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Thames Water Utilities Limited

Chairman's review

Utility Operations
The Utility business delivered a sound financial performance:

s turnover increased from £1,040m to £1,095m;

e operating profits went up by 9% to £474m,;

® operating costs, excluding depreciation and infrastructure renewals, remained broadly
the same;

o capital investment of £463m was made.

Customer Service is a Key Priority

As we move into a more competitive environment, the need to excel in our services to customers
becomes ever more important. Over the last year, our levels of customer service have risen to an
all time high, particularly in the areas of drinking water, and our customer contact handling. We
have maintained a high level of performance in sewage effluent compliance.

The importance we place on meeting the needs of our customers is also demonstrated by:

¢ our range of leaflets in large print and braille;

s services we offer for the deaf and hard of hearing;

¢ our Customer Assistance Fund to help and support customers who face financial
difficulties.

In December 1998, we received our sixth Utility Week Achievement Award, on this occasion in
recognition of the services provided by our 24-hour Customer Centre.

Future Plans, Future Prices

The Company has been working with Ofwat, the water regulatory body, to achieve a balanced
outcome from the Price Review for the five years from April 2000. In July, we are expecting the
Regulator to announce a draft determination of future charging limits for the Company. We
will then have an opportunity for further discussions with him, before his final decision is made
in November.

We believe we have achieved a fair balance to date:

e we have exceeded the external targets set in several areas, within the price cap
agreed at the Review five years ago;

e the efficiency of the business has improved significantly;
we have the lowest average bill for combined water and wastewater services in
England and Wales;

e our average unit costs for providing water and wastewater services are among the
lowest in the industry;

¢ we have shared our outperformance with customers through discretionary capital
investment, as well as a range of additional services.
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Capital Investment Achievements

Our capital investment programme is at the heart of our service improvements. This year, we
have mnvested £463m. Since privatisation in 1989, the Company has invested £3.5bn .

We completed our £350m Advanced Water Treatment programme ahead of schedule and under
budget, ensuring our drinking water meets strict European standards. Key to this success is our
pioneering Superfilter, making drinking water clearer and brighter than ever before.

A high point of the year was the official opening of our sludge-powered generators, at Beckton
and Crossness Wastewater Treatment Works, by His Royal Highness The Duke of Edinburgh.
We have invested £165m to build these plants, in preparation for new directives brought in to
end the disposal of scwage sludge at sea.

The generators represent an excellent source of renewable energy, creating enough
environmentally-friendly eleetricity to supply around 20,000 homes. This green energy is being
sold to businesses, as part of our relationship with the Renewable Energy Company to market
clectricity generated at 20 wastewater treatment works throughout the Thames Water region.

Managing our Water Resources

The drought of 1997 is now well behind us and we have learnt a great deal about how to make
the best use of our resources. We have invested £300m to reduce leakage over the last five years
and have developed the latest technology in leakage detection. We exceeded the demanding
Ofwat leakage target for 1998/99 and levels are now the lowest since reliable records began.

Rising groundwater under London is becoming an increasing problem for the capital city. The
Company has pledged to maximise the amount we use to supplement water supplies. We have
already opened up four borcholes, as part of a five stage solution involving more than 50 new
boreholes in the Capital.

The success of the Company relies on the hard work and dedication of our employees. T would
like to extend my personal thanks to all our staff and to weicome new employees who have
joined us during the year,

Chairman



Thames Water Utilities Limited

Directors' report
for the year ended 31 March 1999

The Directors present their report and the audited financial statements for the year ended 31
March 1999.

Principal activities and review of the year
The principal activities of Thames Water Utilities Limited are the supply of water to over 3.4

million premises and the collection and treatment of sewage from over 5.1 million premises,
serving around 12 million customers in London and the Thames Valley.

Details of the progress made and information relating to the various activities of the Company
during the year and plans for the future are given in the Chairman's Review on pages 3 to 4.

Results

The results for the year are set out in the Profit & Loss account on page 10.

Dividends

During the year, the Company proposed an ordinary dividend of £141.0m {1998: £143.4m).

In addition, the Company undertook a further restructuring, through a special dividend of £750m
(1998: £500m), and now has gearing in line with Ofwat’s stated assumptions for the forthcoming
Periodic Review.

The underlying dividend payment has been reduced to reflect the additional interest costs so that
there is a neutral cost of servicing capital finance.

Fixed Assets

In the opinion of the Directors, the market value of the Company's occupied properties is not
significantly different from the balance sheet value.

Ring Fencing

Under Condition K of its Instrument of Appointment, the Company is at all times required to
ensure, so far as reasonably practicable, that if a special administration order was made the
Company would have available to it sufficient rights and assets (other than financial resources)
to enable the special administrator to manage the affairs, business and property of the Company.
The Company was in compliance with that requirement as at 31 March 1999.

The Directors have prepared a certificate under Condition F6A of the Licence stating that the
Company will have available to it sufficient financial resources and facilities to enable it to carry
out, for at least twelve months, its regulated activities.
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Directors
The names of the Directors of the Company who served throughout 1998/99 are:-

W J Alexander (Chairman)

G W Maxwell (Managing Director)
D Badcock

J K Boudier

S R Jay (to 13 October 1998)

D I Luffrum

W S Lunn (from 22 March 1999)
IV May

J R Sexton

Directors’ Interests

Note 5 to the financial statements details the interests of the Directors in the shares of Thames
Water Plc. None of the Directors has any interest in the shares of Thames Water's subsidiary
companies.

Significant Contracts

During the year under review none of the Directors had significant contracts with Thames Water
Ple or any other Group company other than their contracts of service.

Policy on Payment of Suppliers

The Company supports a number of initiatives to promote a prompt payment culture, including
those proposed by the Construction Round Table and the CBI. The implementation of these
principles in the Company's arrangements with its suppliers is managed by its procurement
subsidiary CONNECT 2020, whilst arrangements with its contractors are managed through the
Engineering Department. All payments to suppliers, service providers and contractors are made
on the basis of mutually agreed terms and conditions which are established in advance of
purchases.

The amount due to trade creditors at 31 March 1999 represented 47 days’ purchases received
from those creditors.

Employees

During the year we have involved a large number of managers in the development of a Statement
of the Company’s Business Principles, laying a foundation for ethical conduct in all aspects of
the Company’s dealings. The Company’s values are: success, responsiveness, professionalism,
respect for others, honesty and integrity, and challenge and innovation. These values
characterise the way that we want the Company to deal with all its stakeholders: including
customers, empleyees and shareholders. The behaviours which turn them into actions are
embedded in all aspects of the business such as recruitment, performance management,
development and training, employee relations and reward and recognition.

We continue to invest in the training of our employees to ensure they can fulfil their job
responsibilities and to develop them for the future.

We continue to develop significant changes in our approach to managing employee performance
and reward and have paved the way for more devolved arrangements for the future.
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We continue to acknowledge the importance of communication with our employees on key
business issues, and we mtend to improve on this.

We have played a part in the Government's "New Deal Welfare to Work" programme providing
a number of opportunities for young people to gain rewarding work. We have maintained an
active recruitment strategy for technicians and graduates.

Health and Safety

It is the policy throughout the Company to ensure that health and safety standards are maintained
af a high level in order to protect both our employees and members of the public. All managers
and employees have responsibility for implementing this policy under the guidance of the
Health, Safety and Risk Manager and his team.

This year has seen the development of a wide range of initiatives aimed at improving health and
safety standards and further embedding these in the culture. This, coupled with an ongoing
commitment to providing health and safety training at ail levels, has resulted in our lowest ever
accident incidence rate.

Employment for the Disabled

The Company recognises its responsibility for the employment, training, career development and
promotion of disabled persons. Every effort is made to continue to employ those who become
disabled while working for the Company.

Research and Development

We view Research and Development as a high priority. Qur strategy remains focused on
developing innovative solutions i support of improvements in customer service, drinking water
quality and protection of the environment. Particular emphasis is being placed on water
efficiency and the effects of climate change on future demand.

Corporate Governance

A full statement on the Group’s compliance with the provisions of the Code of Best Practice is
set out in the Annual Report of Thames Water Plc.

Directors' Responsibilities

Company law requires the Directors 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 of the Company for that period. In preparing those financial statements, the
Directors are required to:

select suitable accounting policies and then apply them consistently;
make judgeraents and estimates that are reasonable and prudent;
state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

. prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the Company will continue in business.

The Directors confirm that the financial statements comply with the above requirements.
The Directors are responsible for keeping proper accounting records, to safeguard the assets of

the Company and for taking reasonable steps for the prevention and detection of fraud and other
irregularities.
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Year 2000

A full statement on the Group’s assessment of the risks and uncertaintics associated with the year
2000 problem, its plans to address these issues and the related costs 1s set out in the Annual
Report of Thames Water Pic.

Auditors
Following the merger of Coopers & Lybrand and Price Waterhouse, Coopers & Lybrand
resigned as the Company’s auditors on 16 September 1998 and the Board appointed

PricewaterhouseCoopers as auditors of the Company. They have expressed their willingness to
continue in office and a resolution for their appointment will be proposed at the Annual General

Meeting. /
// T

David Badcock Gordon W Maxwell
Secretary and Legal Director Managing Direclor

Approved by the Ppard

o
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Report of the auditors
to the members of Thames Water Utilities Limited

We have audited the financial statements on pages 10 to 31.
Respective responsibilities of directors and auditors

The Directors are responsible for preparing the Annual Report including, as described on page 7,
the financial statements. Our responsibilities, as independent Auditors, are established by
statute, the Auditing Practices Board and by our profession’s ethical guidance.

