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We are one of the largest operators

of water and wastewater systems

in the UK. We provide operations

and maintenance and shared services
activities to Dwr Cymru Welsh Water
and are helping to deliver capital
investment programmes for

Scottish Water and Southern Water
throughout their operational areas.

We own and operate an electricity

network, operate a gas network

and provide multi-utility metering
and connections services.

We are also a leading provider
of outsourced business services
and technology solutions.
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Chairman’s review

Chairman’s review

“We are committed to listening
and responding to the needs
of our different stakeholders”

Pag ks

The pecple in United Utilities drive its performance and the
first thing | would like to do is thank all cur employees for their
continuing commitment and hard work,

We are pleased to welcome Philip Green who took over from
John Roberts as chief executive officer on 31 March 2006,
Philip joins us from Royal P&O Nedlloyd and brings with him an
impressive management record, having led highly competitive,
customer-focused, internaticnal service companies. Philip's
renewed focus on feadsership and delivery takes the company
into a new phase in its development.

We are also pleased to welcome Tim Weller who replaces
Simon Batey as chief financial officer in August this year, Tim
has extensive experience in the utilities sector, most recently
as group finance director at RWE Thames Water.

John Roberts and Simoen Batey have made substantial
contributions to the group over the last seven years, and

| thank them on behalf of the board, We also thank Jane Newell
who will retire at the annual general mesting after nine years

as a non-executive director and welcome Paul Heiden as a
non-executive director.

Porelirrsmses

The board is pleased to report ancther good set of financial
rasults. Revenue from continuing operations rose 13.5 per cent
to £2,386.8 milkion, reflecting growth across all businesses.
Operating profit from continuing cperations before restructuring
costs® increased to £765.5 million, up 12.4 per cent on last year.

We are proposing to Increase the dividend for the year ended
31 March 2006 to 43.87 pence per ordinary share. The final
dividend of 29.58 pence will be paid 1o shareholders on

25 August 2006.

Locking beyend the financial bottom-iine, the board has
been pleased with progress on important areas such 2s
customer service and leakage, and continued support for
community programmes.

Biralogy

United Utilities maintaing its strategic focus to improve efficiency
in United Utilities North West and grow its support senvices
businesses, Contract Sclutions and Vertex.

Our target up untii 2010 remains to grow the dividend in

line with inflation, subject to United Utilities North West at least
mesting its cost savings targets, and continuing profitability

in Contract Solutions and Vertex. | believe we are on track to
achieve both objectives.

United Utiities Arrual Report & Accourts 2006

In line with our strategy, we sold the “Your Communications’
business to THUS Group plc in February 2008. We retain

a 21.7 per cent stake in the enlarged THUS Group.

& i @it

We are committed 1o listening and responding to the needs

of our different stakeholders. Earlier this year, | chaired one of
eight discussion groups. Stakeholders told us what they thought
the most important issues were for the company. In this report
the company 1alks about stakeholders’ areas of interest and
what it is doing to address any concerns.

We are grateful that so many readers of last year's stakeholder
report took the time to complete our feedback questionnaire,
Most thought that cur approach to reperting was good. Some
thought the report too long: in response we have reduced its
size, and wilf make more information available on our website
www, Unitedutilities.com.

We hope that you will continue tc share in the success of our
company. We are confident that United Utilities wilt continue 1o
meet its business objectives.

Y e v

Dick Evans
Chairman




“It’s an exciting time to
be leading this organisation”

| joined United Ultilities only recently, but several things are
alreadly clear to me. Few companies provide services as
essential to people's everyday lives, or make such a contribution
to improving our environment. We have many committed and
talented people within the company. In my first few months,

i have been impressed by thelr passion, dedication and
axpertise. Research shows that United Utilities is a respected,
credible and trustworthy company and everyene involved in
reaching this position deserves great credit.

QOur market position s strong and we are well placed to build

on our current success, Later in this summary, we list some of
our recent successes. We alsc address what more we can do,
For exarmple, | want 1o see owr performance in ranning our own
busingss in the north west match ocur success in operating other
peopies’ businesses. Qur gustomer service, in particutar, can
improve further.

My passion in business centres on leading change to provide
great service — an essential element in creating a high performance
company. Sharpening our focus on operational excelence and
customer senvice will ensure we respond to two of the most
important issues for United Ultilities and our stakeholders.
Segleenoiders

Employees, customers and investors should head the
stakeholder list of almost every commercial organisation. We add
aur regulatars and our commercial partners. Understanding their
reguirements and then managing and reporting our performance
is central to how we run our business. For me, the cornerstone
of this approach is our employees. That's why I've been travelling
around United Utilities to see what we do, how we do it and to
meet our pecple face-to-face. | have seen key water, wastewater
and elactricity sites in north west England, and visited major
operations acress the UK. In my first year, | want to reach

80 per cent of our 18,000 empioyses,

Bominess o TormEnee

I've seen the progress that our businesses are making. United
Utilities North West has out-performed the price controls set in
1989 and is on frack to out-perform the 2004 price contro's,

it has & clear strategy and a strong focus on performance.

Contract Sclutions has a large order book and good growth
potential. fts contract with Dwr Cymiru Welsh Water has already
cut the controllable cost base by 25 per cent, and performance
has gone from near the bottom of Ofwat's overall performance
assessment to the top.

Yertex has been bullding its Financial Services division, and
its latest contract win with Deutsche Bark is evidence of the
company’s growing stature in that market.

. iy
. fr

The right leadership is vital. In United Utllities there is more to

be dene to ensure leadership is embedded and that everyone
understands their contribution and how this impacts on
performance, That is why my priority over the first few months
will be 10 develop a clear and compelling vision for the cormpany,
which will Inspire our people.

The company is performing welt but there is more to be done
in terms of delivering the truly excellent service that will help
to make us a great business.

| am aware that we leave a big environmental foctprir,

not least through the energy and raw materials we consume.
We have made progress in understanding cur social and
environmental impacts and taken steps to manage them.
Judging by external benchmarks, United Utilities is one of
the UK's leading companies in the way it works with jts focal
communities and | look forward to building on this position.

Thg furdigre

We are a major FTSE 100 company and are well placed to
build on our current successes. I'm looking forward to the next
phase of the company’s development, working with the board,
the leadership team and employees, It's an exciting time to be
leading this crganisation.

W
Philip Green

Chief executive officer
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Business description

financial review

United Utilities PLC is a public fimited company registered in
England and Wales. Its multi-utifity operations, comprising United
Utilities Water PLC and United Utilities Electricity PLC, provide
wastewaler and water services and electricity distribution services,
respectively, to a popuiation of some seven million people in north
west England. The group's infrastructure management business,
United Utifitiss Contract Solutions, applies the group’s infrastruciure
management expertise to competitive markets and is now the
leading utility cutsourcing business in the United Kingdom. Vertex
is one of the United Kingdom'’s largest providers of business
process outsourcing, managing, and often transforming, the
processes which support a client’s business.

United Utilities’ strategy is to:

* out-perform its new regulatory contracts {effective 1 April 2005)
pursuant to which the group operates the wastewater, water
ang electrichty distribution networks; and

* grow its two support services businesses, United Utilities
Contract Solutions and Vertex, by applying its core skills of
infrastructure management and business process management
in the provisicn of these senvices to others. Through the
expansion of these support services businesses, both organically

Table 1: Business overview

Capital investment in water and electricity
in north west England {2005/06)

(2004/05: £858.7m)

and through acquisition, the businesses now operale in overseas
markets including central and eastern Europe, the Philippines,
the United States of America, Canada and Australia.

United Utilities FLC was incorporated on 1 April 1889 under
the Companies Act 1985 atong with its subsidiary United Utiiitias
Water PLC. In November 1985, the company acquired United
Utifities Electricity PLC fthen known as NORWEB pic}, the
distributor of electricity in north west England, and at that time
supplier of electricity and gas in the United Kingdom, to form
a multi-utility group. In August 2000, the company sold the
electricity and gas supply business and, as a result, no longer
hag any significant exposure 1o the competitive generation and
energy supply market. On 26 February 20086, the company
disposed of its fglecommunications business, Your
Communications, to THUS Group plc.

United Utilitles PLO'S shares are listed on the London Stack
Exchange and, in the form of ADSs, on the New York Stock
Exchange. tts registered office is at Dawson House, Great Sankey,
Warrington, Cheshire, WAS 3LW, England. The telephone numiber
is +44 {0y 1925 237000,

Organisational structure

A fist of all principal operating subsidiary undertakings is
contained in note 13 to the consclidated financial statements
on page 86.

RAevenue Segmental gperating profit® Segment assets

per cent of per cent of per cent of

Finangial year ended 31 March 2006 Em group £rm group £m groug
Licensed multi-utility operations 1,502.8 57.8 652.3 84.1 9,426.6 834

Licensed multi-utility operations comprise the regulated menopoly activities of United Utilities Water (wastewater and water) and United
Utilities Electricity (electricity distribution). These companies own the respective infrastructure network assets representing around 83
per cent of the group's 1otal assets at 31 March 2006, The businesses are capital intensive and are subject 1o economic, quality and
environmental regulation. Thase businesses generate 84 per cent of the group's operating profit from continuing operations®, of which
approximately three quarters is derived from wastewater and water and approximately one quarter from electricity distribution.

Infrastructure management 692.3

26.6 95.5 12.3 701.9 6.2

United Ulilites Contract Sclutions applies the group's infrastruciure management experiise 1o cther competitive markets by providing
a service to clients in managing their infrastructure assets. In addition, it owns the group’s interest in non-regulated utility assets. These
activities employ only a limited amount of capital, representing six per cent of the group's total assets at 31 March 2008,

Business process outsourcing 404.7

15.6 20.8 27 321.1 2.8

Vertex is a teading provider of business process outsourcing and technclogy services. These activities employ only a imited amount
of capital, representing three per cent of the group's total assets at 31 March 2006,

Ngte: Financial dala for the year ended 31 March 2006 has been extracted from nete 1 of the consolidated financial statements, using the definitions set out therein. Revanue and
percentage of group revenue from continuing aperations are stated before intra-group sliminations.

