to Balance at
i April profif and 31 March
1996 loss account Ulthised 1997
13 Provisions £m &m £m im
a) Provisions for liabilities and charges comprise
Infrastructure renewas 29.7 610 (72» ...182
Restructuring 19.3 20.0 (10.0} 29.3
45.0 8i.0 (82.3) 475
The utitisation of the infrastruciure renewals provision is shown nel of grants and contributions of £4.3 mitlion
(1986: £3.5 mitlion).
Balance at Transfer Released to Balance at
1 Apdl from fixed profit and 31 March
1098 asgats  joss eccount Received 1997
£m £ £m £ £m
b) Deferred income 63.2 0.7 (3.9 1.8 61.8

¢) Potential deferred taxation liabilities not provided
in accordance with the accounting pelicy there is no requirement for a provision for deferred taxation at 31 March 1997
The full potential deferred taxation liability, catculated under the Hability method at a tax rate of 33% is:

1997 1996

im £m

Capital allowances 283.2 251.1
Other timing differences {18.0) (21.2)

265,2 229.9

Had provision for deferred taxation been made on the fuil liability method there would have been an additional tax charge
of £35.3 million {1996: £45.2 million).

As infrastructure assets are not depreciated, deferred taxation will crystallise only in the event of a disposai of such asseis at
amounts in excess of their tax written down value. in the cpinion of the Directors, the likelinood of a liability crystailising in the
foreseeable future is remote. Acceleraied capital allowances on infrastructure assets of £408.3 mitlion (1996 £370.7 millien},
assuming a tax rate of 33%,. have therefore been exciuded from the amounts set cut above.

Comparative figures have been restated to take account of computations submitted to the Inland Revenue.
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19497 1985
14 Share capital £m £m
Authorised
1,000,000,0G0 Ordinary Shares of £1 gach 1,000.0 1,000.0
Issued and fully paid
1,000,000,000 Ordinary Shares of £1 each 1,000.0 1,000.0

The ultimate parent undertaking is Severn Trent Plc which is registered in Engiand. Copies of the annuat repoeri and accounts
of Severn Trent Pic, which are the only accounis within which the resuits of the company are consolidated, are avasiable from
the Company Secretary, Severn Trent Ple, 2297 Coventry Road, Birmingham B26 3PU.

15 Profit and loss account
At 1 April 1996

Retained prefit for the vear
At 31 March 1997

1987 1995
16 Commitments and contingent liabilities £m £m
a) nvestment expenditure commitments
Contracted for but not provided in the financial statements 224.5 176.5

in addition to these commitrments, the company has longer term expenditure plans which include investments to achieve
improvements in performance mandated by the Direcior General of Water Services and to provide for growth in demand
for water and sawerage services.

b)Y Operating lease commitmants
The comgany is conunitted to making the following payments during the next year in respect of operating leases which expire
as follows:

997 1998

Land and Land and
bulidings Other huildings Cther
£m im &emi £m
Within one year o - g1 - 0.1
Between one and five years 0.1 0.2 01 0.2
Ater five years 0.3 - 0.4 -
0.4 0.3 0.5 0.3

¢) No material finance lease obligations have heea entered into subsequent to the vear end.

d) The banking arrangements of the company operate on a pooled basis with certain other group uncertakings. Under these
arrangemants participating companies guarantee each others’ overdrawn balances to the extent of their credit balances and
the credit batances can be cffset against overdrawn balances of participating compantes.,
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Notes to the financial statements

17 Pensions

The company participates in two schemes, the Severn Trent Mirror Image Scheme (§TMIS) and the Severn Trent Water

Peasion Scherne (STWPS), both of which are defined penefit schemes and are fully funded to cover future salary and pension
increases. The assets of the schemes are held :n a separate fund administerad by trustees. Employer’s centributions during the
year were £11.3 million hefore the exceptional restructuring provision (1896: £12.0 milticn).

STWPS
An actuarial valuation of STWPS was carried out at 31 March 1995 by an independent, professionally gualifed actuary using
the projected unit method. The principal assumptions used were as foliows:

&, per annum

Investment refurns g
Salary increases 7
Pension increases 5.5
inflation 5.5
Dividend growth 4.5

The actuarial vaiue of the scheme’s asseis was £392.9 million, which exceeded by 4% the actuariat value of the benehis
accrued to members. after aliowing for future increases in earnings. The surplus is being spread over the estimated periog
of employees’ average service lives with the cormpany on the basis of a constant percentage of payrall. The market vaiue

of the scheme’s assets at the date of valuation was £398.0 mition,

The employers’ contribution to STWPS continues unchanged at the rate of 11.88%, 9.9% or 5.94% of pensionable pay
of STWFS members whose contributions are at the rate of 6%, 5% or 3% of pensicnable pay.

STMS

The most recent actuarial valuation of STMIS was carried out 2t 31 March 1994 by an independent, professionaily qualified
actuary using the atiained age method, which is considered the most appropriate method of vaiuation for a scheme which
1s closed to new members. The principal assumptions used were the same as noted for STWPS above. The actuaral value
of the scheme's assets was £61.7 million, which exceeded by 119 the actuarial value of the benefits accrued to members,
after allowing for future increases in earnings. The surpius is being spread over the estimated period of empicyees’ average
service lives with the company on the basis of a constant percentage of payroli. The market vatue of the scheme’s assets

at the date of valuation was £58.3 million.

The employers’ contribution to STMIS continues unchanged at the rate of 9.54% or 7.95% of pensionable pay of STMIS
members whose contrisutions are at the rate of 6% or 5% respectively.

1997 1996
18 Cash flow statement £m £m

a) Reconciliation of profit before interest to net cash inflow from operating aclivities
Profit before interest

income from shares §EI:§ubsidiary undertaking
Depreciation charge (note 7 iv)

Profit on sale df"tangible fixed assets
Infrastricture renewals charge (note 13a) o
Utilisation of infrastructure renewals provision {note léa}

5é¥erred'i'h'ccme received (note 13b)

Deferred income vr;tcﬂ back (note 13)

Restructuring provision S 20.0 CL
Utilisation of restructuring provision T oo (222
Docrease;’(mcreasc)m stocks ) 63 (08
Increase in debtors - {14.48) ‘ 49
(Decrease)/increase in creditors o 24 55
MNet cash inflow from operating activities 463.4 452.8

The utilisation of the restructuring provision reiates to an exceptional restructuring provisien charged te the prefit and loss
account in a previous year.