We report 1o you our opinion as to whether the financial stalements give a true and fair view and
arc properly prepared in accordance with the Companies Act. We also report to you if, in our
opinion, the Directors’ report is not consistent with the financial statements, if the Company has
not kept proper accounting records, if we have not received all the information and explanations
we require for our audit, or if information specified by law regarding Dircetors’ remuneration
and transactions with the Company is not disclosed.

We read the other information contained in the Annual Report and consider the implications for
our report if we become aware of any apparent misstatements or material inconsistencies with

the financial statements.
Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices
Board. Ap audit includes examination, on a test basis, of evidence relevani 10 the amounts and
disclosures in the financial statements. It also includes an assessment of the significant estimates
and judgements made by the Directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the Company’s circumstances, consistently
applied and adequately disclosed.

We planned and performed our audit so as o obtain all the mmformation and explanations which
we considered necessary in order to provide us with sufficient evidence 1o give reasonable
assurance that the 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
presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the
Company at 31 March 1999 and of its profit for the year then ended and have been properly
prepared in accordance with the Companies Act 1985.

Do (el o
PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Reading

10 June 1999
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Profit and loss account
for the year ended 31 March 1999

Notes 1999 1998
fm £m
Turnover 2 1,094.5 1,040.2
Operating costs 2&3 (630.3) (610.1)
Operating income 4 9.4 0.5
Operating profit 473.6 430.6
Interest 6 (77.6) (50.7)
Profit on ordinary activities before taxation 2 396.0 379.9
Tax on profit on ordinary activities 7 (75.9) (64.1)
Profit for the financial year 320.1 3158
Dividends g (891.0) (643.4)
Deficit for the year 19 (570.9) (327.6)

All amounts above relate fo continuing operations.

The Company has no recognised gains and losses other than the profits stated above and therefore no
separate statement of total recognised gains and losses has been presented.

There 1s no difference between the profit on ordinary activities before taxation and the deficit for the
year stated above, and their historical cost equivalents.
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Balance sheet
at 31 Maich 1999

Fixed assets
Tangible assets
Investments

Current assets

Stocks and work in progress
Debtors

Cash at bank and in hand

Credifors: amounts falling due within one year
Net current liabilities

Total assets less current liabilities

Creditors; amounts falling due after more than one year
Net assets

Capital and reserves
Called up share capital
Share prentium account
Profit and loss account
Equity shareholders’ funds

The notes on pages 12 to 31 form part of these financial statements.

Notes

I
12

17
18
19

1999 1998
fm Lm
3,945.5 3,646.7
Q.1 0.1
3,945.6 3,6468
123 12.3
265.6 2237
17.5 133
2954 2493
(1,184.9) (702.6
(889.5) (453.3)
3,056.1 32,1935
(1,219.6) (786.1)
1.836.5 2,407.4
1.029.0 1,029.0
100.0 100.0
707.5 1,278.4
1,.836.5 24074

The financial statements were approved by the Board of Directors on 7 June 1999 and were signed on

its behalf by:

e

J K Boudier
Director

11
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Notes to the financial statements
for the year ended 31 March 1999

Principal accounting policies

A summary of the more important accounting policies, which have been applied consistently, is set
out below.

(@)

(b)

(c)

(d)

Change in accounting policies and presentation of financial information

The Company has adopted the requirements of Financial Reporting Standard (FRS) 11, 12
and 13 1ssued by the Accounting Standards Board during the year ended 31 March 1999.
IFRS 11 (mpairment of fixed assets and goodwill) and FRS 12 (provisions and
contingencies) have not had a significant effect on the financial statements. FRS 13
(derivatives and other financial instruments) has required further disclosure of the
Company’s financial instruments; narrative disclosures and numerical disclosures are set
out in note 15 to the financial statements.

Basis of preparation

The financial statements have been prepared in accordance with the historical cost
convention and with applicable Accounting Standards i the United Kingdom and, except
for the treatment of certain capital contributions, with the Companies Act 1985. An
explanation of the departure from the requirements of the Act is given in note 1(e) below.
Consolidated Group financial statements have not been prepared as the Company is a
wholly owned subsidiary of Thames Water Plc.

Turnover

Turnover, which excludes value added tax, represents the income receivable in the ordinary
course of business for goods and services provided.

Tangible fixed assets
Tangible fixed asscts comprise:

o Infrastructure assets (being mains and sewers, impounding and pumped raw water
storage reservoirs and sludge pipelines}; and

¢ Other assets (including properties, overground plant and equipment).
(i) Infrastructure assets:

Infrastructure assets comprise a network of systems. Expenditure on infrastructure
assets relating to increases in capacity or enhancements of the network is treated as
additions.

Expenditure on maintaining the operating capability of the network in accordance
with defined standards of service is charged as an operating cost and is classified as

infrastructure renewals expenditure.

No depreciation 1s charged on infrastructure asseis because the network of systems
is required to be maintained in perpetuity and therefore has no firite economic life.

12
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(i)

(e)

M

()

(h)

Other assets:
Other assets are included at cost less accumulated depreciation.
Freehold and long leasehold land is not depreciated. Assets in the course of

constructton are not depreciated until they are commissioned. Other assets are
depreciated evenly over their estimated economic lives, which are principally as

follows:
Buildings:
- Operational structures 40 - 80 years
- Other 30 - 60 years
Fixed and mobile plant 20 - 40 years
Vehicles, computers, fixtures and fittings 3 - 10 years

Capital contributions

Capital contributions received in respect of infrastructure assets have been deducted from
the cost of fixed assets. This i1s not in accordance with Schedule 4 to the Companies Act
1985 which requires fixed assets 1o be stated at their purchase price without deduction of
comiributions which are accordingly accounted for as deferred income. This departure from
the requirement of the Act is, in the opinion of the Directors, necessary for the financial
statements 1o give a true and fair view because infrastructure assets do not have a finite life
and are not depreciated. Accordingly related capital contributions would not be recognised
in the profit and loss account. The effect of the departure on the value of tangible fixed
assets 1s disclosed in note 9.

Where material, contributions received towards the cost of other assets are accounted for as
deferred income and released to the profit and loss account over the useful lives of the
assets.

Leased assets

Where assets are financed by leasing arrangements which transfer substantially all the risks
and rewards of ownership of an asset to the lessee (finance leases), the assets are teated as
if they had been purchased and the corresponding capital cost is shown as an obligation to
the lessor. Leasing payments are treated as consisting of a capital element and finance
costs, the capital element reducing the obligation to the lessor and the finance charges
being written off to the profit and loss account over the period of the lease in relation to the
assets’ written down values. The assets are generally depreciated over the shorter of their
estimated useful lves and the lease period.

All other leases are regarded as operating leases. Rental costs arising under operating
leases are expensed in the year in which they are incurred.

Investmerts

Investments held as fixed assets are stated at cost less provisions for permanent diminution
in value.

Investments held as current assets are stated at the lower of cost and net realisable value.
Stocks and work in progress

Stocks and work in progress are valued at the lower of cost and net realisable value. Cost
includes labour, material, transport and an element of overheads.

13
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(i)

@

(k)

O

(m)

Pension costs

‘The majority of the Company's employees belong to pension schemes which are funded by
both employer’s and employees' contributions and which are of the defined benefit type.
The pension cost is assessed in accordance with the advice of an independent, qualified
acluary to recognise the expected cost of providing pensions on a systematic and rational
basis over the expected remaining service lives of employees. Any difference between the
cost charged and the amounts paid by the Company is treated as a prepayment or accrual.

Foreign currencies

All transactions denominated 1 foreign currencies are translated into sterling at the actual
rate of exchange ruling on the date of the transaction. Assets and liabilities m foreign
currencies are translated into sterling at rates of exchange ruling at the balance sheet date.
All exchange differences arising are dealt with in the profit and loss account.

Research and development

Research and development expenditure 1s charged o the profil and loss account in the year
in which 1t 1s mcurred.

Taxation

The charge for taxation 1s based on the profit for the year as adjusted for disallowable and
non-taxable items.

Tax deferred or accelerated is accounted for in respect of all material timing differences to
the extent that it 1s probable that a hability or asset will crystallise. Provision 1s made at the
rate which is expected to be applied when the liability or asset is expected to crystallise.

Cash flow

In accordance with the provisions of Financial Reporting Standard 1 (FRS 1}, no cash flow
statement has been prepared. The information required under FRS 1 is included in the cash
flow statement provided in the financial statements of Thames Water Plc. However, (o
comply with Regulatory Accounting Guidelines, a current cost cash flow statement is
provided in the supplementary regulatory information.