* Excluding restructuring costs and Ihe amorlisalion of certain intangible assets. The latter refates to amorlisation charged (0 the income slaterment during the vear in respedt of intangibie
assels arising on acquisitions nderlaken since the date of transition to IFRS 3 ‘Business Combinations' (1 Aprt 1899). Prior to the adoption of IFRS, tha value of such intangible agsets

would have been reflstled within Googwill

Urited Utilities Anrual Report & Accounts 2006




Spot leakage as at 31 March 2006

a3 e

(31 March 2005: 519 MI/d)

The group reports its results through three business segmeants
which are ficensed multi-utility operaticns, infrastructure
management and business process outsourcing. References

to segmental operating profit are defined as opsrating profit

from continuing oparations before restructuring costs and the
amaortisation of certain intangible assets for a segment as shown

in note 1 of the consclidated financial staterments. Operating profit
from continuing operations before resfructuring costs is reconciled
In table 4 on page 16 to operating profit from continuing
operations as shown in the consclidated income statement.
Linensedd il ulilily anaralions

Hnited Utlities North West manages the operation of the licensed
wastewater and water treatment and network assets owned

by United Utilities Water, and the electricity distribution assets
cwned by United Utilities Electricity, in north west England. These
businesses deal with the removal and treatment of wastewater
from, and the treatment and distrioution of around 2.2 billion litres
of water a day to, 3.1 millon homes and businesses, and the
annyal distribution of approximately 25,500 GWh of efectricity

to 2.3 miillon consumer premises. These activities are:

» capital intensive — At privatisation in 1989, the wastewater
and water Infrastructure inherited by United Utilities Water
was in need of substantial repair and replacement. Further
improvements have been required in order 1o comply with
applicable UK and Eurcpean Union environmental and drinking
water quality regulations. Capital expenditure relating to
wastewater and water in the financial year ended 31 March
2006 was £440.56 million (2005: £706.9 milion} with 58.6 per

- cent 1o the water network, and 41.4 per cent to guality and
efficiency. Capital expenditure for the financial year 2006
refating to electricity distribution was £141.6 million {2005:

- £151.8 miliion}. 39.0 per cent was load related (enabling new
connections to be made 1o the network and increasing the
amount of electricity able to be carried), 59.4 per cent was
non-load related for example, replacing assets due to statutory
obligations or repiacing faulty or ageing equipment) and 1.6 per
cent was non-operational (for example, information technology):

subject to economic regulation - In general, these businesses
are monopolies and are subject to incentive-based economic
regulation which impases caps on increases in customer
prices, rewards efficiency and high standards of customer
service and penalises inefficiency and poor standards of
customer service. The economic regulation of wastewater and
water and the economic regulation of electricity distributicn are
described in more detall below; and

* subject to environmental regulations - In the five-year period to
31 March 2005 the group spent £1.56 billicn on environmental

improvements across north west England. The projected
expenditure over the next five years is £1.52 billion.

During the financial year ended 31 March 2008, the group
made environmental improvemeants costing £184.1 million,
including £67.9 milion on improving standards for wastewater
and water treatment warks, £32.7 million on improverents

to sludge treatment and £43.5 million on controling pollution
from storm-water overflows {or unsatisfactory combined

sewer overflows referred to by the Environment Agency as
Unsatisfactory Intermittent Discharges or "UIDs?"). Key outputs
for water included the refurbishment of 800 kilometres of

old water mains and the replacement of some 833 lead
communication pipes. Water meters were also installed in
30,032 domestic properties under the free meter option
scheme, whereby customers can have a meter fitted free of
charge and are given an opportunity {@ switch 10 metered biling.
Key cutputs from the wastewater capital investment programme
include works to address 43 unsatisfactory intermittent
discharges (UIDs), The environmental regulation of wastewster
and water and the environmental regulation of electricity
distribution are described on pages 8 and 11 respectively.

The group cannot increase demand materially for its licensed
multi-utility operations within its licensed area and, as detailed
beiow, the group's licensed muli-utility businesses are restricted
in their ability to inCrease prices. The principal strategy for these
businesses is to control costs and exploit the advantages of
owning and operating three utility networks with a largely
common geography.

sodigipann

United {Milities North Wast places great importance on customer
relations. It manages the sales, billing, cash collection and debt
management activities and systerns for 3.1 million demestic and
business custormers in north west England and has responsibility
for improving the quality of service and the range of services
provided to these customers. United Utilities North West's aim is
continually to improve the existing level of customer satisfaction,
and 1o create value from itg customer relationships. As the Water
Industry Act 1999 restricts the ability of a licensed water utility

to terminate services to domestic customers for non-payment,
customer refationship management is an important activity,

At present, United Utilities North West supplies around 20.4

per cent (by volume) of the UK large-user market (customers
consuming more than 250 megalitres of water per annumy. In the
competitive industrial market, its activities include on-site treatment
of wastewater and water at customers’ premises (together with
Unfted Utllities Contract Solutions}), and advice on controlling
leakage at customers' premises and on the recyciing of water.

It alse has responsibility for managing ongoing relationships with
these customers and for growing the customer base.

Unied Utiities Annual Report & Accounts 2006
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Business description continued

eabey ooilnuiion troatent el o

s Lt
In accordance with its licence, United Utilties Water is
respensible for the cofiection, treatment and disposal of
domestic wastewater, trade effluent (non-domestic wastewater)
and surface water in north west England. Surface water, mainiy
from groundwater infilttration and highway drainage, forms

a major part of the wastewater which United Utitities Water
must treat. I some cases, separate sewers are provided for
foul water and surface water, so that uncontaminated surface
water may be piped directly to a watercourse.

nyond

United Utilities Water's wastewater reatment works provide

a range of tfreatments. These include primary, secondary

and tertiary treatment involving a variety of physical, chemical
and violegical processes, Treated liquid final effiuent is
discharged into rivers, estuaries or via sea outfalls,

A by-product of the treatment of wastewater is sewage
sludge. Sewage sludge is also treated by a range of physical,
chemical and biological processes. Currently, around three-
quarters of the end-product is recycled to agricultural land as
a s0il conditioner or used in land reclamation, and one-quarter
is incinerated or disposed to landfil, However, due to the
government designating over 55 per cent of England as nitrate
vulnerable zones fthat is, zones that are subject to restrictions
on the amount of nitrogen that can be applied to agricultural
lang}, the amount of end-product that is recycled to agricultural
land is likely to decrease guite significantly in the short to
medium term, while the amount of end-product that is
incinerated is expected to increase.

& angd

om various sources
including reservoirs, rivers and aquifers. The majority of its
rasenairs are in the uplands of the Lake District and the Pennine
Hills, areas with a higher than average rainfall. Conversely, the
maijcr population centres it serves are in the lowlands of Greater
Manchester, Lancashire and Cheshire. Merseyside, the other
major population centre served by United Utilities Water, receives
its water supply principafly from the River Dee and |.ake Vyrnwy
in nerth Wales. A large proportion of water supplied by United
Utilities Water flows freely by gravity and does not need 1o be
pumped. However, due to the nature of the water catchments,
being peaty moorlands or coal measure strata, enhanced
treatment methods are required 10 ensure the water satisfies

all regulatory and guality standards.

All water supplied is treated in order to meet the appropriate
standards enforced by the Drinking Water Inspectorate, the
government regulator of drinking water in England and Wales.
The type of freatment varies from disinfection only, for some
borehole sources, 10 more complex processes using coaghuiation,
sedimentation, clarification and filtration and activated carbon
adsorption for certain waters. United Utilittes Water monitors water
quality by analysing samples regularly for both rricrobiciogical

and chemical parameters. In the calendar year 2005, the business
continued to improve quality, with the Drinking Water Inspectorate
reporting that the company achisved 99.94 per cent meaan zonal
compliance in the calendar year to December 2C05 compared to
92.92 per cent the previgus year.

Trealed water is deliverad 1o the end customer through
a network of large diameter trunk mains to smader trunk mains,
service reservoirs and water towers, and distribution mains.

Urnited Wiilities Anrual Regort & Acgounts 2006
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The UK government awarded Instruments of Appointrment
{"icences’} for the provision of wastewater services and water
supply in 1989. These licences continue in force for an indefinite
period, subject to potential termination rights as set out below.
United Utilities Water holds the licence for an area of north west
England which comprises 3.1 millicn homes and businesses.

vy g of +

The Water Industry Act 1991 {the ‘Act’), as amended

by the Water Act 2003 (the "WA 2003}, provides for the
appointment by way of licensing) of water and sewerage
undertakers, Ecanomic ragulation pursuant to thess licences
is currently the responsibility of the Water Services Regulation
Authority (until 31 March 2006 the Director General of Water
Services). The Authority continues to be known as ‘Ofwat’.
Ofwat also exercises powers under UK competition legislation,
most significantly the Competition Act 1998 and the Enterprise
Act 2002,

The changes introduced by the WA 2003 have now been fully
implemented. The WA 2003 is intended 1o promgote greater watar
conservation and planning for the future by water companies,
revise the framework for water abstraction and impounding and
help 1o build a maere transparent regulatory environment.

The WA 2003 has extended opportunities for competition in
the water industry in England and Wales by intreducing a new
framework for the licensing of water supply. From 1 December
2005, water supply licensees have been able to provide both
retail supply (i.e. the supply by a licensee of water purchased
from a water undertaker's supply system t¢ an eligibie customer)
and combined supply (i.e. the introduction of water into an
incumbent water company’s existing network for retal by the
licensee to an eligible customer), 1o non-household users with
an annual consumption of not less than 50 megalitres per year.
A water undertaker is obliged 1o allow a licensed water sugplier
to use its network for this purpose, subject to payment of a fee
and certain conditicns and rights of refusal.

At the date of this repart, faur such ficences have been granted.
Ofwat has produced guidance for water supply licensing and
published a Customer Transfer Protocol to facilitate the transfer
of customers 10 a new licenses, In ing with the new water supply
licensing regime, from 1 April 2005 the threshold in the Act for
an inset appointment (whereby one licensed undertaker replaces
angther for a specific non-househcld user} was also reduced
from 100 1o 50 megalitres per year. To date there have been no
inset appointments granted which affect United Utilities Water's
area. United Ultilities Water had already developed and published
policies which allow other companies access 10 its water
networks in order to supply customers and to self-lay new
water mains and service pipes. These policies have been

further developed to facilitate competition in the industry under
the WA 2003 and the company welcomes the new competitive
developments in this field.

The establishment of Cfwat as a regulatory board to be known
as the Water Services Regulation Autherity from 1 April 2006
brings the water industry into line with other regulated industries
where regulators have adopted a similar board structure,
Appointments to Cfwat will be made by the Secretary of State
for Environment, Food and Rural Affairs. This is in contrast to
regulators in some states of the United States who hold public
office and are required to stand for public election. The previous
Director General of Water Services, Philip Fletcher, has now been
appointed chairman of Ofwat, The chairman will continue to be




appecinted for a fixed term and may only be removed from

his post for incapacity or misbehaviour. A new independent
Coensumer Councll for Water {the 'council’) has replaced
WaterVoice {previously Ofwat’s National Custormer Council) and
the regional Customer Service Committees. The council came
inte being on 1 Octaber 2005, accompanied by nine regional
committees for England and one for Wales.

Ofwat must comply with the statutory duties set out in the Act,

It may receive guidance from the UK government in areas such
as soclal and environmental policy and ts views on the approach
to price setting. and in the performance of its statutory functions.
However, Ofwat is not subject to directicn about what those
judgements should be and is independent of government
ministers. Ofwat must exercise and perform its powers and
duties in the manner that it considers is best calculated to:

= protect the interests of consumers wherever appropriate by
promoting effective competition between persons engaged
in, or in commetrcial activities connected with, the provision
of water and sewerage services;

+ seoure that the functions of a water undertaker and of
a sewerage undertaker are properly carried out in respect
of every area of England and Wales,

* secure that relevant undertakers are able {in particular, by
securing reasonable returns on their capital) to finance the
proper carrying out of their functions; and

* secure that the activities autharised by the licence of a
licensed watar supplier and any statutory functions imposed
on it in consequence of the licence are properly carried out.

The licences impose conditions on licensees, which Cfwat
enforces along with licensees’ principal duties under the Act,
Licence conditions can be modified by Ofwal, either with the
water undertaker's agreement or following reference to the
Competition Cemmission for a decision on public interest
grounds. However, reference to the Competition Commission
is not required where the changes are necessary or expedient
to implement the new licensing regime for the supply of water
services fo large non-household users.