Batance at Bafance at

1 April Other non- 31 March

1966 Cash flow cash ¢hanges 1997

b) Analysis of changes in net debt £ £m Em £m
Cash at bank and in hand 166.7 (95.0) - 717
Debt due within one year {nete 12) (27.9) 278 (27.7) {27.8)
Debt due after one year {note 12) (669.1) 6.9) 27.7 (648.3)
Finance leases {note 12) (175.4) 12.1 .1) (172.9)

(705.7) £62.0) (@1)  (776.8)
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Group profit and loss account year ended 31 March 1997

1997 1996

£m £m

Turnover SR D191 8956
Operating costs before exceptional costs , o ...(515.6) (504.2)
Exceptional costs (20.00 -
Total operating costs B R (535.6) (504.2)
Share of results of associated undertakings T O
Other operating income 2.7 29
Operating profit e e 3082 3944
Net interest payable {35.1) (34.8)
Profit on ordinary activities before taxation D ... 3811 3596
Taxation on profit on ordinary activities (34.8) (29.9)
Profit for financial year 3297
Dividend e ) (1200)
Exceptional dividend o o - (386.0)
Retained profit/(loss) for the financial year 41.3 (176.3)

The group results presented are for Severn Trent Water Limited and its subsidiary and associated undertakings.
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Group balance sheet asat 31 mareh 1997

1997 1996
Fixed assets £m £m
Tangibleassets ... ... 34120 = 31976
Investments 0.7 74
3,412.7 3,205.0
Current assets N
Stocks 6.3 6.6
Debtors 1377 1183
Cash at bank and in hand 72.0 167.0
216.0 291.9
Creditors: amounts falling due withinoneyear
Borrowings (29.1) (36.4)
Dividends payable B -
Other creditors ' (286.4) (290.7)
{440.5) {327.1)
Net current liabilities (224.5) (35.2)
Total assets less current liabilities 3,188.2 3,1698
Creditors: amounts falling due after more than one year o N
Borrowings - (8195)  (836.1)
Other creditors (7.0) (10.4)
(826.5) (846.5)
Provisions for liabilities and charges (47.5) (49.0)
Provision for deferred income (61.8) {63.2)
Net assets 2,252.4 22111
‘ pital 1,0000 10000
Profit and loss account 1,252.4 1,211.1
Shareholders’ funds 2,252.4 2,211.1
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Group prOfIt and [035 aCCOUI']t year ended 31 March 1997

1997 1996
Notes £m £m
Turnover 2a 919.1 ~ B9S.6
Current cos ts before exceptional costs W (560.5) (5470}
Exceptional costs 2d (20.0) -
Total current costoperating costs (580.5)
Share of results of assaciated undertakings - -
Other operating income 2b 25
341.1
Working capital adjustment 2¢ 3.9
Current cost operating profit 3450 396
Netinterest payable (35.1)
Financing adjustment 20.1
it before taxation 330.0
ordinary activities (34.8)
Current cost profit attributable to shareholders 29%:2
Dwidend ' (275.0) (120
Exceptional dividend - '(386:0)
Current cost profit/{loss) retained 20.2 (200.9)
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Group balance sheet asats1 march 1907

1997 1996
Fixed assets Motes £m £m

Tangibleassets ... . 3 24,9289 24,0719
Third party contributions since 1989/90 B3l (d533)
Working capital 4 (100.8) (150.9)
Net operating assets S 242969 23,4677

Cash and investments 72.7 1744
68
TR _ ) 83.0)
Creditors due after one year e o (826.5)  (846.5)

P iabilities and charges e 293) (19.3)

Dividends payable (125.0) -
Net assets employed 23,2992 22,693.9

) 1,000.0
Profit and loss account e e ————— .. 4896
Current cost reserve - 5 21,789.4 21,2043

23,299.2 22,693.9
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Group cash flow statement year endged 31 marcn 1997

1997 1997 1996 1996
Notes £m £m £m im

Net cash inflow from operating activities [ 540.2 523.0
Returns on investments and servicing of finance
Interest recewed 11.2 14.6
Interest paid (40.0) (32.2
Interest element of finance lease rental payments (0.7) {29.5) (1.2} (18.8)
Taxation (20.9) {1.5)
Capital expenditure

of tangible fixed assets (355.5) (230.4)
Grants recewed 18.2 19.7
lnfrastructure renewais expenditure o (76.8) (70.2)
Dlsposal of flxed assefs 5.5 71
Loans advanced to associated undertakings - 1.5
Loans rep: by assoc ted undertakings 6.9 o 0.2 ‘
Investment in other fixed asset investments (0.1) (401.8) - (275.1)
Equity dividend paid (150.0) (506.0)
Net cash outflow before financing (62.0) (278.4)
Fmancmg
Loans advanced 199.9 386 0
Loans repai (220.8) @5
Fmance Iease capltal repaid (12.1) (33.0) (14 8) 368.7
Net (decrease)/increase in cash (95.0) 90.3
Reconciliation of net cash flow to movement in net debt

1997 1997 1996 1996
£m £m £m £m

Net (decrease)/increase in cash as abave (95.0) 9.3
Decrease/(increase) in net debt and financing 33.0 (368 7)
Change in net debt resulting from cash flows (62.0) (278.4)
Inception of fmance lease contracts (91) ' (ié.O)
Decraase in not debt (71.1) (290.4)
Net debt at 31 March 1996 (705.5) (415.1)
Net debt at 31 March 1997 (776.6) {705.5)

Comparative figures have been restated to reflect the requirements of FRS 1 (revised).
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Notes to the current cost financial statements year ended 31 March 1997

1 Accounting policies

a) Basis of preparation

The regulatery financial statements have been prepared in accordance with the requirements contained in Condition F of the
Instruments of Appointment of the Water and Sewerage Undertakers, and Regulatory Accounting Guideline 3.04 issued by
the Office of Water Services in April 1997

The reguilatory financial statements have been prepared on a group basis for Severn Trent Water Limited and its subsidiary
undertaking East Worcester Water Plc to meet the requirements of the Director General of Water Services.

b) General

These accounts have been prepared in accerdance with guidance issued by the Director General of Water Services for
maodified real terms financial statements suitable for regulation in the water industry. They measure profitability on the basis
of real financial capital maintenance, in the context of assets which are valued at their current cost value to the business,
with the exception of specialised cperational and infrastructure assets.

The accounting policies used are the same as those adopted in the statutory historical cost financial statements on pages
15 to 26, except as set out below.

¢) Tangible fixed assets

Assets in operational use are valued at the replacement cost of their operating capability. To the extent that the regulatory
regime does not allow such assets to earn a return high enough to justify that value, this represents a modification of the
value to the business principle. Also, no provision is made for possible funding of future replacements of assets by
contributions from third parties and, to the extent that some of the tangible fixed assets would on replacement be so funded,
replacement cost again differs from value to the business. Redundant assets are valued at their recoverable amounts,

An Asset Management Plan (AMP) survey of existing assets as at 31 March 1993 was undertaken during 199495 and the
adjustment to asset values, as a result of that exercise, was included within the tangible fixed asset note. In the intervening
years, between AMP surveys, values are restated to take account of changes in the general level of inflation, as measured
by changes in Retail Price Index (RPI), and any other significant changes in asset records identified during the year.

i) Neon-infrastructure assets

Specialised operational assets:

The gross replacement cost of specialised operational assets has been derived using the latest cost information provided
by the AMP This value has been adjusted for inflation during the year as measured by changes in the RPI.