14
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2 Segmental analysis by class of business
Water  Sewerage Other Total Total
supply services trading 1999 1998
activities
£m £m £m £m £m
TURNOVER
Measured charges 153.6 159.2 - 3128 268.3
Unmeasured charges 273.6 434.8 - 7084 700.1
Trade effluent charges - 23.8 - 238 24.6
Developer services 2.0 4.6 43 10.9 109
Other income 7.0 125 19.1 38.6 36.3
Total Turnover 1999 436.2 034.9 234 1,094.5
Total Turnover 1998 401.0 615.2 240 1,040.2
OPERATING COSTS
Operating costs before depreciation and
maintenance of infrastructure assets (225.2) {215.3) (20.8) (461.3) (401.7)
Depreciation (60.8) (67.5) - (128.3) (109.0)
Infrastructure renewals charge (21.6) (19.1) - {40.7) (39.4)
Tatal Operating costs 1999 (307.6) (301.9) (20.8) (636.3)
Total Operating costs 1998 {(307.7) (283.2) (19.2) (610.1)
Operating profit 128.6 3330 2.6 4642 430.1
Profit on sale of fixed assets 8.1 1.3 - 9.4 0.5
Interest {36.0) (41.6) - (77.0) (50.7)
Profit on ordinary activities before
taxation 1999 100.7 292.7 2.6 396.0
Profit on ordinary activities before
taxation 1998 71.2 3034 53 3799
Turnover derives wholly from within the United Kingdom.
1999 1998
£m £m
Net assets
Water supply 1,718.0 1,518.4
Sewerage services 1,987.6 1,782.5
Net operating assets 3,705.6 3,300.9
Net interest bearing liabilities (1,869.1) (893.5)
1,836.5 24074
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3 Operating costs

Analysis of operating costs by type of expense:

1999 1998
£m £m
Manpower costs 140.8 133.8
Other external charges 288.9 283.5
Materials and consumables 22.7 24.1
Other operating charges 26.9 40.8
Infrastructure renewals charge 40.7 394
Depreciation:
* own assets 120.7 99.6
» agssets held under finance leases 76 9.4
Rentals under operating leases:
« hire of plant and machinery 2.4 2.8
« other 4.1 1.8
Auditors’ remuneration:
o for audit work 0.2 0.1
¢ for non audit work (2) 0.4 0.3
Research and development 8.0 7.9
663.4 643.5
Own work capitalised (33.1) (33.4)
630.3 610.1

(a) In addition 1o these costs, the auditors received remuneration of £nil (1998 £0.8m) for non-

audit work which 1s included in the cost of capital projects.

4 Operating income
1999 1998
£m £m
Profit on disposal of fixed assets 7.8 8.8
Profit/(Loss) on disposal of assets related to the redevelopment of the
Reading office 1.6 (8.3)
924 0.5
Taxation attributable, mcluded in the charge for the year 0.1 0.1
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5 Information regarding Directors and employees

Directers' remuneration

1999 1998
£7000 £7000

Salary ‘ 400 492
Bonus 41 84
Other benefits 43 59
Aggregate emoluments 484 635

Retirement benefits are aceruing to 5 (1998: 5) Directors under a defined benefit scheme.

During the year 4 Directors exercised share options and 5 Directors became entitled to
receive shares in Thames Water Ple under the long-term incentive scheme.

Highest paid Director 1999 1998
G W MaxweH (1998; I Badeock) £7000 £000
Aggregate emoluments and benefits 115 123
Accrued pension at end of year 29 52

The above details of Directors' remuneration do not mclude D Badcock, D J Luffrum and W J
Alexander ( 1998: D Badcock (from 1 March 1998), D ] Luffrum and W J Alexander ) who are
remunerated by Thames Water Ple in respect of their services to the Group as a whole. Due to the
size and complexity of the Group, the emoluments of the Directors of the Parent Company are not
apportioned across the group companies.

Full details of their remuneration including options and awards under the long-term restricted share
plan are disclosed in the financial statements of Thames Water Plc.
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Directors' interests

a) Executive share options in the share capital of Thames Water Plc

Director At

J K Boudier 10,000
11,000

G W Maxwell 11,500
IV May 12,500
J R Sexton 6,000
7,300

the year

(10,000)
(11,000)
(11,500)
(12,500)

(7,300;

Number of options
31.03.98 exercised during

No options were granted or lapsed during the year.

b) Long-Term restricted share plan in respect of shares in Thames Water Ple

Director

T K Boudier
G W Maxwell
IV May

J R Sexton

Notes

09.07.97
11.08.98
09.07.97
11.08.98
09.07.97
11.08.98
09.07.97
11.08.98

Al
31.03.99

Date of award

Exercise
price

453p
560p
560p
560p
453p
360p

Number of shares -

Market
price on
exercise

1117p
1206p
1206p
1206p

1206p

maximium

1,647
1,520
1,830
1,788
1,627
,502
1,627
1,538

Date when
exercisable

08.12.97
08.12.98
08.12.98
08.12.98
08.12.97
08.12.98

Expiry
date

07.12.04
07.12.05
07.12.05
07.12.05
07.12.04
07.12.05

Earliest
vesting date

01.04.2001
01.04.2002
01.04.2001
(1.04.2002
01.04.2001
01.04.2002
01.04.2001
01.04.2002

The number of shares that will vest under the long-term plan s determined by the Group’s position
relative to similar companies in the UK based upon comparative total sharcholder return over a four
year period. Should Thames Water Ple rank below fourth place then no shares will vest and the

Directors’ interest in the shares will lapse.

The proportion of shares to vest for fourth place and above is graduated as follows:-

4th 25% of the shares
3rd 50% of the shares
1st2nd  100% of the shares
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¢) Thames Water Sharesave Scheme

The followmg Directors have options under the Thames Water Sharesave Scheme which is

available to all employees.

Director Number of options
1999 1998
JK Boudier 3,340 3,340
G W Maxwell 2,078 1,642
J R Sexton 3,340 3,340

Exercise price

421p-442p
420p-887p
421p-442p

The market price of the shares at 31 March 1999 was 940p and the range during the period 1 April

1998 to 31 March 1999 was 920p to 1208p.

d) Share bonus plan in respect of shares in Thames Water Plc

Director Date of award Number of shares -
maximum

T K Boudier 11.08.1998 363

G W Maxwell 11.08.1998 407

IV May 11.08.1998 362

TR Sexton 11.08.1998 362

Notional value*
£000

3.6
4.0
3.6
3.6

Earliest
vesting date

11.08.2001
11.08.2001
11.08.2001
11.08.2001

* the notional value of the shares 1s based upon the market price of Thames Water Plc shares at the

close of business on 28 May 1999. The market price was 990p.

Directors' interests in the ordinary share capital of Thames Water Plc

Beneficial ewner Shares held as at
31 March 1999

J K Boudier 13,297
G W Maxwell 6,359
JV May 36
J R Sexton 423

Shares held as at
31 March 1998

14,475
2,904
40
430

In addition to the shares noted above, J K Boudier (127), G W Maxwell (127), J V May (40) and J
R Sexton (127) have B shares held in trust under the Thames Water Profit Sharing Scheme. W S

Lunn held no shares in Thames Water Plc.

W J Alexander, D Badcock and D J Luffrum were also Directors of Thames Water Plc at 31 March
1999 and their share interests are shown in the financial statements of that Company. None of the

Diirectors has any interest in the shares of Thames Water Plc's subsidiary companies.

Transactions with Directors and officers

There are no transactions or arrangements which are required to be disclosed under the provisions

of the Companies Act 1985.

19
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Employee information

Average number of persons employed by the Company, including Executive Directors, analysed by

class of business:

1999 1998
Number Number
Water supply 3,267 3,257
Sewerage services 2,360 2,352
Total 5,627 5,609
1999 1998
"£m £m
Employment costs including Executive Directors’ remuneration
were:
Salaries and wages 125.9 121.7
Social security costs 10.6 9.9
Pension contributions (note 23) 9.8 8.7
Total 1463 140.3

Total employment costs include £3.8m (1998: £4.7m) which is included in the infrastructure
renewals charge and £1.7m (1998: £1.8m) which is included in research and development in note

3.
6 Interest
1999 1998
£m fm
Bank loans, overdrafts and other loans:
- bank loans {31.8) {23.9)
- other loans {8.0) (3.0)
- group loans {29.5) {(15.7)
Finance charges in respect of finance ieases (16.7) (14.0)
Interest payable and similar charges (86.0) (56.6)
Interest receivable 8.4 5.9
Total (77.6) (50.7)
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7 Taxation

UK corporation tax at 31% (1998: 31%)
Amount payable to group companies in respect of tax saved by group
relief:

Group relief
Surrender of ACT

Deferred Taxation

Prior year itlems - Deferred Tax
- Other

1999 1998
£m £m
31.0 235
- 4.4
54.2 427
- (1.2}
§5.2 694
- 1.2
(93) (6.5)
75.9 64.1

The corporation tax payable for the year has been reduced by £54.2m (1998: £47.1m) because of
ACT received (1998: group relief and ACT received) from group companics for which payment of

£54.2m will be made on 1 January 2000.

8 Dividends

Dividends paid

Dividends proposed
Additional dividend
9 Tangible fixed assets
Land and Plant and
buildings equipment
£m £m
Net cost
At1 April 1998 1,423.5 1,579.9
Additions 100.8 202.8
Disposals (0.8) (28.4)
Capital contributions - -
At 31 March 1999 1,523.5 1,754.3
Depreciation
Atl April 1998 2771.3 418.2
Provided during the year _ 274 100.9
Disposals (0.3 (26.8)
At 31 March 1999 304.4 492.3
Net book value
At 31 March 1999 1,219.1 1,262.0
At 31 March 1998 1,146.2 1,161.7
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1999 1998
£m £m
141.0 142.0

- 1.4
141.0 143 .4
750.0 500.0
891.0 043 .4
Infrastructure Total

assels

£m £m
1,338.8 43422
159.9 463.5
- (29.2)
(34.3) (34.3)
1,464.4 4,742.2
- 695.5

- 1283
- {27.1)

- 796.7
1.464.4 3,945.5
1,338.8 3,646.7
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In order to give a true and fair view (note 1(e)) the cost of infrastructure assets is stated after the

deduction of capital contributions amounting to £216.7m

(1998 £182 4m).