United Utilities Water's licence contains similar restrictions to
ihose contained in its electricity distribution licence, These
restrictions include:

» non discrimination;

» restrictions on the payment of dividends — any dividends can
aniy be made in accordance with a written dividend policy of
the directors of United Utilities Water which has been accepted
by Cfwat as not impairing its ability to finance its business;

* prohibition on cross subsidies between United Utiiities Water
and associated companies;

* restrictions on the lending of funds to an associated company -
all transactions with associated companies must be on an
arm'’s length basis. The consent of Ofwat Is recquired before
lending any funds to an associated company. Any such
transactions should underge a process of market testing or
involve the associated company being paid prices no greater
than the cost incurred in providing the goods and services
plus a reascnable rate of return on any capital emploved; and

* ringfencing of financial and management resources of the
"licensed business.

The licence may be terminated on 25 years’ notice, with more
immediate revocation in certain specific circumstances (including,
for example, failure to comply with an enforcement order made
by Ofwat).

The WA 2003 alsc introduced financial penalties for breach

of licence conditicns and other key duties to bring the industry
into line with other regulated industries. From 1 April 2005,
companies may face a fine of up to ten per cent of turnover for
breaching licence conditions, standards of performance or other
obligations. Turnover' is derived from the regulated activities for
the preceding regulatory year (in effect, the latest set of regulated
accounts), as more specifically set out in the Water Industry
{Determination of Turnover for Penalties) Crder 2005. Ofwat

has published a statement of the policy that it intends to apply
to the imposition of any penalty and the determination of its
amount. These penalties can be appealed, on procedural
grounds only, to the High Court. The new legistation also requires
water companies 1o disclose any links between directors’ pay
and company performance.

In practice, many regulatory issues afising between licensees
and the water regulator are settled without the need to resort

to formal proceedings. However, where Cfwat is satisfied that

a licenses is in breach of the conditions of its licence, it has
powers to secure compliance by means of an enforcement
order. Failure to comply with an enforcement order can lead to
enforcement in court, payment of compensation by the licence
holder to the ‘injured’ party and, ultimately, to revocation of the
icence. Alternatively, where actual or likely contravention of an
enforcement order (or of one of a licensee’s principal statutory
duties under the Act) is 50 sericus as to make it inappropriate
for the licensee to continue to hold its licence, Ofwat may, with
the Secretary of State's consent, apply to the High Court for the
appointment of a special administrator to run the company until
arrangements can be made for a new company to carry on the
licensed activities, A special administrator may also be appointed
where the ficensee is, or is likely to be, unable to pay its debts.

Ofwat regulates wastewater and water charges by capping the
average increase in charges that a company can impose in any
year. Ofwat conducts a periodic review and sets price caps every
five years, it is currently consuiting on the fength for which prices
should be set at the next periodic review in 2009. Options under
discussion include both shertening and lengthening the current
five-year period.

This price cap is set by reference 1o inflation as measured by the
retail price index in the UK plug an adjustment factor known as
‘K, which is specific to each company and which can vary for
each year of the review pertod. The size of a company’s K factor
{which can be positive, negative or zero) reflects the scale of its
capital investment programme, its cost of capital, and its
operational and environmental obligations, taking into account
the scope for it to improve its efficiency.

Unlike rate of return’ economic regulation, such as exists in
much of the United States, ‘price cap’ reguiation in the UK is
performance-based. Companies are incentivised to be efficient,
both in terms of their operating costs and in the implementation
of their capital expenditure programme. The benefit of any
efficiency savings achieved through effective managerment is
retained by the companies for a pericd of five years, after which
time the benefit is passed tc customers via the subsequent price
setting process. The cost of any under-performance due to poor
management is borne by the companies. Companies are also

United Uliities Annual Beport & Accounts 2006

=
=
o
ol
»
o
SR
P
_"é'

7

pue buneisdo




Business description continued

incentivised 1o provide a high guality of service and penalised if
they provide a poor quality of service by means of an adjustment
tc the K factor at the subseguent price review. The fast periodic
review was completed in December 2004 and covers the period
from 1 April 2005 to 31 March 2010. In the last review, Ofwat

set the following K factors; being the amount by which prices are

allowed to rise above inflation in each of the five financial years
commenaing on 1 April 2005:

2005/05 5.0 per cent
2008/07 G.4 par cant
200708 4.4 par cant
2008/09 3.5 ner cent
200910 3.0 per cent

This equates to a real {pefore or excluding inflation) average
annual price increase over the five-year period of 4.5 per cent,

Unexpected costs or savings arising from changes in certain
reguiatory assumptions during a review period are recorded
and agreed by the company and Ofwat. This process, known
as ‘legging up and down’, allows prices to be adjusted up or
down at the next periodic review to compensate (companies
or customers) for the unexpected change. In addition, where
the change exceeds the specified materiality thresholds, the
company can request, and Ofwat can instigate, a re-setting
of its price limit during the five-year period, known as an
Interim Determination of K ('IDoK).

All water and sewerage companies’ licences now include a
‘shipwreck’ or 'substantial effect’ clause, which allows companies’
price limits to be revised when events beyond their control have

a significant effect on their costs or revenues. This clause is now
included in United Utilities Water's licence, allowing appropriate
adjustment for unforeseen events both adverse and favourable.

Lrwdroneaental venvlation of waler and wastowols:

The water and wastewater industry in the UK is subject to
substantial domestic and European Unicn regulation, placing
significant statutory cbligations on United Utilities Water with
regard to, among other factors, the guality of treated water
supplied and of wastewater treatment. Eurcpean directives
{including the Drinking Water Directive, the Bathing Water
Directive and the Urban Wastewater Treatment Directive) are
transposed inte UK law by primary and secondary legislation
such as the Water Supply (Water Quality) Regulations 2000,
the Water Industry Act 1921, the Water Resources Act 1991
and the Environmental Protection Act 1990.

All water and wastewater companies have a general duty

to exercise their powers t¢ conserve and enhance natural
beauty and to promote the efficient use of water. Environmental
regulation is the responsibility of the Secretary of State for
Envircnment, Food and Rural Affairs together with:

* The Environment Agency, which is responsible for conserving
and redistributing water resources and securing ihe proper
uses of those resources, including the licensing of water

apstraction. The Agency aiso regutates discharges to contrclled

waters, including discharges from wastewater treatment works;

* The Drinking Water Inspectorate, wiich enforces drinking
water quality standards; and

» English Nature (intended to be re-formed as Natural England
from October 2006), which is responsible for the protection of
designated sites for nature conservalion, e.¢. Sites of Special
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Scientific interest. There is a statutory requirement 1o manage
these siles 10 conserve or improve biodiversity, As a result

of new UK government targets, English Nature is seeking
improvements to approximately 50 per cent of the sites within
United Utilities’” ownership.

United Utilities Water expects regulatory regimes In the field
of water and wastewater {o continue 1o evolve and become
more onerous. Examples of such regulatory and legislative
developments include the following:

* amendments to the Water Resources Act 1981 by the
Water Act 2003, making new water abstraction licences
time-limited and unused licences more easily able to be
revoked or varled without compensation, and creating a
new statutory right of civil action where water abstraction
causes loss or damage. Water undertakers will have a duty
to promote water conservation when ¢arrying out their
functions, and must publish drought plans and water resource
pians. The government will also be able to require publication
of flood plans showing the effect of a reservoir dam failure;

The Water Framework Directive, transposed into UK law
in 2003, which requires the UK goverriment 1o:

— gstaplish comprenensive river Basin rnanagement plans,
with a first set of plans in place by 2009 followed by further
sets of plans on a six-year cycle;

- implement the actions in the first set of river basin
management plans by December 2015 at the latest;

- implement.measures necessary to prevent dstericration
in the ecological status of water bodies; and

— achieve ‘gocd’ water status by 2027 at the latest.

The Directive is likely to Impact upon sewerage undertakers by
requiring further improvements in discharges from wastewater
networks and treatment works; and

The Water Supply (Water Quality) Regutations 2000, which
transpose into UK legislation the Drinking Water Directive

and, in particular, introduce more stringent lead standards
{ten micrograms per litre (10ug/l) from 25 December 2013)
which will cblige water undertakers to carry out improvements
fo treatment works and distribution systems. To minimise

lead concentrations at customers’ taps, United Utllities Water
instalied additional phosphate dosing and pH control assets in
the AMP3 period April 2000 to 31 March 2005, Over the same
period, the company replaced 48,000 lead communication
pipes with the agreement of the Drinking Water Inspectorate
(quality regulater), and a further 113,000 were replaced as part
of the routine maintenance programme. Despite these steps,
United Utilities Water may not achieve the fingl lead standard
(of 10ug/l) in a number of water supply zones unless some
additionat lead communicaticn pipes are replaced. The
company has agreed with the Drinking Water Inspectorate

to replace up to 40,000 of its lead communication pipes in
the pericd 1 April 2005 to 31 March 2010 (known as 'AMP4’)
and expects 1o replace up to 108,000 as part of its routine
maintenance programme,

-

The AMP4 Consumer Acceptability programme aims

to improve the aesthetic quality of water for consumers,

for example due to discolouration or taste and odour. This
programme was subject to a Regulatory Impact Assessment
concucted by the Department for the Environment, Food and
Rural Affairs. In order to improve the acceptability of water to its




consumers and 1o reduce the risk of future discoloured water
avents, United Utilities has agreed a ten-year programme with
the Drinking Water Inspectorate 10 clean and refurbish up to
B02.2 km of its Large Diameter Trunk Mains and up to 4,689
km of smaller diameter mains, which have been subject to
many years of iron and manganese deposition and corrosion.

The European Union Urban Wastewater Treatment Directive,
which was transposed inte UK legislation by the Urban
Wastewater Treatment Regulations 1994, requires improvernents in
the treatment of wastewater discharges, in particular, the provision
of secondary treatment. United Utllities Water continues to make
progress towards achieving this for wastewater treatment works
serving areas with a population eguivalent of more than 2,000,
The European LUnion Urban Wastewater Treatment Directive also
requires measuras 1o be taken to fimit poliution from storm-water
‘overflows. The group is currently In dialogue with the regulators
f;'n refation 1¢ the scope of works required in order to meet this
‘chligation and related regulatory requirements.

There are ongeing infringerment proceedings by the Curopean
Commission against the United Kingdom regarding the
implementation of the Urban Wastewater Directive. The European
Commission has sent a reascned opinion to the United Kingdom
for failure to designate, and to review correctly, sensitive and less
sensitive areas. The Eurcpean Commissicn believes that the
United Kingdom has not taken all measures needed 10 reduce
the nutrients in wastewater to remedy problems in sensitive
areas. Depending upon the outcome of this legal action, it could
lead 1o the designation of some of the lrish Sea as a sensitive
area. This, in turn, could lead to requirements being placed

upen United Utlities Water to reduce the levels of some nutrients
in discharges from many of its wastewater treatment facilities
which feed into the Irish Sea.

There are, in addition, other ongoing infringement proceedings
by the European Commission against the United Kingdom
regarding the implementation of the Urban Wastewater Treatment
Directive, but these do not directly concern United Utilities
‘Water's appointed area.

Pursuant to the European Union Bathing Water Directive, the
objective of which is to protect public health and the environment
from faecal pollution at bathing waters, the Environment Agency
samples and analyses certain designated bathing waters around
the UK coast for the presence or absence of various bacteria.

A revised Bathing Water Directive entered into force in March
2008, introducing more stringent microbiological standards.
United Utilitles Water's programme of wastewater network and
treatment projects relating to its operational facilities to improve
the quality of, and meet the required standards for, bathing
waters in north west England, continues.