The unamortised portion of third party contributions received is deducted in arriving at net operating assets (as described
below in note 1d).

Non-specialised operational assets:
Non-specialised operational assets are valued on the basis of open market value for existing use at 31 March 1991 and have
been expressed in real terms by indexing using RPI since that date.

ii) Infrastructure assets
Mains, sewers, impounding and pumped raw water storage reservoirs, dams and sludge pipelines are valued at replacement
cost, determined principally on the basis of unit cost data provided by the AMP.

iii) Other assets
All other assets are valued on the basis of data provided by the AMP.

iv) Surplus land

Surplus land is valued at current market value. Any proceeds on disposal to be passed onto customers will be taken
into account, in accordance with the requirements contained in Condition B of the Instruments of Appointment as Water
and Sewerage Undertakers.
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1 Accounting policies continued

d) Grants and other third party contributions

Grants, infrastructure charges and other third party contributions received since 31 March 1990 are carried forward to
the extent that any balance has not been credited to revenue. The balance carried forward is restated for the change in RPI
for the year.

e) Real financial capital maintenance adjustments
These adjustments are made to historical cost operating profit in order to arrive at profit after the maintenance of financial
capital in real terms:

Working capital adjustment - this is calculated by applying the change in RPI over the year to the opening total of trade
debtors and stock, less trade creditors.

Financing adjustment — this is calculated by applying the change in RPI aver the year to the opening balance of net finance,
which comprises all monetary assets and liabilities in the balance sheet apart from those in¢luded in working capital and
dividend payable.

Water Sewerage Water Sewerage

services services Total services services Tetal

1997 199

2 Analysis of current cost turnover and operating costs £m £m £m £m £m £m

a) Analysis of turnover B

Measured 1444 1424 2868 1367 1379 2746

Unmeasured 229.4 333.5 562.9 225.5 3274 5529

Trade effluent - 43.4 43.4 - 43.1 431

Revenue grants 0.1 = 0.1 0.1 - o1

Third parties 95 06 101 89 .98 9.7

Other sources 9.4 6.4 15.8 86 66 15.2

Total turnover 392.8 526.3 919.1 379.8 515.8 895.6
b) Other operating income o

Current cost profit on disposal of tangible fixed assets 1.9 0.6 25 2.3 2.1 4.4

¢) Working capital adjustment (0.6) 4.5 3.9 (0.8) 4.5 3.7




34 Severn Trent Water Limited Notes to the current cost financial statements

Notes to the current cost financial statements

2 Analysis of current cost turnover and operating costs continued

Water servicas

$ewerage services

Business analysis

Sludge Sewage
Water treatment  treat t/ § ag
Resources services Sewage and  disposal  services Customer Scientific Cost of
and treatment Distribution sub-total ge 1 disposal  sub-otal sub-total  setvices  services regulation
d) Analysis of operating costs 1997
and tangible fixed assets £m £m £m £m Zm £m £m £m £m £m £m
Direct costs
Employment costs 7.4 174 248 1.4 114 6.4 178 192
Power o 81 126 207 08 87 18 105 113 _ o
rgsncion e - 5 - TR e i
Hired and contracted 15 127 182 1.0 1.0 a7 57 67
Associated comparies o5 09 14 04 ‘oa 17 21 28 B
Materials and consumables 60 35 9.5 0.3 20 2.7 4.7 s0
Service charges 74 o 74 1.1 3.6 - Y 4.7
Butk supply imports 6.2 - ez o . -
Other direct costs 0.3 0.9 1.2 0.4 0.6 0.6 1.2 16
Total direct costs 374 48.0 85.4 23.2 27.7 179 456 68.8 22.8 11.1 2.3
General and support 19.9 193 392 42 222 125 347 389 7.7 40 07
Functional expenditure 573 67.3 124.6 274 49.2 30.4 80.3 1027 30.5 15.1 3.0
Business activities recharge 236 250 (305 (151)  {3.0)
Ratess 233 15.2 o
Doubtful debts 74 9.4
Exceptional items 9.2 10.8
188.1 168.1
Services for third parties T 16.0 2.0
Total operating expenditure 204.1 170.1
Capital costs
Infrastructure renewals:
Expenditre 7 351 344 377 - 04 04 381
Accrual 2.2 2.9 0.2) (10.9) - 0.4) 0.4 (11.3)
Current cost depreciation 399 22.2 55.9 16.1 72.0 82.5
Amortisation of deferred income e ' 1.9
Business aclivity capital costs 1.7
97.0 1091
Services for third parties depreciation 02 -
Total capltal maintenance 97.2 109.1
Total operating costs 301.3 279.2
Analysis of tanglble fixed assets
Service activities 1,689.3 4,264.6 59539 16,8866 1,349.3 284.2 1,633.5 18,520.1
Business activities 1331 94 © 1086 1180
Service totals 6,087.0 16,896.0 1,742.1 18,638.1
Services for third parties 203.8 -
Total 6,290.8 18,6381
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2 Analysis of current cost turnover and operating costs continued

Water services

Sewerage services

Business analysis

Sludge Sewage
Water treatment treatment/ Sewerage
Resources services Sewage and  disposal services Customer  Scientific Cost of
and treatment Distribution  subtotal Sewerage treatment  disposal  sub-total  sub-total services services  regufation
d) Analysis of operating costs 1996
and tangible fixed assets £m £m £m £m £m £m £m £m £m £m £m
Direct costs
Employment costs 70 178 248 1.2 11.5 6.0 17.5 18.7
Po 10.3 145 248 0.8 9.3 18 11.1 11.9
Agencies - Z - 181 - Z Z 181
Hired and contracted 0.9 8.9 9.8 0.9 16 4.9 6.5 74
Associated comp'a'nies. o 0.4 10 1.4 0.4 0.2 1.‘0 1.2 16 )
Materials and consumables 55 37 9z 02 18 23 a1 a3 oo
Service charges 6.5 Z 65 1.0 36 - 36 46
Bulk supply iﬁ?ports 63 - 6.3 - - - - -
Other girect costs 0.9 0.7 16 0.2 0.4 0.4 0.8 1.0
Total direct costs 378 46.6 84.4 228 28.4 16.4 44.8 67.6 21.6 11.3 2.3
General and support 206 209 415 a7 257 127 384 431 8.7 a8 0.9
Functional expenditure 58.4 675 1259 215 54.1 29.1 83.2 110.7 30.3 16.1 3.2
Business activities recharge 236 26.0 (30.3) (16.1) (3.2)
Rates ) ) ) 22.4 12.8 ) ‘
B s
1785 1579
Services for third parties 148 2.2
Total operating expenditure 182.9 160.1
Capltal costs
Infrastructure renewals:
Expenditure 1.0 533 543 124 - - - 12.4
Accrual 0.5 as (139 25 - 0% (0.2) 23
Current cost depreciation 30.0 21.4 514 10.9 60.6 15.9 76.5 g7ze
Amaortisation of deferred income e 1.3) - 1.5
Business activity capital costs a0 1.3
01.9 101.9
Services for third parties depreciation 0.2 -
Total capital maintenance 921 101.9
Total operating costs 2850 262.0
Analysis of tangible fixed assets
Service activities 1,627.6 4,169.9 56975 16,3910 1,341.0 2273 1,568.3 179593
Business activities T T 4 12 T T gas 017
Service totals 58122 16,408.2 1,652.8 18,061.0
Services for third parties 198.7 -
Total 6,010.9 18,061.0