The net book value of land and buildings is analysed as follows :

Freehold Jand and buildings
Leasehold over 50 years
under 50 years

1999 1998
£fm £fm
1,194.8 1,122.2
20.1 19.7
4.2 43
1,219.1 1,146.2

No depreciation has been charged on freehold Jand included above at £6.4m (1998: £5m).

Tangible fixed assets at 31 March 1999 include £306.4m
of construction.

Details of the Company’s tangible fixed assets which are

Plant and equipment

(1998: £464.3m) of assets in the course

held under finance leases are:

10 Fixed asset investments

Cost of shares in subsidiary

Cost Net book value
1999 1998 1999 1998
£fm £m fm £m
270.2 289.6 245.7 2393
1999 1998
£fm £m
0.1 0.1

At 31 March 1999 the Company held more than 10% of the allotted share capital of the following

undertakings:

Name of undertaking Class of
shares held

Gemwel Limited Ordinary

Thames Water Drainage

Services Limited Ordinary

CONNECT 2020 Limited Ordinary

Thames Water Utilities

Finance Pl¢ Ordinary
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Proportion of
nominal value of
issued shares held

Activity

50% Water and Sewerage
Services
100% Sewerage
Management
100% Procurement
100% Finance
Company
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AL 31 March 1999 and 31 March 1998 the net asset values of Thames Water Drainage Services
Limited and Thames Water Utilifies Finance Ple were £2 and £50,000 respectively. No profits or

losses have been made in either of the years concerned.

CONNECT 2020 Limuited had a deiicit on reserves of £1,462,000 at 31 March 1999 (1998:

£1,400,000).

Gemwel Limited had a deficit on reserves of £35,000 at 31 March 1999 (1998: £46,000).

11 Stocks and work in progress

Raw materials and consumables
Work In progress

Total

12 Debtors

Due within one year

Trade debtors

Amounts owed by group undertakings
Other debtors

Prepayments and accrued imcome
Infrastructure renewals expenditure

Total

13 Creditors: amounts falling due within one year

Bank loans (note 15)

Other loans (note 15)

Obligations under finance leases (note 15)
Progress claims and advance payments
Trade creditors:

e Operating

¢ Capital

Amounts owed to group undertakings
Amount payable in respect of group relief and advance corporation tax
Corporation tax

Other taxation and social security payable
Accruals and deferred income

Proposed dividend

Total

1999 1998
£m fm
11.1 11.1
1.2 1.2
123 12.3
1999 1998
£m £m
120.9 104.9
234 21.1
4.7 13.3
107.1 78.9
9.5 5.5
2065.6 2237
1999 1998
£m fm
96.0 69.4

- 1.1

1.8 1.3
71.9 65.6
40.9 31.7
103.1 108.5
665.8 240.1
54.3 454
359 24.0
3.6 33
111.0 110.8
- 14
1,184.9 702.6
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Amounts owed ta Group undertakings mnciudes an interest bearing loan of £621.3m (1998: £94m)
which 15 repayable on normal commercial terms. There are no interest free Toans (1998: £1 15.5m).

14 Creditors: amounts falling due after more than one year
1999 1998
£m £m
Bank loans (note 15) 356.9 298.1
Other loans (note 15) 32.6 324
Obligations under finance leases {note 15) 261.2 260.4
Amounts owed to group undertakings (see below) 516.2 150.0
Other creditors 8.8 7.0
Defeived income 439 382
Total 1,219.6 . 786.1

A subsidiary undertaking, Thames Water Utilities Finance Ple, has in issue £516.2m (1998:
£150m) Guaranteed Bonds. The net proceeds were loaned to the Company under the same terms
and £516.2m (1998: £150m)} 1s included in amounts owed to group undertakings in respect of this
ioan. The Company has guaranteed the principal and interest payments of the subsidiary

undertaking due under the terms of the bond.
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15 Financial instruments

Financial Reporting Standard 13 requires disclosure of the Company’s Funding and Treasury
Policy together with further details on its financial assets and labilities.

Funding and Treasury Policy

The Group’s funding policy is to mamtain a broad portfolio of debt, diversified by source and
maturity in order to protect profits against risks arising from adverse movements in interest rates
and currency exposures.

Derivative financial instruments, mcluding cross currency swaps, interest rate swaps and forward
contracts are employed to manage the interest rate and currency risks arising from the primary
financial instruments used to finance the Company’s aclivities.

-

A statement regarding the management of Treasury operations is set out in the Annual Report of
Thames Water Plc.

Short term debtors and creditors have been excluded from financial mstruments® disclosures.
Financial assets

Interest rate risk profile

1999

Total at floating  Total at fixed rates  Total book value

rates
£m £m £m
Cash at
bank/hand
- £ Sterling 15.2 - 15.2
- Others 2.3 - 23
17.5 - 17.5

Base rate is the benchrmark rate for all cash at bank.
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Financial liabilities

Interest rate risk profile

Banks loans &
overdraft
- £ Sterling

(Other loans &
finance leases
- £ Sterling

1999
Fixed rate liabilities
Total at Total at Total book Weighted Weighted
floating fixed rates value average interest average period
rates rate until maturity
for which rate
-~ is fixed
fm £m £fm Yo years
110.5 343.0 4535 8.0 84
110.5 343.0 4535 8.0 8.4
850.9 582.2 1,433.1 7.4 194
850.9 582.2 1,433.1 7.4 19.4

The Company’s interest rate and cross currency swaps convert £63.4m of floating rate borrowings into
fixed rate and hedge the sterling value of £11.2m foreign currency borrowings.

Additionally, interest rate swaps are in place which convert £10m of fixed rate borrowings from an
average fixed rate of 10.5% to floating rates (based on LIBOR) for a weighted average remaining term of

2.7 years.

Short term lending bears interest at rates linked to LIBOR.

Currency risk

The Company is not exposed to any significant currency risk after taking the effects of its cross
currency swaps and forward rate contracts into consideration,
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Fair values

Fair value 1s the amount al which a financial instrument could be exchanged in an arm’s length
transaction between informed and willing parties, other than a forced or liquidation sale. The
table below sets out a comparison of the book and fair values of the Company’s financial
mstraments.

1999

Total book Total fair value

value
£m £m

Primary financial instruments X
- Financial assets 17.5 - 17.5
- Financial liabilities {1,386.6) (1,971.6)
Derivative financial mstruments
- Interest rate and cross currency swaps (8.3)

(1,869.1) (1,962.4)

Primary financial instruments include bonds which are traded on a public market, Fair vaiues for
these have been calculated using the 31 March 1999 quoled prices. Mark {o markel techniques
(discounting expected cashflows at prevailing interest and exchange rates) are employed in
computing fair values for the remaining fixed rate borrowings and all derivative financial
instruments. Floating rate liabilities have fair values which approximate to book value,

Book values of primary financial instruments are shown gross of the effect of any hedging

instrument. Therefore, the effects of revaluing foreign currency borrowings at closing rates 1s
included in the fair valuation.
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Maturities

Bank loans and overdrafis
- Within one year

- Between one and two years
- Between two and five years
- After more than five years

Other loans and finance
leases

- Within one year

- Between one and two years
- Between two and five vears
- After more than five years

Total borrowings

¢ Loans are repayable between 1999 and 2028.

* Loans wholly repayable after more than five years hence are:

-Bank loans
-Other loans

1999 1998
£m £m
96.6 69.4
16.8 16.1
§0.2 52.7
2599 2293
453.5 367.5
623.1 211.9
2.7 2.5
228.3 160.4
579.0 2799
1.433.1 654.7
1,886.6 1,022.2
1999 1998
£fm £m
200.0 150.0
330.0 324
530.0 182.4

+  Other loans include loans totalling £32.4m (1998: £32.4m) which are secured on the revenues of

the Company.

« Loans repayable by instalments after more than five years hence are :-

- Bank loans
- Finance leases

1999 1998
£fm £m
59.9 79.3
249.0 247.5
308.9 326.8

e The range of interest rates on ouistanding bank loans are 5.92% to 11.5% (1998: 6.25% to 11.5%)
and other loans are 3% to 9% (1998: 3% to 11%). These interest rates are those contracted on the

underlying borrowings before taking account of interest rate protection.

e The Company 1s committed to outstanding finance lease facilities of £nil (1998: £13.6m) to fund

capital investment.
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Borrowing facilities

‘The Company has unused commitied borrowing facilities with a range of financial institutions
lotalling £410m, expiring as follows:

fm
Within one year 310
Between one and two years -
After more than two years 100
410

The Group also has a US$ 3 billion uncommitted Euro-Medium Term Note programme which
provides access to the capital markets in a range of currencies and maturities. At 31 March
1999, the Company had borrowed £36.2m. This 15 made up of £20m carrying interest at
floating rates. The remaining £16.2m carries interest at a weighted average rate of 2.3% with a
weighted average term of 4.9 years.

16 Deferred taxation

The Company’s medium and long term plans for capital investment, together with the capital
allowances available in respect of the asset base transferred from Thames Water Authority on
vesting, indicate that for the foreseeable future the amount of tax aliowances in respect of eligible
plant and machinery will exceed the depreciation on existing and new assets. Accordingly, no
provision for deferred taxation is required in these financial statements.