There are propcsais progressing at the Eurcpean level which,

if finally adopted, will amend the Directive on the use of sewage
sludge on agricultural land so as to introduce tighter limits for
metals in sludge. While United Utilittes Water's preferred route
of disposal for sewage sludge remains spreading on agricultural
fand, it is taking steps to ensure that it has sufficient disposal
bapacity if that roule Ceases 10 be accepiable, including the
<onstruction of new incinerators.

“Complaints of odour from wastewater treatment works could
be actionable as statutory nuisance under the Environmental
Protection Act 1990. Ofwat's final determination of December
2004 allowed United Utilities Water expenditure of £29 million
to deal with odour, cf which £11 million relates to activity at

three of its treatment works. A voluntary code of practice on
such odour problems was published by the Secretary of State
on 18 April 2008.

Atest case decision of the High Court in January 2006 that
certain of United Utilities Water's wastewater treatment plant
cperations should, in addition, be regulated under the Pollution
Rrevention and Control Regulations, may, depending upon the
outcome of an appeal, result in increased costs of compliance
with environmental legislation in relation to such operations.

As part of the five-year periodic review of prices, Ofwat takes
into consideration the capital investment programme which
United Utilities Water needs to achieve in order 1o comply with
environmental legislation.

United Utilities Efectricity owns the distribution network which
carries electricity from the National Grid along power lines to
consumers’ premises on behalf of the electricity supply companies
who are United Utilities Electricity's customers. The income darived
from the distribution business depends in part on changes in the
demand for electricity by consumers in north west England.
Demand for electricity is affected by such factors as growth and
movements in population, social trends, economic and business
growth or decline, changes in the mix of energy scurces used by
censurners, weather conditions, energy efficiency measures and
other factors. The electricity distribution business is a regulated
business in which the average increase in charges, which a
company may impose in any year, is capped by the electricity
reguiator (as described in more detail below). Accordingly, profit
derived from the distribution business of United Utilities Blectricity
also depends upon efficiency, achieved by reclucing and controling
costs, and providing high standards of service.

pue bunesdQ |

- mh
s
o
-
o,
R
oy
1P
<.
)

Key performance measures for the business relate to quality

of supply. Electricity supplies were available for 99.99 per cent
of the time during the financial year ended 2006, sustaining the
business's high fevel of performance in managing the network
to maintain constant supplies for consumers. Alf the overall
standards of performance set by the Gas and Electricity Marksts
Authority {the ‘electricity regulator’} were achieved.

Under the regulatory interruptions incentive scheme, United
Utilities Electricity has been set network performance targets for
the number and duration of customer supply interruptions. The
average number of interruptions per 100 consumers per annum
was 48.8+, out-perfcrming the regulatory target for the year of
57.2. The average number of minutes for which consumers were
without supply was 47.5+, beating the regulatory targst for the
year of 53.8 minutes. (Figures in this paragraph denoted by +
are unaudited by Ofgem at the date of this report).

o G g Dl
The efectricity industry in Great Britain is regulated under the
Electricity Act 1988 (the 'Blectricity Act’), the Utilities Act 2000
{the 'Utilities Act’) and the Energy Act 2004 (the ‘Energy Act)
by the Gas and Electricity Markets Authority (GEMA). GEMA
governs and acts through the Office of Gas and Electricity
Markets (‘Ofgem’). The Electricity Act, as amended by the
Utilities Act, requires all companies distributing electricity in
Great Britain to be licensed unless they are covered by an
exemption. Economic regulation pursuant to these ficences

is the responsibility of GEMA. GEMA also exercises powers
under UK competition legistation, most significantly the
Competition Act 1988 and the Enterprise Act 2002
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Business description continued

GEMA is led by a chaliman who is an independent public
servant appointed for a fixed term by the Secretary of State
for the Department of Trade and industry. This is in contrast to
regulators in some states of the United States who hold public
office and are required to stand for public election. The current
chairman is Sir John Mogg, who was appeinted from October
2003 for a period of five years.

GEMA must comply with the statutory duties laid down in
the Electricity Act as amended by the Utilities Act. In doing
80, GEMA may receive guidance from the UK government in
areas such as social and environmental policy. In carrying out
its statutory duties, GEMA Is required to exercise judgement,
but is not subject to direction as to what those judgements
should be and is independant of government ministers. The
chairman of GEMA may only be removed from the post for
incapacity or misbehaviour.

The primary duty of GEMA is 1o protect the interests of
consumers, wherever appropriate, by promaoting effective
competition. In carrying out this duty, GEMA is required
to have regard to:

« the need to secure that all reascnable demands for electricity
are met; and

+ the need to secure that licence holders are able to finance
thelr activities.

The UK government awarded electricity distribution licences
in 2001, The licences continue in force for an indefinite petiod,
subject to potential termination rights as set out below. United
Utilities Electricity holds an electricity distribution licence that
authorises it to distribute electricity anywhere in Great Britain.
Under that licence, Unitec Uhilities distributes electricity across
its distribution systemn covering an area in north west England
comprising 2.3 million consumer premises.

United Utilities Electricity’s electricity distribution licence contains
sirmilar restrictions to those contained in United Utilities Water's
watter licence. These restrictions include:

¢ non discrimination;

* restrictions on the payment of dividends — the board of
directors must provide a certificate of compliance before
declaring dividends affirming they are satisfied that the business
is complying with relevant licence obligations including that it
has sufficient resources and that the making of the distribution
will not cause it to be in material breach of any of the
cbligations in the future;

* prohibition on cross subsidies between the electricity
distribution business and associated companies;

* restrictions on the lending of funds to an associated
company - the consent of GEMA is required before lending
any funds to an associated company which is not on an
arm’s length basis;

* ringfencing of fingncial and management resources of the
licensed business; and

* restriction on the disposal of any asset forming part of the
distribution systern.

Licence conditions can be modified by GEMA either with the
agreement of the ficenses (or, in the case of standard conditions,
with the agreement of the requisite proportion of licensees) or
following reference to the Competition Commission for a decision

Unitect Utilities Annual Report & Accounts 2006

on public interest grounds. The ficence can be terminated on

25 years' notice given by the Secretary of State. The licence
can also be revoked in certain circumstancas, inciuding where
the licensee falls to comply with an enforcement order made

by GEMA. Breach of a licence condition can attract fines of up
10 ten per cent of the licensed company's turnover. Gfgem has
published a statement of the policy that it intends to apply to the
imposition of any penalty and the determination of its amount.
Any such penalty can be appesled, on procedurai grounds only,
to the High Court,

In practice, many regulatory issues arising batween licansees
and GEMA are seltled without the need to resort to formal
proceedings. Howsver, where GEMA is satisiied that a company
is In breach of the terms of its licence, it has powers to secure
compliance by means of an enforcement order. If a company
does not comply with the order (as well as potentially giving rise
to third party action) compliance can be enforced by the courts
and ultimately GEMA may revoke the licence.

The Energy Act 2004 introduced & special administration
regime, applicable to the holders of electricity distribution
licences, similar to that provided for the water sector. GEMA
or the Secretary of State can appoint a speciat administrator
1o take over the management and operation of the company
to secure its financial recovery in the event of actual or
threatened insolvency of the licensee,

GEMA censulted during 2005 on proposed modifications to
all distribution licences designed to preclude discrimination
by distribution network operators in the provision of ‘point of
cennection’ information to connections providers, Distribution
licences were subsequently amended in November 2005.

United Utilities Electricity is required to maintain certain standards
relating to the quality of supply of electricity in its licence area.
These standards take the form of guarantees at the individual
customer level and are subject to monitoring and compliance
audits. Faiiure to mest guaranteed standards of performance

will result in a prescribed compensation payment 1o the customer
concerned. In addition, GEMA can impose fines on companies
that fail to achieve the guaranteed standards or are in breach

of other licence obligaticns.

GEMA regulates electricity distribution charges by capping

he average charges that a company can impose in any year.
GEMA conducts a periadic review and sets price caps every
five years. This price cap Is set by reference to inflation as
measured Dy the retail price index in the UK plus an adjustment
factor known as ‘X’ which is specific to each company and
which can vary for each year of the review period. Tha size of

& company’s X facter (which can be positive, negative or zero)
reflects the scale of its capital investment programme, its cost
of capital and its operational and environmental obligations,
together with scope for it to improve its efficiency. The last
pericdic review was completed at the end of 2004 and covers
the period from 1 April 2005 to 31 March 2010. For the 2005-10
review period, United Utilities Electricity was allowed a real
{excluding inflation) price increase of 8.2 per cent in 2005/06
foliowed by constant real prices thereafter.

Unlike ‘rate of return’ economic regulation, such as exists in
many states of the United States, 'price cap’ regulation in the UK
is performance-based. Cormpanies are incentivised to be efficient,
both in terms of their operating costs and in the implementation
of their capital expenditure programme, The benefit of any
efficiency savings achieved through effective management




is retained by the companies for a period of up to five vears,
after which time the benefit is passed o customers via the price
setting process. The cost of any under-performance due to poor
management Is borne by the companies. An incentive scheme
was introduced by GEMA In April 2002 which provided greater
focus on three specific service areas: number of interruptions

to customers’ supplies; length of those interruptions; and quality
of the telephone response to customers. GEMA consulted on

its approach to the incentive scheme as part of the price control
review; including the form of the scheme, targets and asscciated
costs. it was agreed that the distribution network operators’
performance in those areas would continue to be incentivised.
Under the scheme, United Utilities Electricity is subject tc annual
rewards and penalties depending upon its performance against
pre-specified targets. Both rewards and penalties under the
incentive scheme are capped at 3.0 per cent of annual revenues.

GEMA has been consuiting on the structure of electricity
distribution charges since 2000. As a result of this consultation,
there has been one significant amendment made to all
distribution licences, including United Utilities Electricity’s. From
1 April 2005, distribution network operators have been obliged
to produce and implement charging methodologies {for both
connection to and use of thelr distribution systems) as a result
of the collective modification of the standard licence condition
relating to the distribution use ¢f system charges. The
methodologies are required 1o set out the pringiples and methods
by which electricity distribution charges will be calculated,
including cost reflectivity and facflitating competition, and must
be approved by GEMA, United Utilities methodclogy statement
~as intially approved by GEMA subject to clarification required
on proposed extra high voltage {(EHV) charges and reactive
power charges. These clarifications have since been provided
and the statement has been approved by GEMA,

GEMA has been consulting on the future governance of
commercial contractual arrangements that have previously been
governed by the Distribution Use of System Agreements. Ofgem
propose to replace the current bilateral agreements with a single
muitilateral contract, the Distribution Connection Use of System
Agreement (DCUSA), as it feels that it will improve transparency.