Comparative figures have been restated to reflect the amendments to the Regulatory Accounting Guideline No. 4 to ensure

consistency with July Return submission.

e) Non-appointed business

The group has not identified for the purpose of its 1996/97 accounts, any businesses or activities other than the Appointed
Business. The amounts in respect of the non-appointed businesses are not material under the guidelines issued by the Office

of Water Services.
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Notes to the current cost financial statements

Non-
Specialised  specialised Infra-
operational  operational structure QOther
assets assets assets assets Total
3 Analysis of tangible fixed assets by asset type within service im £m £m £m £m
a) Water services tangible fixed assets analysed by asset type
Gross replacement cost o _ ,
At 1 April 1996 ‘ S 1,714.9 101.5  4,873.0 163.7 68531
RPI adjustment - 38.9 2.6 24l 23 167.9
Additions - _ 78.2 4.8 839 310 1979
Disposals and amounts written off ' (17.5) (1.2) - 60 (@47
At 31 March 1997 1,814.5 107.7 5,081.0 1910 7,194.2
Depreciation .
7219 T 529
RPI adjustment _ 187 e 10 2L
Chargeforyear 430 A o198
Disposals and amounts written off (17.3) 1.0y - (5.8)
At 31 March 1997 766.3 31.6 - 105.5
At 31 March 1997 1,048.2 76.1
At 31 March 1996 993.0 711
b) Sewerage services tangible fixed assets analysed by asset type
Gross replacement cost o
At 1 April 1996 34966 1087 16,2214 1342 19,960.9
RPI adjustment L T gg 2.7 4226 20 5153
Additions T 1021 2.5 69.7 216 195.9
Disposals and amounts written off U200 4 - (54) (18.8)
At 31 March 1997 3,674.7 1125 16,713.7 152.4 20,653.3
Depreciation o e e e+ e
At 1 April 1996 1,797.4 271 - 754  1,8999
j 47.0 0.7 - 14 49.1
""""" 6.7 1.3 - 162 842
Disposals and amounts written off (12.0% 0.8) - (5.2) (18.0)
At 31 March 1997 1,899.1 28.3 - 878 2,015.2
Netbookvalue U e e
At 31 March 1997 1,775.6 84.2 16,713.7 64.6 18,638.1
At 31 March 1996 1,699.2 816 16,2214 588 18,061.0
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3 Analysis of tangible fixed assets by asset type within service continued

MNon-
Specialised  specialised Infra-
operational  operational structure Other
assets assels assels assets Total
£m Im £m &m &m

¢) Total tangible fixed assets analysed Dy asset type
Gross replacementcost o N e
At 1 April 1996 5,211.5 210.2 21,0944 2979 26,8140
RP| adjustment 53 467 43 683.2
Additions 73 1536 526 3938
Disposals and amounts written off (26) - (11.4) (43.5)
At 31 March 1997 5,489.2 220.2 21,794.7 3434 27,8475
Depreciation o
At 1 April 1996 ] 2,519.3 57.5 - 1653 2,742
RPI adjustment _ 657 15 - 30 702
Chargeforyear = o087 27 - 7360 1484
Disposals and amounts written off | (29.3) (1.8) - (11.0)  (42.1)
At 31 March 1997 2,665.4 59.9 - 193.3 2,918.6
Net book value o L
At 31 March 1997 2,823.8 160.3 21,794.7 150.1 24,9289
At 31 March 1996 2,692.2 152.7 21,0944 132.6 24,0719
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Notes to the current cost financial statemenis

1997 1996
4 Working capital £m £m
Stocks .63 66
Trade debtors 70.0 673
Trade creditors (7.7} {8.0)
Short term capital creditors ase (@23
Infrastructure renewals accrual - asa @
Acoruals . (1298)  (1469)
Payments in advanc @43.9) (319
Tax and social security B2 G
Group trade d ©2 (29
Other trade d ac 41
Prepayments 44.5 35.6

(100.8) (150.9)
1997 1996
5 Reserves — current cost reserve im &m
At 1 April 1996 21,204.3 20,6176
RPI adiustmenté:
Fixed assets 6130  609.3
Working capital (3.9 3.7
Financing (20.1) {13.00
Grants and third party contributions 1.8  (10.9)
Cther adjustr-nent-sm T 7.9 45
At 31 March 1997 21,7892.4 21,204.3
1997 1996
& Reconciliation of current cost operating profit to net cash inflow from operating activities £m &m
Current cost operating profit 345.0 356.8
Working capital adjustment (3.9 3.7
Share of results of associated undertakings - 1)
Decrease/(increase) in stocks 0.3 (0.8)
Current cost depreciation 148.4' 141.7
Current cost profit on disposal of tangible fixed assets (2.5} (4.4)
Increase in debtors (14.4) (4.9)
(Decrease)/increase in creditors 2.49) 5.5
Release of provisions (15.8) (15.1)
Infrastructure renewals expenditure 76.8 70.2
Restructuring provision 20.0 -
Effect of other deferrals and accruals on operating activity cash flow (11.3) (22.2)
Net cash inflow from operating activities 540.2 523.0
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Five year summary at 1996/97 out-turn prices

1997 1996 1995 i994 1993
Profit and loss account £m £ £m £m £m
Turnover R 2191 9171 =~ 8953 8577 820.2
Current costoperatingcosts  (580.5) (560.) (6318) (5829) (5743)
Share of results of associated undertakings - 01 O 0.1 -
Other operating income ' 2.5 45 4.4 4.0 7.2
S 3411 3616 2678 = 2789 252.6
Working capital adjustment B 3.9 3.8 5.3 2.6 3.2
Current cost operating profit 3450 3654 2815 2558

Netinterest payable 351y @ (241) (105
Financing adjustment 20.1 13.3 8.1 1.0
Current cost profit before taxation e 3300 3431 2619 2635 246.3
Taxation ‘ (34.8)  (30.7) (5.8) -