An analysis of amounts unprovided at current tax rates is as follows:

1999 1698
£m fm
Accelerated capital allowances:
- Infrastructure assets 316.6 305.0
- Other assets 377.1 367.2
Other timing differences 4.2) (1.4)
689.5 670.8

As infrastructure assets are not depreciated, deferred taxation will crystallise only in the event of
any disposal of these assets at amounts in excess of their written down value for tax purposes. In
the opinion of the Directors the hikelihood of such a liability crystallising in the future 1s remote.

17 Share capital

1999 1998
£m £m
Authorised
1,029,050,000 (1998: 1.029,050,0600) ordinary shares of £1 each 1.029.0 1,029.0
Allotted, called up and fully paid
1,029,050,000 (1998: 1,029,050,000) ordinary shares of £1 each 1,029.0 1,029.0
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18 Share premium account

Premium of 25p on issue of 400 million £1 ordinary shares

19 Profit and loss account

At 1 April 1998
Deficit for the vear
At 31 March 1999

20 Reconciliation of movements in shareholders’ funds

Profit for the financial vear
Dividends

New share capital issued
Shareholders’ funds at the beginning of the year

Stareholders’ funds at the end of the year

21 Capital commitments

Contracted for but not provided

1999 1998
£fm £m
100.0 100.0

Profit and loss

account
£fm
1,2784
(570.9)
707.5
1999 1998
£in £m
320.1 315.8
{891.0) (643.4)
(570.9) (327.6)
- 269.0
2,407.4 2,4606.0
1.836.5 2,407 .4
1999 1998
£fm £m
107.5 201.2

In addition to these commitments, the Company has long-term capital investment plans to provide

for future growth.
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22 Operating leases

At 31 March 1999 the Company was committed o making the following payments during the next
year 1n respect of non-cancellable operating leases:

1999 1998
Land and Other Land and Other
buildings buildings
£m £m fm £m
Leases which expire:
Within one year - 0.9 0.1 0.4
Within one and two years 0.1 6.9 - 1.2
Between two and five years 0.2 0.6 0.2 0.8
After more than five years 38 - 1.5 -
4.1 2.4 1.8 24

23 Pension schemes

Pension arrangements for the majority of the Company's employees are of the defined benefit type
funded through pension schemes covering employees within the Thames Water group, whose assets
are held separately from those of the Group 1n independently administered funds.

The total ongoing pension cost for the Company during the year ended 31 March 1999 was £9.8m
(1998: £8.7m). The pension cost is assessed in accordance with advice received from Bacon and
Woodrow, the independent and professionally qualified consulting actuaries to the schemes.

The regular cost of benefits amounted to £18.4m (1998: £17.6m) and the surplus resulted in a
variation amounting to a reduction in the pension cost of £8.6m (1998: £8.9m).

As at 31 March 1999 an accrual in respect of the funded schemes amounting to £5.8m (1998:
£0.3m) was included in creditors.

In addition to the ongoing cost of the UK Pension arrangements, the Company operates
discretionary arrangements under which it augments benefits on retirement. These augmentations
are funded by way of additional employer contributions to the schemes. In the year ended 31
March 1999 payments amournted to £0.7m (1998: £1.4m).

Details of the actuarial position of the Group pension schemes are given in the financial statements
of Thames Water Plc.

24 Ultimate parent company and controlling party

The ultimate parent company and controlling party is Thames Water Plc and the Company’s results
are included in the consolidated financial statements of the parent. The Company has taken
advantage of the =xemption provided by Financial Reporting Standard 8 and has not disclosed
details of transactions with other Thames Water Pic Group companies. Copies of the parent's
consolidated financial statements may be obtained from The Company Secretary, Thames Water
Plc, 14 Cavendish Place, London WI1M 9D]J.
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Supplementary Regulatory Information - 1998/99

Introduction

The Company was appointed by the Secretary of State for the Environment as a water and sewerage
undertaker under the Water Act 1989 and is required 10 comply with the Conditions set out in the
Instrument of Appointment (the Licence) issued thereunder.

The supplementary regulatory information which follows has been prepared in accordance with
Condition F of the Licence, Regulatory Accounting Guideline 1.02 (Accounting for Current Costs),
Regulatory Accounting Guideline 3.04 (Contents of Regulatory Financial Statements), and Regulatory
Accounting Guideline 4.01 (Analysis of Operating Costs and Assets). The presentation of the
supplementary regulatory mformation differs from the financial information presented on pages 10 to
31 with respect 1o the treatment required under RS 3.

Current cost asset values for both infrastructure and non-infrastructure assets are based upon Modemn
Equivalent Asset (MEA) values. These values have been derived from the Asset Management Plan 2
(AMP 2) submission.

Appointed and non-appointed activities

Appointed business activities are those regulated activities defined in Condition A of the Licence to be
the "functions of" and "dutics imposed on" a water and sewerage undertaker by the Water Act 1989.
The principal appeinted business activities include the provision of a service m respect of water
supply, sewerage, sewage treatment and disposal and developer services for which the Company is a
monopoly supplier.

As the non-appointed busimess, as defined by Regulatory Accounting Guidelines, has generated
furnover in excess of 1% of total tumover, further profit and loss inforrmation has been provided in
accordance with RAG 3.04. Non-appainted business includes the provision of developer services for
which the Company 1s not a monopoly supplier, Green Energy, plumbing services and other services
to third parties.

Directors' Certificate under Condition F6A of the Company's Appointment

This is to certify that at their meeting on 7 June 1999 the Directors of Thames Water Utilities
Limited ("the Appointee") resolved as follows:

- that in the opinion of the Directors, the Appointec will have available to it
sufficient financial resources and facilities to enable it to carry out, at least until 30
June 2000, the Regulated Activities (including the investment programme
necessary to fulfil the Appointee's obligations under the Appointments); and

- that in the opinion of the Directors, the Appointee will, at least until 30
June 2000, have available to it management resources which are sufficient to
it to carry out those functions."

David Badcock
Secretary & Legal Director
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Supplementary historical cost profit and loss account

1999 1998
Appointed Non- Total  Appomted Nomn- Total
business appointed business  appointed
business business
£m £m £m £m fm £m
Turnover 1,071.1 23.4 1,094.5 1,016.2 24.0 1,040.2
Operating costs (609.5) (20.8) (630.3) {590.9} (19.2) {610.1)
461.6 2.6 464.2 4253 4.8 430.1
Operating income 94 - 9.4 05 - 0.5
Operating profit 471.0 2.6 473.6 425.8 438 430.6
Interest (77.6) - (77.6) (50.7) - (50.7)
Profit on ordinary acftivities
before taxation 3934 2.6 396.0 3751 4.8 3799
Taxation on profit on ordinary
activities (75.1} (0.8) (7159 (62.6) (1.5) (64.1)
Profit for the financial year
318.3 1.8 3201 3125 33 315.8
Dividends (890.2) (0.8) (891.0) (641.9) (1.5) (643.4)
(Deficit)/retained profit
transferred (from)/to reserves (571.9) 1.0 (570.9) (329.4) 1.8 (327.6)
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Current cost accounting statements

Profit and loss account for the year ended 31 March 1999

1999 1998
Notes Appointed Normn~ Total Appointed Non- Total
business appointed business appointed
business business
£m £m £m fm £m fm
Turnover 2 1,071.1 234 1,094.5 1,016.2 24.0 1,040.2
Current cost operating 3
costs (689.2) (20.8) (710.6) (671.8) (19.2) (091.0)
Operating income 2 11.5 - 115 9.1 . - 9.1
3934 2.6 396.0 3535 ’ 4.8 3583
Working capital 2 7.6 - 7.6 4.2 - 42
adjustment
Current cost operating
profit 401.0 2.6 403.6 3577 4.8 362.5
Interest (77.6) - (77.6) (30.7) - (50.7)
Financing adjustment 184 - 184 25,9 - 259
Current cost profit on
ordinary activities
before taxation 341.8 2.6 344.4 1329 4.8 33717
Taxation (75.1) (0.8) (75.9) (62.6) (15) (64.1)
Current cost profit
attributable to
shareholders 266.7 1.8 268.5 2703 33 273.6
Dividends (896.2) (0.8) (891.0) (641.9) (1.5) (643.4)
Current cost
(deﬁcit)/retained profit 6 (623.5) 1.0 (622.5) (371 6) 1.8 (369.8)
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Current cost accounting statements

Balance sheet at 31 March 1999

Fixed assets
Tangible assets
Third party contributions since 1989/90

Working capital
Net operating assets

Cash and investments

Non-trade debtors

Non-irade creditors due within one year
Dividends payable

Creditors due after more than one year

Net assets employed

Financed by Capital and reserves
Calied up share capital

Share premium

Profit and loss account
Current cost reserve

Notes

1999 1998
£m fm
38,2345 37,1979
(238.6)  (200.1)
379959  36.9978
(137.7)  (3613)
378582  36.636.5
(603.7) 13.4
47 133
as2.7n  (1172)
- (1.4)
(1219.6)  (786.1)
358869 357585
10290 10290
100.0 100.0
(238.3) 384.2
34,9962 342453
358869 357585

The accounting staternents on pages 33 to 53 were approved by the Board of Directors on 7 June

1999 and were signed on its behalf by:

%ww
—

J K Boudier
Director
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Notes to the supplementary regulatory financial statements for the year
ended 31 March 1999

1 Accounting policies

These financial statements have been prepared in accordance with guidance issued by the Director
General of Water Services for modified real terms financial staternents 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.

These financial statements have been prepared in accordance with applicable Regulatory
Accounting Guidelines (RAG's), except for the treatment of certain capital contributions as set out
in (a) (iii) below. In respect of cost allocations the Company has continued to allocate costs as in
previous vears rather than on an activity based method, which is the preferred system under RAG 5.