Evizomm e
All electricity companies have a general duty under the

Electricity Act t¢ have regard to the desirability of environmental
preservation and congervation and the protection of Sites of
Special Scientific Interast when they formulate proposals for
“development. United Utilities Electricity may be required to carry
out an environmental assessment when it intends to fay cables,
sonstruct overhead lines or carry out any other development in
Lonnection with its licensed activities. In response 1o discussicns
with envircnmental organisations In United Utilities Electricity's
operating area, and with the backing of Ofgem, the company has
undertaken work to assess the cost of converting from overhead
cables to underground cables in designated areas on aesthetic
grounds. There is a smail alowance of £5 million allowed by
Qfgem for such work over the period 2005-10.

ab rogulation of eleciricity d
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United Utilities Electricity, in common with all other UK electricity
companies, owns and operates pressure-assistad high voltage
cables. These operate at voltages of 33,000V and 132,000V,
These cables are either filled with nitrogen gas or an insulating
liquid. United Utllities operate both types, having 620km of the
latter type of cable. Cables of the latter type are pressurised
with a fight ‘oil’ type fluid. In the main the fluid is biodegradable,

although some older cables are pressured with a variety of

fluid that is not. The potential for loss into the emvironment

of the fluid, due to leaks or third party damage, is recognised
nationally by all electricity companies and the Environment
Agency (EA). In order to mitigate the effects of any losses,
United Utilities Electricity is party to a national code of practice
agreement with the EA. In the last five years, the company

has worked te minimise losses into the environment and has
reduced annual loss to around 25ki from a high of 48k} in 2000 -
2001. As part of the monitoring system, United Utilities Electricity
has developed and implermented a new software-based
management systermn to identify and categorise leakage allowing
rapid deployment of resources to protect the environment.

The possibility that electric and magnetic fields (EMFs) may
cause adverse health effects has been a topic of debate and
research for many years. Over the last 20 years, major research
programmes throughout the world have explored whether EMFs
have an adverse impact on health. A large epidemiclogical study
- the UK Childhood Carncer Study ~ reported in December 1899
that there was “no evidence that expasure to magnetic fields
asscciated with the electricity suppfy in the UK increases risk

for childhood leukemia, cancers of the narvous system, or any
childhood cancer”, International bodies such as the World Health
Crganisation and the International Agency for Research on
Cancer and, in the UK, the National Radiotogical Protection
Board {NRPB) have investigated this issue and have concluded
that there is no established causal link between EMFs and ll
health. The NRPB was the UK body with statutory responsibility
for advising on EMFs until April 2005 when it was subsumed into
the Meatth Protection Agency {HFPA), which has taken on its
radiation protection functions.

In March 2001, the NRPB published a review of the state of
the science and concluded “for the vast majority of children in
the UK there is now considerable evidence that the EMF levels
to which they are exposed do not increase the risk of leukemia
or other malignant disease”. However, it also noted that the
possibility remains that intense and prolonged exposure to
magnetic fields can increase the risk of leukemia in children

but the epidemiological evidence is currently not strong enough
to justify a firm conclusion that such fields cause leukemia in
children. In the spirit of the precautionary appreach, the NRPR
published in May 2003 a consultation document cn how to limit
exposure 1o EMFs and, in particular, on whether the UK should
adopt the more stringent exposure guidelings of the International
Commission on Non-lonizing Radiation Protection (ICNIRP).

in March 2004, the NRPB recommended that the ICNIRP
guidelines should be adopted. Most recently, a report published
by the Childhood Cancer Research Group (CCRG}) strengthened
the evidence that childhood leukemia rates are slightly higher
near power lines, but leaves the question of what causes this
more confused than before, stating that: “There is no accepted
biclogical mechanism tc explain the epidemiological resuits;
indeed, the relation may be due to chance.”

The independent Advisory Group on Non-ionising Radiation
(AGNIR), which reports to the Board of the HPA, has issued
several reports relating to EMFs, considering their possible link
with an increased risk of cancer, including childhcod leukemia.
AGNIR consider thers 1o be insufficient newly published research
that would, at present, justify the development of any update to
the 2001 NRPB report.

United Utilities Electricity, in line with other Energy Networks
Association (ENA) member companies, carries out its activities in
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Business description contirtued

review

accordance with Health Protection Agency guidance. The ENA

is the trade association for electricity companies in the UK. The
ENA and its member companies are committed to responsible
behaviour in the light of the sclentific evidence, including
consicering any appropriate precautionary actions. United Utllities
Electricity believes that present evidence does not justify any
change in the electricity Industry’s operating practices, or the
everyday utilisation of electricity by its customers, but United
Utilities Electricity keeps this under review and locks to the Health
Protection Agency and UK government for advice on the issue.

nfrauiruotne manngemeni

Contract Solutions has three distinct market-facing businesses:

* Llility Solutions — develops and operates contracts in the UK
applying the group’s core infrastructure management skills;

* International - responsible for appiying the group's core
infrastructure management skills in selected overseas
markets; and

» industrial and Commercial Solutions — provides services to
the public sector and commercial market, including multi-utility
connecticns, metering services, water and liquid waste
treatment services and facilities management.

The financial year ended 31 March 2006 was the first full vear
of operations, following a business reorganisation in 2004 aimed
at delivering future sales and profit growth through clearsr focus
an target markets,

Utility Solutions

The business develops and operates contracts in the UK

utllity market, serving over 12 million people in the UK. it has

a focused approach to pursuing opporiunities, with the objective
of securing long-term operational sources of income while limiting
overall financia! exposure.

During the year, the business secured two major new utility
autsourcing contracts, in April 2005, the business successfully
commenced a five-year contract to deliver Southern Water's
capital investmeant programme as part of a censortium, In June
2005, Contract Solutions acquired a 15 per cent stake in a
consortium that purchased the north of England gas distribution
network from National Grid Transco. Utility Soiutions secured

a £1.1 bilion eight-year contract to operate and maintain the
network, and manage the capital expenditure programme,

on behalf of the consortiumn.

2005/08 was the first year of the new operations and
maintenance contract with Dwr Cymru Welsh Water for up

to 15 years, continuing the relationship following the expiry of
the first four-year contract on 31 March 2005. Under the new
contract, the business provides water and wastewater services
in North Wales, and water services in South Wales. The business
also provides shared services throughout Wales, including
education and conservation activities and transport.

The business continued 1o play a leading role in the delivery of
part of Scoftish Water's four-year £1,8 billion capitat investment
programme, the funding for which will be provided by Scottish
Water to improve its services to 2.2 milicn homes and
businesses across Scotland.

Prior to the approval of bids for new contracts, a full risk analysis
is carried out to assess the risks associated with a project

and to ensure that they are mitigated to the appropriate extent,
dependent upon expected returns and the expected degree

of control over the risks.
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Internaticnal

The International business develops and operates contracts

in selected overseas utility markets and serves over 7.4 million
people outside the UK. In Australia, the business focus is on
maintaining the current portfolio of contracts and securing long-
ierm investment returng and operational scurces of income while
managing the overall exposure from the contracts. Elsewhere,
the overseas business focus will be on pursuing long-term
operaticns and maintenance opportunities, primarily in the

Gulf regions, with other existing internaticnal investments

being managed alongside any existing UK investments.

The business continued to manage its existing portfolio of water
and wastewater oparations through a number of joint ventures
fn parts of Scotland, Australia, Poland, Estonia and Bulgaria.

In June 2005, the Tallinn concession company Tallinna Ves|
was successiully listed on the Estonia Stock Exchange through
an Initial Public Offering. The International business participated
in this process by placing part of its total shareholding in the
business, reducing its stake to 11.5 per cent, but it remains
the designated international operator 1o the concession.

Generally, the joint ventures have limited recourse to United
Utiiities. However, the business has performance bonds and
guarantees in place supporting joint venture operations (see
‘Performance guarantees’ on page 25) and in some cases
there are bank letters of credit supporting equity commitments.

On page 25 there is a discussion on the impact of foreign
currency fluctuations and the extent 1o which foreign currency
net investments are hedged by currency borrowings,

The International business is affected by a variety of regulatory
regimes and regulatory risks, which are accepted to varying
degrees by the client, the concession company and/or

the operator. For those contracts where it is the operator,
United Utllities is not the licensed entity but it may be a direct
or indirect investor in the licensed entity.

In 2002, United Utilities completed its withdrawal from
infrastructure management in the Americas by withdrawing
from IEBA, the Argentine electricity utility. It disposed of

its minority interest in IEBA on 28 April 2005, IEBA defaulted
on its repayments to bondholders in Septemicer 2C02. There
is NG recourse to the group in respect of these debts and
the group has no further balance sheet exposure to {EBA.

Industrial and Cormmercial Sotions
Industrial and Commercial Sclutions is comprised of four
distinct businesses:

* Connections — the Connections business provides miti-utility
connections to connect domaestic, industrial and commercial
consumers to the existing utility network infrastructure. In
providing this service, the business designs and installs new
electricity, waler, gas and teleccmmunications infrastructure.
During the year ended 31 March 2006, the business re-focused
its sales and marketing effort towards long-term strategic
customers and larger projects, and this review of business
operations led to the closure of out-of-area offices in Cardiff,
Leatherhead and Falkirk, with contracts centrally managed from
the Preston office. This business secured £40 milion of orders
in the year ended 31 March 2008, including £16.1 million
out-of-area orders;

Metering — the metering business provides instalation and
rnaintenance services for electricity, water and gas meters.




In the year ended 31 March 2008, the business installed
69,000 new water meters and installed or exchanged 126,000
glectricity meters in north west England under a contract with
United Utilittes North West. In addition, 402,000 gas meter
installations and 152,000 electricity meter installations were
carried out under a contract with British Gas Trading which
runs up to January 2009. Under this contract, both gas and
electricity maters are installed by the metering business, with
rental income then being received for up to 20 years after
installation by a joint venture company which owns the meter
assets and in which the group has a 50 per cent interest;

Industrial - this business is a provider of specialist water

and liquid waste services 10 industrial customers in the UK.

In many instances, liguid waste is treated on site, under
contract to the customer, in a dedicated facility which is
constructed and owned by the business. The business also
owns two sites for the receipt and treatment of tankered liquid
waste from customers. The Industrial business currently treats
approximately 11 million tonnes of wastewater a year; and

» Facilities Management and Energy Services — the Facilities
Management business manages properties for clients under
contract. The scope of operations includes arranging site
senvices such as reception and cleaning, managing vacant space

ey oondriDulors 0 otrpoyala SUCOeES

Tahle 2: Pecple - key contributors 1o corporate success

and office management. During the year ended 31 March 2008,
the business successiully mobilised two new local authority
public sector faciities management contracts at Thurrock and
Hertfordshire. The Energy Services business provides energy
efficient infrastructure, such as lighting, to cuistomers.

[ERH ] [setiete;

Vertex commenced trading in the UK in 1896. It is now a leading
provider of business process outsourcing and technology services.
The coempany develops and implements a range of outsourcing
solutions for many leading organisations based on a diversified
portfolio of long-term contracts across private enterprise, financial
services, utility, central and local government secters,

In May 2005, Vertex entered the UK and Canadian financial
services' sectors through the acquisition of Marlborough

Stirling ple, a provider of cutsourcing and technology services,
Subsequently Vertex extended fts presence In this sector through
the acquisition of 1st Scftware Group Limited in March 2006.

Vertex also has a presence in the North American utiiity sector,
which it entered through the securing of contracts with Hydro-
Ore in March 2002, and NiSource in Jung 2005,

Capital expenditure in the year ended 21 March 2006 was
£205.0 million (2005; £42.0 million).

o
o
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s
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Number of employees - financial year ended 31 March 2006 2U0h
Licensed muiti-utiiity operatons 4775 4,860
Infrasfructure maragement 3,269 2.510
Business process outsourcing 8,203 7.693
Telecommunications (discontinued operation) 653 552
Other activities 12% e
Average number of persons empinyed by the group during the year 1;!,{)29 15,4935

Substantially all of the group’s employees are based in the
United Kingdom.