2952 3124

295.2  312.4 2597 2463
@500 (1229) (4

(146.6)  (137.5)

Exceptional dividend S - (395.3) - - (663.0)
Current cost profit/(loss) retained 20,2 (205.8) 107.2 1131 (554.2)
1997 1996 1995 1994 1993
Balance sheet £m £m £m £m £m
Fixed assets
Tangible assets 24,9289 246978 245676 24,3614 24,073.0
Third party contributions since 1982/20 {531.2) (465.1) (403.2) (338.3) {275.0)
Working capital (100.8) (154.8) (145.3) (156.1) (118.4)
Net operating assets 24,2969 24,0779 24,0191 23,8670 23,6796
Cash and investments o723 1789 87.2 80.8 122.5
Non-trade debtors 1.3 6.8 13.9 1.5 13
Non-trade creditors due within one year (100.9}) (91.3) (33.3) (33.5)  (9L.0)
Creditors due after ane year (826.5) (868.6) (528.2) (508.5) (385.4)
Provision for liabilities and charges (293 (19.8) (46.0) 4.3) 9.2)
Dividends payable (125.0) - - - (18.6)
Net assets employed 23,299.2 23,2839 23,5127 23413.0 23,299.2

Capital and reserves

Called up share capital 1,000.0 10260 1,054.0 1,091.0 11,1160
Profit and loss account 509.8 502.3 7277 642.6 540.9
Current cost reserve 21,789.4 21,7556 21,731.0 21,6794 21,6423

23,299.2 23,2839 23,512.7 23,413.0 23,299.2
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Statement of Directors’ responsibilities

The Directors are required by the Companies Act 1985 to prepare financial statements for each financial year which give
a true and fair view of the state of affairs of the company as at the end of the financial year and of the profit or loss for the
financiai year.

The Directors consider that in preparing the financial statements on pages 27 to 39, the company has used appropriate
accounting policies, consistently applied and supported by reasonable and prudent judgements and estimates, and that all
accounting standards which they consider to be applicable have been followed.

The Directors are required to prepare the financial statements on a going concern basis, unless tt is inappropriate
to presume that the company will cantinue in business.

The Directors have responsibility for ensuring that the company keeps accounting records which disclose with reasonable
accuracy the financial position of the company and which enable them to ensure that the financial statements comply with
the Companies Act 1985.

The Directors have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the
company and to prevent and detect fraud and other irregularities.

Water Industry Act 1991

Further to the requirements of Company iaw, the Birectors are required to prepare financial statements which comply with
the requirements of Condition F of the Instrument of Appointment of the company as a Water and Sewerage Undertaker
under the Water Industry Act 1991 and Regulatory Accounting Guidelines issued by the Office of Water Services. This
additionally requires the Directors to:

a) Confirm that, in their opinion, the company has sufficient financial and management resources for the next 12 months;

b) Confirm that, in their opinion, the company has sufficient rights and assets which would enable a special administrator
to manage the affairs, business and property of the company;

¢) Report to the Director General of Water Services changes in the company’s activities which may be material in relation
to the company's ability to finance its regulated activities;

d) Undertake transactions entered into by the appointed business, with or for the benefit of associated companies or other
businesses or activities of the appointed business, at arm's length;

€) Keep proper accounting records which comply with Condition F.

Diversification and the protection of the core business
- Condition F6a

Severn Trent Water Limited hereby advise:

a) That in the opinion of the Directors, the Appointee will have available to it sufficient financial resources and facilities to
enable it to carry out, for at least the next 12 months, the Regulated Activity (including the investment programme necessary
to fulfil the Appointee's obligations under the Appointment); and

b) That in the opinicen of the Directors, the Appointee will for at least the next 12 months, have available to it management
resources which are sufficient to enable it to carry out those functions.

%RW(b

- —

For and on behalf of the beard
B Duckworth Managing Director
9 June 1997
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Report of the Auditors to the Director General of Water Services

We have audited the regulatory financial statements on pages 27 and 28 which have been prepared under the historical
cost convention and the accounting policies set out on pages 18 and 19, and the regulatory financial statements on pages
29 to 39 which have been prepared under the current cost convention and the accounting policies set out on pages 32 and 33.

Respective responsibilities of Directors and Auditors
As described on page 40 the company’s Directors are responsible for the preparation of regulatory financial statements. It is
our responsibility to form an independent opinion, based on our audit, on those statements and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the regulatory financial statements.

It also includes an assessment of the significant estimates and judgements made by the Directors in the preparation

of the regulatory financial statements, and of whether the accounting policies are appropriate to the group's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary

in order to provide us with sufficient evidence to give reasonable assurance that the regulatory financial statements are free
from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the regulatory financial statements.

Opinion

In our opinion, the regulatory financial statements contain the informaticon for the year to 31 March 1997 required to be
published and submitted to you by Severn Trent Water Limited, and its subsidiary undertaking East Worcester Water Plc
(together 'the group’ or the ‘appointees’), to comply with Condition F of the Instruments of Appointment granted by the
Secretary of State for the Environment of the group as Water and Sewerage Undertakers under the Water Industry Act 1991.

In respect of this information, we report that in our opinion:
a) Proper accounting recerds have been kept by the Appointees as required by paragraph 3 of Condition F of the Instruments
of Appointment;

b) The information is in agreement with the Appointees’ accounting records, complies with the requirements of Condition F
of the Instruments of Appeointment and has been properly prepared in accordance with the Reguiatory Accounting Guidelines
Numbers 1 o 4 issued by the Office of Water Services;

¢) The regulatory-financial statements on pages 27 and 28 give, under the historical cost convention, a true and fair view
of the revenues, costs, assets and liabilities of the Appointees and their Appointed Businesses; and

d) The current cost financial information on pages 29 to 39 has been properly prepared in accordance with Regulatory
Accounting Guideline 1.02, Accounting for Current Costs issued in May 1992 by the Office of Water Services.

o [.( Mo

Price Waterhouse

Chartered Accountants and Registered Auditors
Cornwall Court

19 Cornwall Street

Birmingham

B3 20T

9 June 1997
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O3 Cperating profit
W Profit for the financial year

1993 1994 1995 1996 1997

Profit and loss accounts £&m £m £m £m £m

Turnover 742.3 789.8 8470 895.6 919.1
Operating profit 287.9 316.3 300.5% 394.4 386.2~
Net interest payable (9.5) (22.2) (25.2) (34.8) (35.1)
Profit for the financial year 278.4 2941 275.3* 359.6 351.1~
Taxation - (5.3) (63)  (299)  (34.8)
Dividend (124.4) (135.0) (140.0) (120.0) (275.0)

Excepticnal dividend (600.0) - - {386.0) -
Retained profit/(loss) (446.0) 153.8 129.0* (176.3) 41.3~

*After restructuring provision of £55 million
~After restructuring provision of £20 million