The principal accounting policies used are the same as those adopted in the statutory-historical cost
financial statements, except as set out below.

(a) Valuationr bases for determining the current cost of fixed assets
() Review of asset valuations

A review of the "modem equivalent asset” (MEA) values as at 31 March
1993 was undertaken as part of the 1994 Periodic Review and the revised
valuations are included in the financial statements.

(i}  Tangible fixed assets

The assets have been valued in accordance with RAG 1.02, as amended
by RD 4/96 on a modem equivalent asset basis. Depreciation 1s charged
in line with historic cost asset age profiles. Infrastructure assets are not
depreciated.

Additions during the year are taken at their historical cost values.

Disposals are stated at the value of assets replaced as a result of the
company investment programme in addition to disposals to third parties
that affect the MEA valuation.

Capital contributions for above ground assets are amortised over the life
of the asset. Capital contributions for below ground assets are not
amortised.

« Land and buildings

Nomn-specialised operational properties are valued on the basis of
estimated open market value for existing use at 31 March 1991,
indexed since that daic by the movement in the Retail Price Index
(RPI), except for certain properties which have been valued as at 31
March 1995 by professionally qualified employees of the Company.
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Notes to the supplementary regulatory financial statements for the year

ended 31 March 1999

Specialised operational properties acquired since 31 March 1990 are
valued at the lower of depreciated replacement cost and recoverable
amount, restated annually between periodic reviews of replacement
costs by adjusting for inflation as measured by changes in the RP].

(iH)

Infrastructure assets

Mains, sewers, tmpounding and pumped raw water storage
reservoirs and sludge pipelines are valued at therr MEA value, in the
manner described above. Due to the nature of these assets, MEA
value is calculated based on the length of sewer dr pipe, or the
capacity of the asset.

Foliowing the repeal of Section 24 of the Public Health Act 1936 by
the Water Act 1989 the Company assumed responsibility for the
maintenance and operation of a significant length of additional
sewers. The Company has estimated the length of these pipes in
order to include their asset values in these accounts. This value is
£5,853m {1998: £5,733m) based on a pipe length of 30,000 km.
Adjustments may be required to those estimates in fiture years as
more accurate information becomes available.

The restated value of specialised operational assets under MEA
valuation methods mclude those assets used routinely in operating
the business which are directly atiributable fo Water or Sewerage
services.

Non-specialised assets are those assets used routinely within the
business, which cannot be directly attributed to either part of the
business.

Surptus land

Surplus land is valued at recoverable amounts less, where
appropriate, that part of any proceeds to be passed on to customers
under Condition B of the Licence.

Capital contributions

All third party capital contnbutions received since 31 March 1990
are carried forward as deferred income to the extent that any balance
has not been credited to revenue, or as a deduction from net
operating assets in the case of infrastructure assets. This treatment
is explained in full in notes 1{e) and 9 to the statutory financial
statements. The balance carried forward is restated for the change in
the RPI for the year and deducted from the relevant fixed asset
category in arriving at the net total for that category for the purpose
of determining the depreciation charge and where applicable, the
profit or loss on disposal.
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Notes to the supplementary regulatory financial statements for the year
ended 31 March 1999

(b) Real Finance Capital Maintenance Adjustments

The following adjustments are made 1o historical cost profit in order to arrive at profit
after the maintenance of financial capital in real terms.

1) Depreciation adjustment - this is the difference between
depreciation based on the current cost value of assets in these
financial statements and depreciation charged in arriving at historical
cost profit.

(i) Working capital adjustment - this is calculated by applying the
change in the RPI over the year to the working capital of the
Company at the beginning of the year.

(ii1) Disposal of fixed assets adjustment - this is the difference between

the book values of realised assets in the cumrent cost financial
statements and in the historical cost financial statements.

(iv) Financing adjustment - this is calculated by applying the change in
the RPI over the year to the opening balance of net finance, which
comprises all monetary assets and liabilities in the balance sheet apart
from those included in working capital.

() Operating income

Operating income comprises profit or loss on the sale of fixed assets, as required by RAG
1.02. This differs from the treatment required under FRS 3.

(d)  Dividend

The basis on which the value of the dividend has been established is included in the
Directors’ Report on pages 5-8.

{e) Operating costs

In note 3, direct costs incurred with associated companies have been allocated across the
appropriate subjective headings as this is the preferred treatment under RAG4.
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Thames Water Utilities Limited

Notes to the supplementary regulatory financial statements for the vear

ended 31 March 1999

2 Analysis of turnover and operating income for the appointed business
1999 1998
Water  Sewerage  Appointed Water Sewerage Appointed
Services Services Business Services Services Business
£m fm £m fm £m £m
Turnover
Measured 153.6 159.2 312.8 129.2 139.1 2683
Unmeasured 273.6 434.8 708.4 2651 4350 700.1
Trade effluent - 238 238 - 24.0 24.6
Other sources (excluding .
third parties) 5.0 12.5 17.5 - 20 20
Third party services 4.0 4.6 8.6 6.7 i4.5 212
Total turnover 436.2 634.9 1,071.1 401.0 615.2 1,016.2
Operating income
Current cost profit or loss on
disposal of fixed assets 8.4 31 1.5 7.3 138 9.1
Total operating income 8.4 31 115 7.3 1.8 9.1
Working capital adjustment 3.0 4.6 7.6 1.6 2.6 42

40



4

IL9L° 08 FLovL
UL9L'0E 0¢8It 1'785'8T vLOp'L
gle e A LT
RS ATY LIS THeE $L64°1 6'£85'87 LrEr'e treg'e §OLp't
L99¢ K143
[ oy
0Z9g 1'61¢
LSl 901
el gL
[ ¥4 §9t
it Tyt
3'18¢ 1'607 59¢ oTel L'TL 96T 9LET 0'eol
(g} - . . {g) vl $T (rop
S - - - S 4 (A4 e8! 61
¥oll SEdl grl L'8% 6Tl L'59 S0t (434
ir Y gse £or! 9601 Uiy 6'to Loy £est £96 09¢
€l ve g6l S §'5¢ £el (A4 £0l 9y €T Loz
2 7€ £9¢ £001 1'0L F'67 L0¥ g £001 01 £5e
9T L0 90 10 61 (B4 13 80
¥e £t - £ U 88 - 88
79 9% te (44 90 gL 'y e
res et 791 o9l ale 1413 9¢E 8
6rl o¢l FE 96 6 81 Ll ts
(44 €91 85 §01 Gt 76T €Ll 611
wy ury w3 w3y wy w3 w3 wy w3 w3 wF
UOLEINSIL  SdJAdaS $20AIDS [g101gns e103qns |usodsip pue  JuaUnEBILY EFTAETETS 13 ns UORRQLISI(  JUIWIEDL)
501500 RIVLHIETREN 1IULOYSTE)) SINALIS aw.l U adesag A1ddns pue
aBelamag ddemog adpnis 380 $32N0533]

SOHA13S aFedan0g

Ljddns aopeas

sisdJeue ssauisng

SISAJEUE D144

sanfea YOO (101

$[2101 931AJ3G

S3I11ALI0E SSouIsng
SINIANOE 2014155

6661 YIBIA [EIE
SIN[EA H00Q J0S§E PIXI1

1562 [e10],

sated pay 10] $30talag

51502 2I[ALIG

$1509 (e $OIRANIR SEDUISHE[
S1gap [Ign0g|

saney

sis£|eue ssauisng BuIpnjoul |e1o].

1503 [BUON DU

juatlAedoud

/ BILIODE S{EAIUDL 2U01NASeIU
SINUPUAEXS |BAVILIAL UNIINLSEL Y
uonezadap D

51502 [E31dun)

ampuadxa [euohoun |

am)pusdxa veddns pue [Bfuan)
SIS0 193MP |10

§1$02 102010 1210

sadleyd a21alag

SI[ELLNSUOD PUE S[ELINE
§31UBCLIOD PIIBIOSSY

SORAIZS PIDBLUCD PUE PINH
Jamed

51503 JuUAWAO|durz]

53509 12241(]

6661 UXFELY JE PPy Jrad
1} 40) $3503 Funuaady

(6661 UTEIA 1€ PAPUd 1EIA) SIN[BA YOO JISSE Pax1y PIBIdOssE put s)50d dupetadQ (e)¢

666T UIIBIAl [€ PIpU? BdA 1) J10J SIUIUIIL)S [eroueuly L103e[n3od Lrgjusuyddns 9y) 03 s910N

PONWIIT SANII) I91BAA SOWIBY],



(474

§990°0¢ el

8'990'0¢ Ovse’l 2T11'8 PLELL

S'tr ¥t e 80t

{00t 9606’1 P8t [T 9TITUST £001't §1EL°S 889871

£poe §LIE

¢l 0¢

8Tt STt

02l 88

£l 66

444 ¥9T

1'86T vLoT

6'89C 1961 osr U'IS1 8L et LEEl £'66

0l - - - 01 0T 6T (60)