Good industrial relations remain a priority for United Utilities
across the whole of its business and parts of the group have
been recognised in the UK for excellence in this area. The group
continues to recognise and work in partnership with a range of
trade unions across the sectors in which it operates.

A statement of principles governs the approach to labour
relations across the group.

In summary:

| icensed multi-utitity operations - 99 per cent of employees
within United Utilities North West are now represented by
trade unions for collective bargaining purposes under the
termns of a voluntary collective agreement, underpinned by
the “Together in Parinership’ agreement. Thig Partnership is
continuing to develop and is now being supported by joint
training programmes, which have been very well received.
The relationships with key union players are maturing and
the company has received positive feedback from the unions
on the partnership approach;

» Infrastructure Management — approximately 72 per cent of
employees within United Utilities Contract Solutions are now
represented by trade unions for collective bargaining purposes,
which includes employses engaged cn the Northern Gas

Networks contract who transferred inte the business during
2005. Other employees are employed on personal contracts
and are not covered by collective bargaining arrangements.

A review of union relaticnships has taken place in a number

of business areas and these are being managed at a local

level dug 1o the diverse nature of the business and the
different contracts operated by the busingss. A range of
collective bargaining agreements exist which have been
inherited following the TUPE transfer of employees from other
ermployers. Relationships between 1he individual business areas
and the unions centinue to develop and positive feedback has
been received on the partnership approach being adopted,
particutarly in the Welsh Water business. The aim is to embed
partnership working within other business areas during 2006,
As part of this development process, joint training programmes
have been taking place between the individual business areas
and unions, facilitated by the Partnership institute; and

Business process cutsourcing - around 45 per cent

of the Vertex workforce is covered by collective bargaining
arrangements and this is increasing as Vertex acquires

new contracts in the public sector in the UK. Vertex has

a progressive approach 1o partnership with its trade unions
and has been recognised externally for best practice in this
area. The 2005 pay review process was exemplary with high
levels of co-operation between the parties.

LInited Utditins Arnual Report & Accounts 2006
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Business description continued

United Utilities remains committed to maintaining high standards
of health and safety in every area of its business. The group's
health and safety aims and objectives arg integrated into the
business planning processes. Progress is monitored regularly

at all levels throughout the business.

The group’s risk profile is diverse and changing, as would

be expected in a large multi-utility organisation. The company
nad 74 accidents in 2005/06 which were reportable under the
Repoerting of Injuries, Diseases and Dangerous Cccurrences
Regulations (RIDDOR) and a total of 103 lost-time accidents.

" These resulted in 2,173 working days lost, & rate of 11,564 per
100,000 employees. The Accident Incidence Rate (AIR) per
100,000 employess for the year was 548. This was below the
AR target of 6680 set for the year, Performance targets have been
reviewed and afigned to the HSE ‘Revitalising Health and Safety’
strategy. Retrospective and forward-icoking targets have been
sel to achieve a ten per cent year-on-year reduction to the AR
and accldeni-related lost-time rate as calculated from the year
2000 through to 2010,

A short-term (18-month) strategy was developed with the primary
aim of aligning the business healih and safety management
systems to cne consistent framewcrk. Five group-wide ‘Key
Policy Objectives' were identified for 2005/06 and a further five
have now been devetoped for the 2006/07 financial year,

The main areas of progress in 2005/06 were the introduction of

a 'Key Performance Indicator’ reporting process that measured
reactive (flagging) and preactive (leading) incicators, implemsntation
of a group-wide system 1o monitor work-related pressure, a
review and benchmarking of occupational road-risk managerment
measures and improvements to internal and external health and
safety reporting via the internet and the company’s intranet,

Business continuity across United Utllities was reviewad in
2005/06 resulting In the revision of the Corperate Emergency
Response Plan. A Virtual Watch Team was also established to
monitor continually ‘rising tide’ threats to the business and to
advise the Business Continuity Steering Group and executive
management as appropriate. A strategy for managing the threat
of an influenza pandemic has been agreed by the board which
includes a crisis management structure and escalation model,
pased on advice from Defra and the UK Department of Health,

[P N
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Table 3: Property

Location

The involvement of al! staff in these initiatives is a prerequisite
and the group has continued to work in partnership with a range
of trade unions and employee representatives operating across
the businesses. These procasses will continue and will be
developed further over the year ahead.

The group is committed to improving its employees’ skills
through training and development and nurturing a cuiture

in which empioyees feel valued. The group encourages
employees to work to their full potential and respects the dignity
and rights cf every employee and supports them in performing
various roles in society. The group also challenges prejudice
and stereotyping. The group Is equally committed to involving
employees through open and regular communications about
business developments and issues of general interest, both
formally and informaliy.

The group is committed to fulfiling its obligations in accordance
with the Disability Discrimination Act 1998 and best practice.
As an equal opportunities employer, the group gives equal
consideration to applicants with disabilities in its employment
criteria and will modify equipment and working practices
wherever it is safe and practical to do so, both for new
employees and for these empioyees that are disabled during
the course of their employment, Additionally, the group is
committed to providing full support and appropriate training
for employees who become disabled during the course of their
employrnent so that they can continue to work in a position
appropriate to their experience and abilities.

Ag at 31 March 2008, United Utilities Water had the principal
operating facilities shown in table 3, all of which are owned

by United Utilities Water and are freehold, except Sandon Dock
which is leasehold. United Utilities Water's wastewater operations
invalve owning and managing assets, which include:

- 40,325 kilometres of sewers;

- 1,738 pumping stations;

~— 371 storage tanks;

- 3,076 combined sewer overflows,

- 583 wastewater treatment works; and
— 34 sludge treatment facilities.

Approximate med

Description it hectares

Bowiand Estate, Lancaghie Resarvoir/gatharing grounds 10,120
Haweswater Estate. Lake District, Cumbria Raservoir/gathering grounds 3,800
L.ongdendale Estate, Derbyshire Reasarvor/gatherning grounds 7,490
Wesl Pennine Moors, Lancashire Reservor/gatherng grounds 6,672
Thrimere Estate, Lake District, Cumibxria Reservor/gatherdng grourds 4 850
Hunéington, near Chester, Chpshire Water raatmenl works G7
Deavsyhulma, Greater Manchester Wasiowaler trealmaent works &9
Prescot, Merseyside Waler treatment works 84
Woodgate Hil, Greater Manchester Water treatment works 40
Shell Graen, Widnes, Cheshire Sludge processing centre 12
Watichgate, Curnoria Walar troatment works 12
Wastewaler treaiment works B

Sarden Dock, Liverpool

Note:
Ona hectare equals 2.47 acres.

United WHitlies Arrual Report & Accounts 2006




United Utilities Water's water operations involve owning and
managing assets which include:

- 184 raw water impounding reservoirs and associated
catchments;

- 1,444 kilcmetres of raw water aqueducts;

- 113 water freatment works;

- 1,443 kilometres of treated water large diameter trunk mains;

~ 455 service reservoirs and water towers storing treated water;

— 626 pumping stations; and

- 39,918 kilometres of trunk and distribution mains,

As at 31 March 2006, United Uttilities Electricity's facilities
included 13,525 kitometres of overhead lines, 42,930 kilometres
of underground cables {operating at 132 kilovolts, 33 kilovcolts,

25 kilovolts, 11 kilovolts, 6.6 kilovelts and 400/230 volts),

#8,100 ground mounted substations and 16,730 pole mounted
fransformers. United Utifities Electricity holds wayleaves which

" “dntitle it to run lines and cables through and across private land
and in some circumstances these can be terminated by the
landowner or occupier upon notice pursuant to the Electricity Act.

However, United Utilities Electricity has statutory rights

10 seek the compulsory retention of a wayleave if termination
is saught by the landowner/occupier. United Utilities Electricity
does not anticipate that any significant relocation of these
facilities will be required, although any relccation of a major
portion of these facilities would have a material adverse effect
on the business and financial position of United Utilities
Electricity. Ground mounted sub-stations are situated on
properties either owned by United Utilities Electricity or held
under lease. Pole mounted transformers are generally held
under wayleave agreements. United Utilities Electricity anticipates
that it will be able to negetiate lease renewals on satisfactory
terms or relocate eguipment so that the non-renewal of any
such leases would not have a material adverse effect upen
United Utitities Electricity.

- AL 31 March 2008, Contract Solutions’ key facilities were
inased head office accommedation in Birchwood, Warrington
and Industrial & Cormmercial Solutions’ offices at Old Trafford,
Manchester. In addition to these sites, the business occupies
various properties in support of specific contracts, typically within
the geographic boundaries of the contracts, both in the UK and
overseas. These sites consist of offices, depots and operational
faciiities that are primarily owned or leased by the client. Itis
anticipated that the business wilt be able to negotiate renewals
of any expiring leases, or relocate the relevant facilities, without
having a material adverse impact on the business.

Vertex's facilities inciude leased custormer management

centres and support offices at Knowsiey, Prescot, Warrington,
Whitehaven, Edinburgh, Nairn, Forres, Dingwall, London,
Birmingham, Speke, Grays, Stevenage, New Delhi {India) and in
Denver (Colorado,USA). Properties in Warrington and Manchester
are leased from the group’s infrastructure management business.
'ts head office has moved to Prescot and it is currently marketing
ihe former head office building in Manchester.

.‘following the acquisition of Marlborough Stirling, now known

2s Vertex Financial Services Division, Vertex alsc leases premises
:n Bristol, Basingstoke, Cheltenham, Chester and Cobham. There
are overseas operations in Douglas (Iste of Man), Bublin (Ireland),
Toronto and Vancouver (Canada) and Lugano, (Switzeriand).
Vacant premises in Cheltenham, Frimley and Woking are currently
being marketed.

In addition to the properties described above, the group occupies
various non-operational properties consisting primarily of offices,
depots, warehouses and workshops. These are either owned

by the comparny or tleased. It is anticipated that the company will
be able to negotiate renewals of any expiring leases, or relocate
the relevant facilities, without having a material adverse impact

on the company. The most significant of these non-operational
properties are: the company’s London office, which is leased by
the company; the company’s headguarters in Warington which
is owned by United Utilities Property Solutions; United Utiities
Water's operations and customer centres in Warrington, which are
owned by United Utilities Water and United Utilities Electricity’s
operations; and customer centres in Manchester, which are
owned by United Utilities Electricity. United Utilities Contract
Sclutions’ nead cifice in Warrington is leased.

In February 2004, the company, through a subsidiary, entered
into a 15-year joint venture agreement with Ameac Developments
Limited t¢ develop land at Lingley Mere, Warrington. Qver a
pericd of time, the company will invest up t¢ £20 million in this
joint venture, mainly in the form of land.

The contaminated fand regime in Part llA of the Environmental
Protection Act 1990 places labllity for the clean-up of contaminated
lanct upon any person who caused the contamination or, in some
circumstances, who knew of its presence and falled to prevent it.

If no such person can be found after a reasonable enquiry has
been made, liability for clean-up falls upon the current owner or
occupier of the tand. The regime provides for exemptions from
liability in certain cases. The company is not aware of any fiability
which it may have under the regime, which wil have a materizl
adverse impact on its businesses.

The company believes that all of its properties are in a reasonable
state of repair and are adequate for their purpose. The company
has a continuing programme of improving, replacing and
disposing of property when considered appropriate to meet

the needs of its business operations. It is not aware of any
material environmental issues which would prevent the
anticipated utilisation of the above-mentiched properties.