1993 1594 1995 1996 1997

Balance sheets £m im £m £m m

Foedassets 25936 28715 30731 32050 34127
Met current liabilities (53.2) (38.9) (36.1) (35.2) (224.5)
Creditors: amounts falling due after more than one year (345;5) (466.1) (501.1y (846.5)  (826.5)
Provisians for liabilities, charges and deferred income (82.3) (108.1) (148.5) (112.2) (109.3)

2,1056 22584 23874 22111 2,2524

Capital and reserves o o

Called up share capital /10000 1,0000 1,000 10000 1,000.0
Profit and loss account 1,056 1,2584 13874 1,211 1,252.4
2,105.6 2,258.4 2,387.4 2,211.1 2,252.4

1993 1994 1995 1996 1997

Turnover by category £m £m £m £m £m
Measured charges } 680.1 240.8 255.3 274.6 286.8
Unmeasured charges 1} - 4186.8 527.4 552.9 562.9
Tradeeffluent 3.1 372 389 43l 43.4
Other 26.1 25.0 254 - 25.0 26.0
742.3 7898 847.0 895.6 819.1

Measured sewerage service charges now include both metered and non-metered charges to measured sewerage custormners.
This change has been made to ensure consistency with the Principal Statement on charges sent each year by the company
to the Director General of Water Services. Only the comparatives since 1994 have been restated.
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Financial

Gearlng

Gearing is the ratio of debt to the
company's equity, ie. shareholders’
funds. it is used as an indicator

of the ameunt of debt in proportion
to the equity of the company,

1993 1994 1995 1996 1997
Net harrowings £m £m £m £m £m
Cash at bank and at hand o 1064 69.8 76.7 167.0 72.0
Borrowings (375.1) 473.4 (491.8) (872.5) (848.6)

(268.7) (403.6) (4151) (7055) (776.6)

1993 1994 1995 19%6 1997
Key ratios £m £m £m £m im
Liquidity o o o
Current ratio {times) S 0.82 083 085 0.89 0.48
Profitability e } e . .
_Gross proft margin{%) _ 38.?8 4005 o 3548 44.04 4202
Return on capital employed (%): Historic cost 1133 1117 989 1244 12,11
Return on fixed assets (%): Historiccost 110 1102 978 12.31 11.32
Return on fixed assets (%): Currentcost 109 116 1l 148 1.38
Gearing L S , .
Debttoequity(%) 1276 1287 1739 3191 3448
Other e o
Turnover per employee (&) 99704 113,575 129689 151,029 160,038
Operating profit per employee (£} 38,670 45,485 46,011 66,509 67,247

1993 1994 1995 1996 1997
Employee numbers No. Ne. Ne. Ne. No.
Employee number (average) . 7445 6954 6531 5930 5743

Employee number (vear end) 7196 6757 67324 5862 5653
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Customer service

"Average annual household bill for 1997798
3% Other water companies
M Severn Trent Water

Water Sewerage Total
Charges (1997/98) £ £ £
Average annual unmeasured water charges (including customer rebates) .
Severn Trent Water - 8% 112 201
Average of other 9 water and sewerage companies ' 112 139 251
Equivalent cost per day per household o
Severn TrentWater 55 pence
QOther water and sewerage companies average 69 pence

Measured charges
Water supply . 67.99 pence/cubic metre
Sewerage 60.83 pence/cubic metre

Average household bill (including measured, unmeasured water charges and customer rebates)

Severn Trent Water o £202
Average of other 9 water and sewerage companies £246

1993 1994 1995 1996 1997
Customer payment statistics '000 000 '000 000 '000
Number of customers paying by instalments =~ 837 943 1121 1,205 1,295
Number of summonses 37 71 a0 20 94
Percentage of unmeasured customers summonsed (%) 1.4 2.7 3.3 28 2.3
Disconnections No. No. Mo, No. Ne.
Domeste 1215 590 557 462 457
Nomdomestic .. 410 269 220 159 230
Percentage of customers disconnected (%) 0.05 0.03 0.03 0.02 0.02
Customer complaints "000 000 000 000 000

14 9 9 10 10
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Customer service

2

Number of domestic disconnections

1993 1994 1995 1996 1997
Mo, No No Ne. No,

Customer contacts '000 '000 ‘000 ‘000 '000
By letter 1,014 1042 966 952 .58
Telephone calls 1,143 1,109 1,252 1,224 1,593
Total 2,157 2,151 2,218 2,176 2,277
Population . e
Water supply 6,209 7201 7224
Sewerage 8,201 8,226 8,262

Billed properties
Water
Unmeasured domestic

LesH

Unmeasured non-domestic 59

Sub-total 2,600 2,651 2,635 2,631 2,604
Measured domestic ons 170 210 240 290
Measured non-domestic 176 177 168 168 170
Sub-total 295 347 378 408 460
Total 2,895 2,998 3,013 3,039 3,064
Sewerage 3,355 3,383 3,376 3,402 3,417
New connections during year

Watersupply B3 25 26 3 2
Sewerage 27 28 29 25 25
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Response to billing queries
™ Over 20 days

% Under 20 days

# Under 10 days

£ Under & days

5 Under 2 days

Levels of service

Under Condition J of the Instrument of the Appointment of the Water and Sewerage Undertakers, the Director General of Water
Services requires the company to provide information on a series of levels of service indicators which compare the service

provided to a specified reference level.

Company performance against OFWAT service indicators (properties/population meeting DG reference levels)

1993 1994 1995 1996 1997
% % % % %

(DGl) Raw water availabitity
Percentage of the population who live in areas where
resources are adequate to meet demands 99.17 99.20 94.50 99.80 100.00
(DG2) Pressure of mains water o
Percentage of properties not at risk of receiving water at a pressure
level less than one and a half atmospheres at the stop tap on the
boundary of the property 99.38 99.53 99,40 $8.90 99.70
(DG3) Interruption of supply e
Percentage of bﬂrbbérrﬂties not experi'e'ncing loss of supply
for five or more interruptions for five hours or three
interruptions for twelve hours 99.99 99.99 99.87 99.70 99.92
(OGa) Water usage restrictions . . L
Percentage of properties not affected by: e o
Ban on hosepipes 100.00 100.00 99.10 0.00 49.20
Drought orders 100.00 100.00 100.00 100.00 100.00

1997 ban on hosepipes includes the effect of the continuation for 29 days into April 1996 of the 1995 hosepipe ban in the

East Midlands area.