Ll - - - i 6'31 el gt

§601 [ L0l §'98 £ 9'8< ¥el (A4
5¢ 69 [43) 6 0rt 686 343 9 0Ty ¢Es] 1'86 Psé
0 S I'L1 6'LE 887 1l ¥il I'e o'ty L'5T Ll
't vE 1'9¢ 0't01 0L 67¢ Ly 6L SOi1 yeL '8¢

ool 9L 61 LS v 891 L'vl [’z

(th3 (H4 - 0T 01 89 - 89

L% 'S (4 't £l 601 8¢ s

L'8% ¥'97 ¥é oLl £ee 99t §le I's

[ ¥ vl (R4 96 9¢ £0z gel 89

811 ! Ly 86 £t ['61 69 [A4
Wy g wy wy w3 wy wy w3 w3 wy w3
uonengaa SIILAIIS $31A4IS [e10yqns Ix01qns jesodsip pue  Juounead;  28EIINIG [B1010s HONNQHIsL JudER)
101507) YNUBRG 4WeIsN)) $IIANIS avyl JuauneIn demag A|ddns pue

13erasmag Jdvaag 3pg EENL-FXY S22AN0SDY

$3214.108 B EIIMIS

Ajddns aaye g

SISAJEUE SSAUISng

(8661 YPIBIAl € POPUS 1B3L) SaN[EA YOO] JISSE PIXY] tﬁa_uomwm pue s3509 Sunerado

SISA[RUE 2D[A12G

sanjea v B

S810) 3IIATES

SamANDE SSauIsng

SANIALDE 3IIALDG

8661 YIEIN TCIE

SIN|LA HOO( JISSE PIXL

1502 {810 |

sajed papyl Jo) Sa01Alg

$3502 ARG

$1500 [enided saiallae ss3uisng
S1qap {njGnod]

saey

sIsAjeue ssauisng uipnpoul [B10L

1502 [Buchoung

wstukedaid / [enisoe s|emaUa) alMONSELU]
amipuadxa [Emaual aunongSeLu|
uone1daIdep D

53502 [ende)

ammpuadxa jeuonsun
alnypusdxs woddns pue |elauor)
S1S0D 1921Ip (B0

§1500 10341P 21O

LEF AL IR REEIN

$3|QBLLINSUDD PUE S[ELINRIA
SaluedLIoD PRIBLIOSSY

SIIIAIDS PIIBNUOD PUT Pai}
1m0

51509 JuaAgduiz

$1507) 1]

8661 YLK [§ POPUD AEI A
a1} 10) 1509 uneadQ

(g

6661 UIBIAl [€ PIpU? 1834 3} 0] SJUdUIIE)S [BloUBUY A10)E[nFaa Lrejudwd[ddns ay) 03 sajoN

P SINI[II) I9IBAN SIWIRY,



Thames Water Utilities Limited

Notes to the supplementary regulatory financial statements for the year

ended 31 March 1999

4 (a)  Tangible fixed assets by asset type at 31 March 1999

Water Services

Non-
Specialised specialised Infra- Other
operational  operational structure  tangible Total
assets properties assets assets
£m £m im £m £m

Gross replacement cost
At 1 April 1998 24528 85.1 3,357.7 94.1 7,989.7
RPI adjustment 51.5 1.8 112.5 2.0 167.8
Disposals (66.3) (2.3) - (1.8) (70.4)
Additions 136.7 4.7 119.6 1.8 262.8
At31 March 1999 2,574.7 §9.3 5,589.8 96.1 8.349.9
Depreciation
At1 Aprl 1998 760.1 352 - 63.3 858.6
RPI adjustment 16.0 0.7 - 1.3 18.0
Disposals (66.3) (2.3) - (1.8) (70.4)
Charge for year 64.5 1.2 - 10.6 76.3
At 31 March 1999 774.3 348 - 73.4 8825
Net book amount
at 31 March 1999 1,800.4 54.5 5,589.8 22,7 7,467.4
Net book amount
at 31 March 1998 1,692.7 499 5,357.7 30.8 7,131.1




Thames Water Utilities Limited

Notes to the supplementary regulatory financial statements for the year
ended 31 March 1999

4 (b)  Tangible fixed assets by asset type at 31 March 1999

Sewerage services

Non-
Specialised specialised Infra- Other
operational  operational structure tangible
assets properties assets assets Total
£m £m £m fm R £m

Gross replacement cost
At 1 April 1998 4,537.8 393 27,7544 137.8 32,4693
RPI adjustment 95.2 09 582.8 29 681.8
Dhisposals {90.3) {0.8) - (1.3) (92.4)
Additions 176.6 1.5 213 13 200.7
At 31 March 1999 4,719.3 40.9 28,358.5 140.7 33,2594
Depreciation
At 1 April 1998 2,2700 393 - 932 24025
RPI adjustment 477 0.8 - 2.0 505
Disposals (90.3) {0.8) - (1.3) (92.4)
Charge for year 1157 0.7 - 15.3 131.7
At 31 March 1999 2,343.1 40.0 - 109.2 2,492.3
Net book amount
at 31 March 1999 2,376.2 0.9 28,358.5 315 30,767.1
Net book amount
at 31 March 1998 2,267.8 - 27,154 4 44.6 30,066.8

Included in the gross replacement cost of Infrastructure assets is £5,853m (1998: £5,733m) of Section
24 sewers (see note 1a(ii}). The RPI adjustments include the effect of revaluations on certain land and

buildings as discussed in note 1.
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Thames Water Utilities Limited

Notes to the supplementary regulatory financial statements for the year

ended 31 March 1999

4(c)  Tangible fixed assets by asset type at 31 March 1999

Total
Non-
Specialised specialised Infra- Other
operational operational structure tangible
assets properties assets assets Total
£m £m £m £m £m
Gross replacement cost
At ] April 1998 6,990.6 1244 33,112.1 231.9 A0,459.0
RPI adjustment 146.7 27 695.3 49 8496
Disposals (156.6) 3.1 - (3.1) (162.8)
Additions 3133 6.2 140.9 31 4635
At 31 March 1999 7,294.0 130.2 33,9483 236.8 41,609.3
Depreciation
Atl April 1998 3,030.1 74.5 - 156.5 3,201.1
RPT adjustment 63.7 1.5 - 33 68.5
Disposals (156.6) 3.1 - (3.1) (162.8)
Charge for year 180.2 19 - 259 208.0
At 31 March 1999 3,1174 74.8 - 182.6 3,374.8
Net book amount
at 31 March 1999 4,176.6 55.4 33,9483 54.2 38,234.5
Net book amount
at 31 March 1998 3,960.5 499 331121 754 37,197.9
5 Working capital
1999 1998
£m £m
Stocks 12.3 12.3
Trade debtors 120.9 104.9
Trade creditors (40.9) (31.7)
Short term capital creditors (103.1) (108.3)
Infrastructure renewals prepayment 9.5 5.8
Accruals (146.9) (134.8)
Trade payments in advance (71.9) (65.6)
Payroll related taxes and social security contributions (3.6) (3.3)
Group trade (debtors)/creditors (21.1) (219.0)
Prepayments 107.1 78.9
Total working capital (137.7) {361.3)
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Thames Water Utilities Limited

Notes to the supplementary regulatory financial statements for the year

ended 31 March 1999

6 Profit and loss account

Balance at | April 1998
Current cost deficit

Balance at 31 March 1999

7 Current cost reserve

Balance at 1 April 1998

MEA adjustment

RPI adjustments

- Fixed assets

-~ Grants and third party contributions
- Working capital

- Financing

Balance at 31 March 1999
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1999 1998

£m £m
384.2 754.0
(622.5) (369.8)

(238.3) 3842
1999 1998

£m £fm

34,2453 32,9993

- 239

781.1 1,257.7
4.2) {5.5)
(7.6) {4.2)
(18.9) (25.9)

34,996.2 34,2453




Thames Water Utilities Limited

Rolling five-year summary

Current cost profit and loss account for the year ended 31 March 1999 with
corresponding amounts at 1999 prices

1999 1998 1997 1996 1995

£m £m fm £m £m

Turnover 1,094.5 1,072.4 1,066.9 1,064 4 1,035.8
Current cost operating costs {710.0) (712.4) (699.9) (710.5) (718.6)
Operating income 11.5 9.4 11.6 9.3 6.2
396.0 3694 378.6 3632 3234

Working capital adjustment 7.6 4.3 25 3.2 . 28
Current cost operating profit 403.0 3737 3811 366.4 326.2
Interest (77.6) (52.3) (47.4) (48.4}) (55.1)
Financing adjustment 184 26.7 19.2 129 26.3

Current cost profit on ordinary

activities before taxation 344.4 348.1 3529 336.9 2974
Taxation (75.9 (66.1) (47.0) 0.0 (0.3)

Current cost profit on ordinary
activities after taxation 2685 282.0 3059 336.9 297.1

Extraordinary income - - - - .

Current cost profit attributable to

shareholders 2608.5 282.0 305.9 3369 2971
Dividends (891.0) (663.3) (145.6) {707.7) (149.9)
Current cost retained (deficit)/profit (622.5) (381.3) 160.3 (370.8) 147.2

Corresponding amounts have been restated at current year prices using movements in the RPL.