Some non-gperational areas of United Whilities Water's
wastewater treatment works, including Irlam, Manchester,

may be affecied by contarmination, Al present, it is not clear
how the llability for the clean-up will be allocated, or the extent
of the cost for such work. However, this is not expected 1o

have a material impact on the company's results.

United Utilities Annual Report & Accounts 2006
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Performance review

In this section, references to segmental operating profit are
defined as segmental operating profit before restructuring costs
and the amortisation of certain intangibie assets {or a segment
as shown in note 1 of the consolidated financial statements on
page 75.

Ron-GEAAT mestiios

The group gives certain additional information in order to provide
an increased insight into the underlying performance of the
business, in line with management’s own view. An explanation
of these presentations is given below.

a.0Qperating profit from continuing operations before restructuring
costs; and

b, Profit hefore taxation from continuing operations before
restructuring costs and the impact of IAS 38 'Financial
Instruments: Recognition and Measurement’

Operating profit from continuing operations before restructuring
costs can be derived from the consolidated income statement
of the consolidated financial statements, The board believes
this financial measure provides usefud information to investors
as it is the measure that management uses to evaluate

trading performance.

It therefore aligns the performance measure reported to
investors with that used by management to monitor performance
and allocate resources within the business. Operating profits
from continuing operations before restructuring costs are used
o evaluate the trading performance of the group, because
rmanagernent believes that the exclusion of restructuring

costs {(which, by virtue of their size, are disclosed separately

and may vary significantly each year) provides a more accurate
comparison of annual performance.

Management believes that providing additional measures
under IFRS (as reconciled in tables 4 and 5) which remove
the negative impact of restructuring, gives a clearer
understanding of the group's cere trading activities, is

of relevance in assessing the future direction of the group
and clarifies the trends in trading performance.

Profit before taxation from continuing cperations before
restructuring costs and the impact of 1AS 39 can be derived
from the consolidated income statement of the financial
staterments and is reconciled to profit before taxation from
continuing operations in table 5. The board believes this
financial measure provides useful informaticn to investors

as it is one of the measures that management uses to evaluate
trading performance. Management believes that the exclusion
of the impact of I1AS 39, which has introduced some volatility
to the income statement provides a more accurate comparison
of annual performance.

United Utilities Arnual Report & Accounts 2008

Customer interruptions to electrical
supply per 100 customers (2005/06)

(2004/05: 47.0)

Table 4:

2006
For the year ended 31 March £m £m
Operating profit from condnuing operations 740.0 G614
Restructuring costs 25.5 27
Operating profit from continung aparatons
before restruciuring costs 765.5 B881.1
Table &:

2006 FH0L
For the year ended 31 March £m i
Profit betore taxalion frem cortinuing onerations 439.3 3676
Restructuing costs 25.5 287
Fair valug ioss on Gebt and dervative mstruments 15.7
Profit bafore taxation from continuing operations
betore sestructunng costs and e impact
of IAS 39 480.5 397.3

Although the board uses these non-GAAP financial measures

to analyse trading perfermance, cperating profit from continuing
operations as shown on the face of the income statement,

which is reconciled to dperating profit from continuing operations
before restructuring costs in table 4, and profit before taxation
from continuing operations as shown cn the face of the income
statement, which is reconciled to profit before tax from continuing
operations before restructuring costs and the impact of IAS 38

in table 5, should also be considered.

c. Segmental operating profit from continuing operations

hefore the amortisation of certain Intangible assets and
restructuring costs

Segmental operating profit before the amoertisation of certain
intanglble assets and restructuring costs is directly derived from
note 1 of the consclidated financial statements. The adjustment for
the amortisation of certain intangible assets relates to amortisation
charged to the income statement during the year in respect of
intangible assets arising on acguisitions undertaken since the date
of transition to IFRS 3 'Business Combinations’ (1 April 1999). Prior
1o the adoption of IFRS, the value of such intangible assets would
have been reflected within goodwill.

The board considers removing the negative impact of this
intangible asset amortisation charge from the segmental operating
profit/{loss) to be relevant due to the size of the charge relative 1o
the results of the business process outsourcing segment following
the acquisition of Marlborough Stirling Group ple.

Further, the board considers that the removal of the negative impact
of restructuring gives a clearer understanding of segrmental trading
performance, is of relevance in assessing the future direction

of the segments and clarifies the trends in trading performance.




Average number of employees by business segment 2005/06

2 Licensed multi-utility operations
4,775 {28.0%}

W infrastructure management
3,260 (10.2%)

B Business process outsourcing
8,203 (48.2%)
Discontinued/other
782 14.6%)

Table 6a:

Licensed Business
muiti-utility Infrastructure process
operations management outsourcing

Yoar ented 31 March 2006 £m £m £m

':éegmental operating profit from
continung operations belfore the
amortisation of certain intangible

assels and restructuring costs 652.3 95.5 20.8
Amortisation of certain intangible assets - (1.1} 8.7}
Rastructuring costs (0.1) 4.7) (2G.7)
Segmental operating profit/ioss) 652.2 89.7 {8.6)

Table 6b:

Busire

infraglructune
oparalions  management oulsou
nm

Year ended 31 March 2005 £m

Segmental cperating profit from
continuing operations before the
amortisation of certain intangble

assets and restructuning costs 564.8 80.0 243
Amortisation of ceriain ntangitle assets - 0.8 (3.2}
Restructuring cosis (22.9) 1.5} 4.9

Segmental operating profit 541.7 891 16.2

in assessing the financial posttion and results of the segments,
management believes that providing this additicnal measure gives
a clearer understanding of the underlying trading performance.

d. Borrowings net of cash and short-term deposits

Borrowings, net of cash and short-term deposits can be derived
from the consolidated balance sheet of the financial statements.
This measure, which is analysed in table 7 below, is used to
assess the group’s liquidity position by reference to the group’s
committed level of funding. The group seeks to ensure that
sufficient funding is available to meet foreseeable requirements
plus headroom for contingencies.

Table 7:

2006 20085
For the year ended 31 March £m m
Borowings — current 6191} (5123
Rorrowings — non-current {5,081.1) (4,860.00
sash ang short-term deposits 1,513.5 jeionid

&Drrowings niet of cash and shart-term deposits {4,186.7) (4,278.6)

8. Adjusted basic earnings per share (note 9}

Adjusted basic earnings per share relating to continuing
operations excludes deferred taxation, the impact of IAS 3% and
restructuring costs. In the opinicn of the directors, this provides
for a more representative view of underlying performance.

The adjustment for deferred taxation is consistent with the Cfwat
treatment of deferred taxation in its price setting methodology.

Where these non-GAAP measures are included elsewhere in
the annual report and Form 20-F (as indicated by the symbal ),
the above definitions should be referred to.

Tie
Overview

United Utilities delivered another strong financial performance

in the year to 31 March 2006. Profit before taxation before
restructuring costs and the impact of I1AS 39* increased te
£480.5 million, an increase of 20.9 per cent. Operating profit
from continuing operations befare restructuring costs” increased
by 12.4 per cent to £765.5 millicn.

e

The regulated business had & successful year with segmental
operating profit” up 15.5 per cent, in part benefiting from the
pianned re-scheduling of the infrastructure renewals programme,
whiich has resulted in the deferral of around £15 million of
expenditure to 2006/07 and 2007/08. Capital investment across
the regulated water, wastewater and electricity operations totalled
£582.2 miflion. For the sixteentn consecutive year, capital
expenditure has exceeded the profit earned for shareholders as the
company invests to improve quality and service for its customers.

United Utiities Contract Solutions has defivered impressive growtn
by using the group’s core utiiity skilis and further consolidated its
position as the leading utility infrastructure outsourcing company in
the United Kingdom. As the infrastructure management business
grows, it provides the opportunity for the group to benefit from
further economies of scaie and exchange of best practice. The
mobilisation of a number of significant new contracts during the
year led 10 a 35.2 per cent increase in revenue. A focus on strong
performance, driven from the disciplines of operating within robust
contractual frameworks, provides a sofid base from which to
pursue other infrastructure outscurcing opportunities.

Vertex has successfully renewed a number of significant
contracts and has adjusted ts cost base to enhance the
business’s competitiveness. Vertex Financial Services has built
on the Marlborough Stirling acquisition through the purchase of
1st Software Group Limited and will provide independent financial
advisers with a single system covering the front and back cffice,
enhancing its market offering and providing the opportunity to
drive growth. Since the start of the financial year, new contracts
valued at more than £40 milllon have been signed in the fife and
pensions business of Vertex Financial Services. It has a pipeline
of opportunities going forward werth over £300 million, with
many of the potential cutsourcing contracts cffering relatively
aftractive margins,

Following the successful completion of the second stage
of the rights issue in July last year, the group took advantage
of the favourable market cpporiunities to raise long-term, index-

Urited Utlities Annual Report & Accounts 2006
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Performance review continued

linked debt. Since Septernber 2005, a total of £600 million of
this debit has been issued, with maturities ranging from 30 to 43
years and real interest rates ranging from 1.3 to 2.0 per cent.

A drawdown of around £200 milion has also been agreed from
a ten-year lcan facility provided by the European Investment
Bank, in the form of index-linked debt with an effective real
interest rate of 2.25 per cent, In addition to providing a good
match for the group's revenue profile which is linked to inflation,
the relatively low cost of this funding has secured substantlal
additional value for sharehclders, This represents out-
performance of over £80 milllien when compared with the
regulator’s cost of debt allowance for the current five-year period.

During the year, the company’s pension scheme investments
achieved an average investment return of around 23 per cent
across all asset classes. Following the £320 miion lump sum
prepayment made in March 2005, which rolled-up the 2005-10
contributions, the pension schemeas are showing a net surplus
of £19.3 million at 31 March 2008.

Strategy and outlook

in the regulated businesses good progress has already been
made in meeting the efficiency chalienges set by the regufators.
Successful delivery of the capital investment programme is

vital and the partnership framework approach that has been
developed wilt help to optimise the company’s performance.
The current strategy is to target customer service and
operational performance improverment. With further real price
increases ahead, the regulated businesses should continue

to deliver strong profit growth.

The core skills from the regulated businesses apply also in United
Utilities Contract Solutions. Given its current market leadership
posifion, 1he company is well placed to take advantage of
outsourcing opportunities that seem fikely 10 arfge in the wtility
sectors, There is potential for more exchange of best practice
within the group to make further performance improvements in
operating both other companies’ and the group’s own assets.
The business has a robust order book In place, which should
drive continued growth in revenue and it has a solid base from
which to pursue other outsourcing opportunities.

Vertex's growth record is impressive. Few businesses have
profitably grown third party revenue from zero to over £30C miiion
withirn six years. As a mark of this success, client revenues from
United Utilities as a client are likely to reduce further over the next
two vears, from around a quarter today. Vertex has some geod
opportunities in the pipeline, particularly in the public sector and
financial services sector,

Overall, the group’s progress means it has a strong platform
from which to develop.

Financial performance

Group revenue from continuing operations increased by

13.5 per cent to £2,386.8 million in 2005/06 compared with
£2,103.7 milion in 2004/05. These movemerits refiect growth
across the ificensed multi-utility and support services businesses.