(DG5) Floading from sewers

Percentage of properties where there is no risk of flooding from public

sewers at a frequency of more than twice in ten years 99.95 99.95 99.95 99.95 99,95
(DGB) Response to billing queries

Response time for replies to billing queries:

Under 2 days o 66.6 71.5 69.3 72.8 847
Under 5 days 83.2 845 20.1 81.5 89.8
Under 20 days 98.9 99.0 93.0 99.4 99.8
Over 20 days 11 1.0 1.0 0.6 0.2

In 1997 there were 2.3 million customer contacts, The company has achieved for 1997 the 'Very Good' classification as

measured against OFWAT’s illustrative profiles.
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Customer service

Response to written complaints
M Over 20 days

B Under 20 days

# Under 10 days

# Under 5 days

# Under 2 days

1993 1994 1995 1996 1997
Levels of service continued % % % % %
(DG7) Response to written complaints
Response time for replies to written complaints
Under 2 days 15.2 25.3 26.9 28.3 322
Under 5 days 56.0 gz.1 81.7 76.5 74.5
Under 10 days 96.7 979 98.0 96.6 90.6
Under 20 days 298 999 99.8 99.4 99.1
Qver 20 days 0.2 0.1 0.2 0.6 0.9

The number of customer complaints received in 1997 has decreased by 4.69% from those received in 1996. The company
has achieved for 1997 the *Very Good’ classification as measured against OFWAT's illustrative profiles.

(DG8) Billing of metered customers

Percentage of customers who receive bills for metered accounts during the year based on actual readings as opposed
to those based on estimates.

Companyread . Na N Na 947 961
Customer read SRR e Na ~ Na = Na = 21 2.9
Total read and billed in year N/a N/a N/a 96.8 99.0

(DG9) Telephone contacts

Response times to answering telephone call to the principal customer contact points

Under 15 seconds N/a N/a N/a 65.0 73.5
Under 30 seconds N/a N/a N/a 73.7 82.7
Qver 30 seconds N/a N/a N/a 26.3 17.3
Average respense times (seconds) N/a N/a N/a 40.2 19.7
Guaranteed standards scheme 1993 1994 1995 1996 1997
Complaints answered within the guaranteed standards

scheme time period ) 991%  995%  985%  985%  977%

Number of claims automatically accepted for guaranteed
standard payments N/a 5] 63 157 1,230
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Climate
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Severn Trent Region — Area Rainfall

Rainfall

1984

1985

1986

1987

1988

1990

1991

1992

1993

1994

1995

1996

Severn Trent region

— Rainfall {mm)

- % leng term average

777

w

741

814
105

T769

9%

759
%8

839
83

842
130

792
102

813~

105

631

579
77

Severn Basin
- Rainfall (mm)

842

813

- % long term ave;age
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8

856

856 805
103

97

811

28

104

83

624

78

Trent Basin
- Rainfall (mm)

715

685

790

747

676

47

781

785

N

540

~ % long term average

97

a3
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01

92

88

78

106

107

80
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Note: percentage long term average is based on figures from 1941 to 1970.

Figures relate to calendar year.
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Demand
,,,,, U s
-
bbb 2400
i o
A i 2300
} H
/\ 2200
2000
A M J Mi/day
Average weekly water demand
— 1995/96 level
— 1996/97 level
1593 1994 1995 1996 1997
Analysis of water supply sources MI/d Mlsd Misd Mi/d Ml/d
Reservoirs 567 576 587 526 476
River intakes 724 726 782 876 802
Groundwater 694 773 770 788 733
Total production 1,985 2,075 2,139 2,190 2,011
Treated water imports 18 17 17 21 20
Treated water exports (16) 9) (%) {9) {9)
Total water into supply 1,987 2,083 2,147 2,202 2,022
1993 1994 1995 1996 1997
Water demand MI/d Mi/d MI/d Misd Mi/d
Household demand 1,023 1,047 1,059 1,166 1,139
Non-househald demand 539 543 548 551 552
Water delivered to billed customers 1,562 1,590 1,607 1,717 1,691
Total water into supply 1,987 2,083 2,147 2,202 2,022
Company unaccounted for water as % of total water supplied 21 24 24 21 16
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Drought

measures

-

Company leakage

1995 1996 1997
Number of repairs carried cut on mains pipes 8,298 12,228 10,908
Average time taken to repair bursts on mains pipes (days) N/a 2.85 1.88
Number of repairs carried out on communication pipes N/a 14,247 12,552
Average time taken 1¢ repair bursts on communication pipes (days) - N/a 6.74 3.49
Number of repairs to customers’ supply pipes (service commenced January 1995) a17 2,519 8,294
Number of applications for free meter installation service (service commenced January 1996) N/a 11,200 59,027
MNumber of calls to ‘Leakline’ service (service commenced December 1995) N/a 16,703 19,088
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Investment

Annual Investment expenditure

1991 1992 1993 1994 1995 1996 1997
Investment expenditure £m £m £m £m £m £m £m
Resources and treatment 57 96 116 117 89 79 72
Distribution - 97 161 137 107 104 97 117
Sewerage S 67 108 a0 76 73 45 57
Sewage treatment 126 152 147 108 85 61 91
Recreation and amenity 1 11 4 2 2 1 i
Operational support 38 46 49 32 30 16 21
Other 9 11 7 3 3 23 53
395 585 550 445 386 322 412

Analysis of investment expenditure
Capital expenditure 348 482 462 380 320 252 335
Gross infrastructure expenditure 47 103 88 65 66 70 77
395 585 550 445 386 322 412
Cumulative investment since 1991 395 980 1,530 1,975 2,361 2,683 3,095
Physical outputs 1994 1995 1996 1997
Mains -added (Km) ... 293 309 239 248
. M e DL 408 392 499 577
- relined (Km) - 1016 878 408 347

37147 31,011 29985 48,508

- number of communicatic
Sewers — added (Km)

Approximate number of new starts duringyear
Approximate number of schemes completed during year

Approximate number of properties where problems of poor

pressure alleviated by investment 10,000 7,000 5,000 15,500 33,400
Number of properties where risk of flooding from sewers

has been removed 325 210 190 187 427
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Investment and quality

100

99.8

QOverall compliance, drinking water

Total

projected - 1997
Major operational schemes carried 1996/97 costs  Operational assets No.
out during year £m £m  Impeunding reservoirs
Melbourne water treatment works 73 48.7  Groundwater sources
Frankley water treatmen 5. 6 81 9 Rrver water |ntakes o
Freehold to Gugmrl! fgut water sewer- o 5 4 9 4 Surface water treatrnent ‘!‘."9"!‘? o
F mham sewage treatrnent works - - 5.2 40.7 Water supply booster__etatrgns
L|ttle Eaton water treatment works 4 7 164 Servrce reservoirs S
Coleshill studge disposal plant 4.4 6.7 Mains (Km)
Wing to Whatbourgh main 4.3 5.5 Sewers (Km)
Ogston water treat rks .0 221 Sewage treatment works N
Clayrnrlls sewage treatment works ' o 35 6.6 Sewage pumprng statrons
Mythe water treatment works 3.3 ;I.t'_):.4 Sewerage pumptngmetatrons
Hallam Fields sewage treatment works 3.1 5.6 Sludge treatment facilities
Water supply 1992 1993 1994 1995 1996
Overall quality of drinking water o
Number of samples o 84 761 _ 84808 ‘ 86524 ) ?9,020 77,654
% compliance with standards o 99.70% 99.75% 99.82% 99.83%  99.84%
Microbiological quality of drinking water
Water leaving treatment works |
Number of samples 28391 29745 29502 22,719
% omp!uance with standards N 99 9%7 99.9%  999% >99.9%
Water at service reservoirs - o B
Number of Sarnples N - 33,577 34,249 35914