47



Thames Water Utilities Limited

Rolling five-year summary

Current cost balance sheet as at 31 March 1999 with corresponding amounts at 1999

prices

Fixed assets
Tangible assets
Third party contributions since 1989/90

Working capital
Net operating assets

Cash and investments

Non-trade debtors due within one year
Non-trade creditors due within one year
Creditors due after more than one year

Net assets employed

Financed by
Capital reserves

Called up share capital
Share premium

Profit and loss account
Current cost reserve

1999 1998 1997 1996 1995
£fm £m £m £m £fm
38,234.5 37.979.1 37,631.0 38,0378 43,288.6
(238.6) (204.3) (171.1) (141.1) (123.7)
37,995.9 37,7748 374599 378967 43,1649
(137.7) (368.9) (126.3) (96.2) (120.6)
37.858.2 37,4059 37,3336 37,800.5 43.044.3
(603.7) 13.7 373 548 58
4.7 13.6 94 11.6 6.9
(152.7) (121.1) (49.2) (93.0) (50.2)
(1,219.6) {802.6) (779.5) (722.5) (681.4)
35,886.9 36,509.5 36,551.6 37,0514 423254
1,029.0 1,050.6 802.0 8231 400.7
100.0 102.1 105.6 108.3 -
(238.3) 30923 796.2 6539 1,050.3
34,996.2 34.964.5 34,8472  35,466.1 40,874 4
35,886.9 36,509.5 36,551.6 37,0514 423254

Corresponding amounts have been restated at current year prices using movements in the RP1.
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Thames Water Utilities Limited

Statement of cash flows for the year ended 31 March 1999

Notes

Net cash inflow from operating activities a

Returns on investments and servicing of finance
Interest received

Interest paid

Interest in finance lease rentals

Net cash (outflow) from returns on investments and
servicing of finance

Taxation
UK corporation tax paid

Capital expenditure and infrastracture renewals
Gross cost of purchased fixed assets

Receipt of grants and coniributions

Infrastructure renewals expenditure

Disposal of fixed assets

Net cash (outflow) from investment activities
Equity dividends paid

Management of liquid resources

Withdrawals from short term deposits

Purchase of other liquid investments

Net cash inflow from management of liquid resources

Net cash (outflow) before financing
Financing

Capital element in finance iease rentals
New loans

Repayment of bank loans

Proceeds from share issues

Net cash inflow from financing

Increase in cash b, ¢
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1999 1998
£m £m
608.7 560.9
8.8 5.6
{(59.9) (42.3)
(15.7) {6.3)
(66.8) (43.0)
(55.1) (38.9)
(463.1) (443.1)
42.2 347
(44.7) (36.6)
13.8 12.6
(451.8) (432.4)
(892.4) (651.5)
- 250
- 11.5
- 36.5
(857.4) (568.4)
s (12
9334 313.5
(70.3) {9.9)
- 269.0
861.6 5714
4.2 3.0




Thames Water Ultilities Limited

Notes to the cash flow statement

(a) Reconciliation of current cost operating profit to net cash inflow
from operating activities

1999 1998
£m £m
Current cost operating profit 403.6 362.5
Working capital adjustment (7.0) (4.2)
Decrease n stocks and work in progress - 0.3
Current cost depreciation 208.0 189.9
Current cost profit on sale of assets 11.5) (9.1)
{Increase) in debtors and prepaid expenses (46.4) £ (22.9)
Increase in creditors and accrued expenses 24.1 6.7
Infrastructure renewals expenditure . 40.7 394
Effect of other deferrals and accruals on operating activity cash flow (2.2) {1.7)
Net cash inflow from operating activities 608.7 560.9
(b) Analysis of changes in cash and cash equivalents during the year
1999 1998
£m £m
Balance at 1 April 1998 13.3 10.3
Net cash inflow 4.2 3.0
Balance at 31 March 1999 175 133
(©) Analysis of the balances of cash and cash equivalents as shown in the balance sheet
1999 1998 Change
in year
£m £m fm
Cash at bank and m hand 173 133 42
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Thames Water Utilities Limited

Notes to the cash flow statement

(d) Analysis of changes in financing during the year
Loan from Loan from Loans and Current Total
parent subsidiary finance lease asset
undertaking  undertaking obligations investments
fm £m £m £fm £m
Balance at 31 March 1997 - 150.0 553.0 (36.5) 666.5
Net cash inflow from financing 209.5 - 92.9 36.5 3389
Finance leases raised during the year - - 16.8 - 16.8
Balance at 31 March 1998 209.5 150.0 662.7 - 1,022.2
Net cash inflow from financing 411.8 366.2 85.1 - 863.1
Finance leases raised during the year - - 13 - 1.3
Balance at 31 March 1999 621.3 516.2 749.1 - 1,886.6
Analysis of net debt
1998 Cashflow  Non-cash 1999
changes
£m £m £m £m
Cash at bank and in hand 133 42 - 17.5
4.2
Debt due after 1 year (480.5) {441.1) 159 (905.7)
Debt due within 1 year (280.0) {422.0) {159 (717.9)
Finance leases (261.7) 1.5 (2.8) (263.0)
(861.6)
Total (1,008.9) (857.4) (2.8  (1,869.1)




Thames Water Utilities Limited

Regulatory Accounts Intra Group Trade - Year Ended 31 March 1999

Company Service Turnover of Terms of Value (£000)
Associate (£000) | Supply
Thames Water Sewerage Tendered 11,368
Services Partnership
Total Pipeline Contracting 53,530 Tendered 42,193
Solutions
Contracting Negotiated 6,294
Subterra Pipeline 34,230 Tendered 12,063
rehabilitation
Meiro Rod / Blockage 12,590 Tendered 2,038
Morgan Collis | Clearance
CCTV Tendered 1,417
Engenica Maintenance 21,980 Negotiated 18,049
Services
Thames Waste | Waste 21,870 Tendered 8,044
Management Management
Incineration Market tested 1,621
Intersite Market tested | 2,207
Tankering
T M Products Service fittings | 22,570 Tendered 2,261
Simon Hartley | Sludge 16,030 Market tested | 2,710
Hydrolysis
TW Property Property 3,440 Negotiated 2,350
Services
ISIS Insurance 13,390 Market tested 12,291

The contracts below were awarded to the following associate companies following competitive
tender exercises and is their sole contract with the Appointed business. The financial value of these
contracts have not been disclosed as this could have potentially detrimental commercial implications
for these associates and so is classified as commercial in confidence:

Grounds maintenance services awarded to Brophy Grounds Maintenance; and
Procurement services awarded to CONNECT 2020
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Thames Water Utilities Limited

Supplementary Directors interests information (in accordance with
RAGS5.02)

Listed below are details of directorships held by Thames Water Ultilities Directors at 31 March 1999 in
associated compantes that have traded with the Regulated business during the year.

Directorships held in Associated Companies

W J Alexander Thames Water Plc

Thames Water International Services Limited
D Badcock Isis Insurance Company Limited

Thames Water Pic
D J Luffrum [sis Insurance Company Limited

Kennet Properties Limited

Thames Water Developments Limited
Thames Water Services Limited

Thames Water International Services Limited
Thames Water Investments Limited

Thames Water Plc

Thames Water Products Limited

Thames Water Property Limited

Directorships held in Thames Water Utilities Limited wholly owned subsidiary companies

W J Alexander hames Water Utilities Finance Plc
G W Maxwell - CONNECT 2020 Limited
D J Luffrum Thames Water Utilities Finance Plc
I K Boudier CONNECT 2026 Limted

[Thames Water Utilities Finance Plc

Thames Water Utilities Limited conducts its Appointed Business so as to ensure arms-length trading
and avoidance of cross-subsidy n the spirit of Condition F of the Instrument of Appointment.

No directorships are held by Thames Water Utilities Directors in circumstances which might in
practice result in conflicts of interest in intra-group trading relationships. Executive Directors on the
Thames Water Plc board, it some cases, are also Directors of other Group companies, including
Thames Water Utihities Limited, on behalf of the parent company.
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Thames Water Utilities Limited

Report of the auditors to the Director General of Water Services

We have audited the financial statements on pages 10 to 31 and 33 to 51.
Respective responsibilities of directors and auditors

As described on page 7 the company’s Directors are responsible for the preparation of 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 for statutory financial statemenis purposes includes examination, on a test basis, of evidence
relevant to the amounts and diselosures in the financial statements. It also includes an assessment of the
sigmificant estimates and judgements made by the Directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate 10 the Company’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 financial statements are free from material misstatement, whether caused by fraud or other
uregularity or error.

For the purpose of this report we have augmented our audit of the statutory financial statements by a
review of the supplementary regulatory accounting statemnents to determine whether they are consistent
with the statutory financiai statements. This review also Included an examination, on a test basis, of
compliance with relevant Regulatory Accounting Guidelines and an assessment of the significant
estimates and judgements made by the Directors in the preparation of the supplementary regulatory
accounting staiements.

In forming our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements in terms of Generally Accepted Accounting Principles and Regulatory Accounting
Guidelmes.

Opinion

In our opinion the financial statements for the year to 31 March 1999 contain the information required
to be published and submitted to you by Thames Water Utilities Limited to comply with Condition F of
the Instrument of Appointment by the Secretary of State for the Environment of the Company as a water
(and sewerage) undertaker under the Water Act 1991.

In respect of this information we report that in our opinion:

{(a) proper accounting records have been kept by the Appointee as required by
paragraph 3 of Condition F of the Instrument;

(b) the information is in agreement with the Appointees’ accounting records,
complies with the requirements of Condition ¥ of the Instrument and has been
properly prepared in accordance with the Regulatory Accounting Guidelines
issued by the Office of Water Services;
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Thames Water Utilities Limited

(c)

(d)

the financial statements on pages 10 to 31 give, under the lustorical cost
convention, a true and fair view of the revenues, cosls, assets and labilities of
the Appointee and its Appointed Business; and

the current cost financial information on pages 33 1o 51 has been properly
prepared in accordance with the Regulatory Accounting Guideline 1,
Accounting for current costs, issued in May 1992 by the Office of Water
Services.

@@NM@ /Uu@«[cﬁp’}

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors

Reading
10 June 1999
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