‘ "99 9%” e
Number of samples 22793 20814 21,108 20,595
9% compliance with standards 99.6%  99.7%  998%  99.9%
i of drrnkrng water

Vy‘ater at custorners taps o i i L
Number of samples 22793 20814 21,108 20,595 20,262
% comphance with standards 99. 7% 99.7% 99 8% 99 8%, 99.8%,

Notes: information on guality is based on calendar year in accordance with current Drinking Water regulations. Many tests
are carried out on each sample. Compliance is based on these tests with over 286,000 being made during 1996. Percentage
compliance with standards as detailed in the Water Supply (Water Quality) regulations.
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Querall compliance, sewage effluent

Sewage treatment quality 1993 1994 1995 1996 1997
Qverall compliance with standards
Total number of sewage treatment works S 1,015 1,014 1,013 1014 1014
Number of sewage treatment works faiting consents 20 15 9 18 15
1 1 2 32
é?wage treatment works 0 0 ) 0 4 0
Water treatment works 1 3 0 1 1
Other 0 1 1 1 1
Compliance of numerically consented works 1992 1993 1994 1996! 1997!
]l\llgmber of works within numeric consents . 743 740 739 741 741
Co ry standards (95 percentile) R R
By tests to measure quality 92.0%  990%  994%  99.5%  995%
Byworks 98.9%  988%  991%  99.6%  100.0%
Compliance with sanitary standards (upper tier) . ) ) .
By tests to measure quality . | 999%  999%  999% >99.9%  >99.9%
Byworks | 964%  95.6%  989%  98.4%
Compliance with non-sanitary standards ' T
Byteststomeasure quaty | 989%  992%  99.1%  952%  943%
By works 90.09%  88.2%  86.7%  80.0%

Notes: Overall compliance with standards relates to financial year.

Compliance of numerically consented works figures for 1992 to 1994 are based on calendar year thereafter financial year.
Most failures relate to works which experience problems with colour derived from dye works.

1993 1994 1995 1996 1997
Sludge disposal tds tds tels tds tds
Method of sludge disposal

Farmland 83,000 85,000 86,000 80,000 81,000
Landfill 51,000 43,000 56,000 62,000 42,000
Incineration 27,000 28,000 14,000 19,000 28,000
Sea 0 0 0 0 0
Other 9,000 9,000 3,000 4,000 5,000
Total 170,000 165,000 155000 165,000 156,000

tds = tonnes dry solids
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Visitor and education centres

i

H

Pupils attending courses

Education centres

The company is committed to enhancing schoolchildrens knowledge about water, the environment and the company’s long
standing policy on conservation. The company's education centres permit a completely flexible approach to learning about the
local environment and the work that the company does from first-hand practical experience. The school units last for a whole

day and are pre-planned with the visiting teacher and the Severn Trent resident teacher.

Education centres are located at the following sites:

Cropston water treatment works Carsington reservoir
Stoke Bardolph sewage treatment works Hayden sewage treatment works
Minworth sewage treatment works Roundhill sewage treatment works

One other centre is planned for 1997/98:
Frankley water treatment works

Come and See centres

We have opened a number of Come and See centres throughout the region. At these specially equipped venues, usually
on operational sites, our experienced guides explain in everyday terms the processes we use to treat water for drinking,
or to clean water before returning it to the environment.

Visits usually involve a tour of the works, audio visual presentation and the opportunity to ask our staff questions relating
to the industry. Come and See centres are currently situated at the following sites:

Tittesworth water treatment works Cropston water treatment works
Carsington reservoir Minworth sewage treatment works
Church Wilne water treatment works Trimpley water treatment works
Derby sewage treatment works Campion Hills water treatment works
Shelton water treatment works Hayden sewage treatment works
Cannock sewage treatment works Redditch sewage treatment works

For further information on how to arrange a visit to one of our Come and See centres or to arrange for a group to attend at ane

of our education centres, please contact the Marketing department, Severn Trent Water Limited, 2297 Coventry Road,
Birmingham B26 3PU.

1994 1995 1996 1497
Education Centres and Come and See Education in Schools No. No. No. No,
Number of classes involved in educational programmes , 426 597 1,156 1,906
Number of pupils attending programmes. 16688 17073 31,398 65458
Number of teachers attending programmes ' 2787 2036 _ 2407 3,155

Number of other adults attending educational programmes
Comeand See Centres
Number of classes attending Severn Trent sites

Number of pupils touring operational Eiﬁt_g_si_

o Iso 232
3676 5843

1238 2033 1933 2

,344

Number of adults touring operational sites 29675 32325 21423 15759

External talks

Number of talks given to adult customers 854 1421 1918 2731
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Main offices

Information on the company may be obtained at any of the following main Severn Trent Water offices:

Registered office

Severn Trent Water Limited
2297 Coventry Road
Birmingharm 826 3PU

Tel: 0121 722 4000
Company number: 2366686

Directors

V Cocker

B Duckworth
J K Banyard
J M Foster
R Ireland

M Lily

D W Mattin
G P Noone
A Q Todd

R M Walker
M Wilson

Severn Trent Water Limited
Edgbaston Depot
Waterwerks Road
Birmingham B16 80D
Telephone 0121 456 1011

Severn Trent Water Limited
Sherbourne House

St Martin's Road

Finham

Coventry CV3 6P3
Telephone 01203 693333

Severn Trent Water Limlted
PO Box 5T

Raynesway

Derby DEZ21 7JA

Telephone 01332 661481

Severn Trent Water Limited
Staverion Depot

Staverion Airport
Cheltenham Road East
Gloucester GL2 9QY
Telephone 01452 712795

Severn Trent Water Limited
Leicester Water Centre
Gorse Hill

Anstey

Leicester LE7 7GU
Telephone 0116 234 0340

Severn Trent Water Limited
Hucknall Road

Nottingham NG5 1FH
Telephone 0115 960 8161

Severn Trent Water Limited
Shelton

Shrewsbury SY3 8BJ
Telephone 01743 265000

Severn Trent Water Limited
Westport Road

Burslem

Stoke-on-Trent ST 4JT
Telephone 01782 836336

Severn Trent Water Limited
Bromwich Road

Lower Wick

Worcester WR2 4BN
Telephone 01905 748484
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