Operating profit from continuing operations increased by

13.6 per cent in 2005/06 to £740.0 miltion. Operating profit
from continuing operations beiore restructuring costs”™ increased
by 12.4 per cent in 20056/06 to £785.5 milicn.

The net finance expense for the year was £300.7 millicn
compared with £283.8 million in 2004/05. The increass in
2005/06 primarily reflects the impact of 1AS 38 introduced for
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the first time from 1 April 2005 of £15.7 million. Excluding IAS 39,
the net finance expense has increased by 0.4 per cent fram
£283.8 million to £285.0 million.

Profit before tax from continuing operations in 2005/06
increased by 19.5 per cent to £439.3 million, This is stated after
restructuring charges of £25.5 milfon (2004/05: £20.7 milfion)
{discussed below).

Basic earnings per share, refating to continuing operations,
increased by 8.1 per cent to 37.3 pence in 2005/06 (2004/06
34.5 pence), largely as a result of the increase in cperating profit.
Pricr period eamings per share has been re-presented to take
account of the bonus element of the rights issue.

Adiusted basic earnings per share* decreased by 7.3 per
cent to 50.5 pence (2004/05: 54.5 pence), principally
reflecting the impact of increased continuing cperating profit
cffset by the move from a current tax credit tc a current tax
charge and the impact of IAS 38, The caiculation of, and
reasons for, the adjusted earnings per share measure are
set out in the non-GAAP measures section and in note 9 of
the financial statements.

The amortisation of certain intangible assets (see note ¢ on page
16) was £9.8 million in 2006/06 and £2.6 million in 2004/05 in
respect of continuing operaticns. The amertisation of certain
intangible assets in 2006/06 consisted of £8.7 million relating to
business process outsourcing (2004/05: £3.2 million) and £1.1
milion relating 1o infrastructure management {2004/05: £0.6
million credit]. The increase in 2005/08 principally reflects the
amortigation charge arising from the acquisition of Marlbcrough
Stirling Group ple by Vertex, which was compieted in May 2005.

The dividend per ordinary share for the year is 43.87 pence,

an increase of 3.4 per cent consistent with the group’s policy

of growing dividends in line with inflation when compared with

the dividend per ordinary share in 2004/05 of 42.43 pence (re-
presented 1o take account of the bonus element of the rights issus).

The valuation of the group’s pensions schemes under JAS 19
results in & net pension surplus at 31 March 2008 of £19.3
million compared with 2 net obligation of £84.6 million at 31
March 2005. The group made a lump sum pensions contribution
of £320 million, split between the group’s two defined benefit
pension schemes, on 31 March 2005. The group does not
expect 1o make any further cash contributions during the 2005-
10 petiod into the defined benefit schemes, although the rasults
of tha next actuarial valuation will be incorporated into the

2007 /08 financial statements,

Restructuring
Restructuring costs, which are disclosed separately on the face
of the consclidated income statement, are as follows:

Table 8:

2006
For the year ended 31 March £m

(25.5)

Restnicturing costs (29.7)

Restructuring costs in 2005/06 of £25.5 milion principally arose
from tne acquisition of Mariborough Stiring and from further
restructuring, including severances and the raticnalisation of
property requirements in Vertex during the second half of the year,

Restructuring costs in 2004/05 of £29.7 million principally
retated 10 the restructuring programmes in licensed multi-utility




operations in preparation for meeting its 2005-10 efficiency
challenges. In infrastructure management these relaied to the
restructuring of the business units into market-facing business
streams, focusing on thelr specific risks. in business process
autsourcing, the costs related to a restructuring to form a divisional
structure which reflects the markets in which the business operates.

Discontinued operation

In line with the group’s declared sirategy to accelerate the dispesal
of its telecommunications business, Your Cemmiunications was
scld to THUS Group plc on 26 February 20086. In accordance

with IFRS, the assets and liabilities were adjusted 1o their fair value
less costs 1o sell as at September 2005, when the business was
deemed to meet the definition of a disposal group under IFRS 5,
-‘Non Current Assets Held for Sale and Discontinued Operations’.
A reduction in the carrying value of Your Cornmunications of
£147.7 million before taxation was recorded (£116.1 milion
post-tax). The group has subsequently recorded a loss on disposal
of £9.1 million before taxation as a result of the exit (£14.3 million
gain post-tax),

The initial consideration for the sale of Your Communications
was the issue to the group of 391,532,832 ordinary shares

with a market value of 15.5 pence per share in THUS Group plc,
tegether with the option to acquire up to a further 4.8 per cent of
shares in THUS Group ple, dependent upon the enlarged group's
future share price perfermance.

Taxation

The current UK mainstream corporation tax charge in 2005/06,
and credit in 2004/05 in respect of continuing operations, reflect
the high level of accelerated tax allowances arising from the
capital investment undertaken by the group and the benefits

~f advance corpoeration tax planning established in earlier ysars.
A tax credit arose in the previous year following the agreement
of prior-year tax returns.

The effective current ordinary tax charge relating to continuing
operations is 10.9 per cent, compared with a credit of 8.2 per
cent in 2004/05. Including deferred tax, there is an effective
ordinary tax charge of 27.4 per cent, compared with a charge
of 26.1 per cent in 2004/05.

Deferred tax is a £72.6 milion charge in 2005/06, compared
with a £126.1 million charge in 2004/05. The main reascn for
the decrease in deferred tax charge is due to a change in the
tax treatment of capitalised maintenance expenditure which
has resulted in an increase in the current tax charge.

In terms of the group’s total contribution to business texes in the
year, in addition to corporation tax, the group has alse borne a
total amount of around £105 million in relation to business rates
and employer’s national insurance contributions.

Cashflow

Net cash generated from continuing operating activities
ncreased to £723.4 millicn, from £455.5 million in 2004/05. The
ncrease in 2005/06 reftects the lump sum pension contribution
7 £320 million made on 31 March 2005 for the 2005-10 period,
offset by increased cperating profits discussed above.

Tax payments remain low reflecting the benefits of previous
tax planning and the current tax charge (see above).

A significant level of capital investment continues 1o be made,
mainly as a result of the water and wastewater capital investment
programme. The 2005/08 capital investment of £598.2 million

in property, plant and eguipment represents a 30,6 per cent

decrease over 2004/05, reflecting the phasing of the AMP4
capital programme.

Cash raceipts from the financial restructuring of joint ventures

in 2005/06 include the proceeds from the initial public offering

of part of the group’s investment in Tallinn. Cash payments in
2005/06 for the acquisition of subsidiaries and the purchase of
investments include the acquisition of Marlborough Stirling Group
plc, 1st Software Group Limited and Northern Gas Networks
Holdings Limited. Cash payments in respect of acquisitions in
2004/05 included the acquisition of Capgemini’s 14.6 per cent
equity stake in Vertex.

2528.3 million was received from the issue of shares during
the year, from the secend stage of the rights issue and the
exercise of share options, This compared with ©20.0 million
received in 2004/05.

Dividend payments in 2005/C6 represent an increase in line
with the group’s dividend policy.

As a result of the above, cash and cash equivalents increased
by £578.3 million during the year to 31 March 2006.

Borrowings net of cash and short-term deposits* decreased

by £81.9 million to £4,186.7 milfion at 31 March 2008. Gearing,
measured as borrowings net of cash and short-term deposits”
divided by total capital employed (being shareholders' equity plus
borrowings net of cash and short-term deposits”), decreased to
61 per cent compared with 67 per cent at 31 March 2005. The
group seeks to ensure that sufficient funding is avallable to meet
foresesable requirements plus headroom for contingencies.

Significant changes
Management is not aware of any significant changes in the
financial positicn of the company since 31 March 2006.

Revenue

£1,502.9m +8.5%

(2004/05: £1,384.7m)

Segmental operating profit*

£652.3m

{2004/05:; £564.6m}

+15.5%

o RV .
United Utilitles North West carries out the group’s licensed mutti-
utility operations and aims 1o create value through the efficient
management of its assets. The key objectives continue to be to
deliver its regulatory contracts, to align its resources efficiently
within the commoen geography of its licensed networks in north
west England and to continue to improve service for customers.
The business pursues strategies aimed at maximising the
benefits of its multi-utiity status and integrating its systems and
procadures to generate efficiencies across its operations and
provide a seamless service for customers.

Within United Utilities North West, three business streams have
been created for water, wastewater and electricity, 10 ensure end-
te-end accountability and balanced decision making on operating
and capital expenditure, In addition, the customer business
stream manages the relationship with the group’s regulated
customer base, including billing and cash collection.
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Performance review continued

wighdinhis The company has continued to focus upon the health and

Revenue incFeas“ed by 8.5 per cent to £1,502.9 million in safety of its employees and delivered over 2,227 man-days of

2005/06, largely due to a real increase of 5.0 per cent in water safety fraining over the vear. United Utilities North Wast gained
and wastewater prices and a 8.0 per cent real increase in Cccupational Heaith and Safety (OHSAS): 18001 accreditation
electricity revenues. This compares with 2004/05, when water and wag awarded a four-star rating in the British Safety Council
and wastewalter prices increased by 8.9 per cent in real terms audit in January. The company has alse cut the incidence rate
and when a real reduction of 3.0 per cent in electricity distribution  for notifiable and reportable accidents from 7.43 (per thousand
prices was applied. employees} in 2004/05 to 7.18 in 2005/06.

Segmental operating profit* increased by 15.5 per cent to Furthermore, service levels continued to maintain the Cverall
£652,.3 milton in 2005/06, primarily reflecting the increase Performance Assessment (OPA) score, as measured by Chwat, to
in revenue and cost efficiencies. 398.4 points in 2005/08 from 393 in 2004/05. Reguiatory targets
Capital investment for the year was £582.2 million (2004/05: on all customer service measures have been met or exceeded.
£858.7 milior). £440.6 million (2004/C5: £706.9 million) was The number of telephone calls answered within 30 secands was
spent on water and wastewater and £141.6 milion (2004/05: 9.0 per cent, against a regulatory target of 86.0 per cent.
£151.8 mifllon} on electricity distribution. This is within the In electricity distribution, both regulatery targets and the
regulatory allowancs for the year and reflects the re-phaging company’s own internal targets for providing continuous supplies
of expenditure from the first year of the capital programmes to customers were out-performed. The number of interruptions
fo future years. Capital expenditure is likely 10 peak at around 10 supply In the year fell to 49.77 per 100 customers and the

£1 billion in the third year of the five-year programme, and average duration a customer was without supply also decreased
then gradually phase down as the business moves towards 10 47 .49 minutes.

the conclusion of the 2005-10 regulatory review period.
United Utllities Electricity continued to focus on maintaining the

s {armanos integrity, security and safety of its electricity distribution network
Urited Utilities maintained water supplies 1o all customers and outputs are in line with its five-year delivery plan. During
during 2005/06 without the need for any water use restrictions. the year, the business replaced or refurbished 221 km of
Improvements madsa to the water supply system during the year overhead lines and replaced 95 km of underground cables.

will help ensure security of supply in dry weather and during It also replaced or refurbished 428 switchgear units and
maintenance of key water distribution mains. The leakage level replaced 223 transformers in the 12 month period.

in the year reduced by around 50 megalitras per day, to 470
megalitres per day. In line with an action plan agreed with Ofwat, B #
the company achleved its economic level of leakage at 31 March To ensure that higher levels of performance continue to be
2006. Meeting this year-end spot leakage target places the achieved following the acceptance of Ofwat and Ofgem’s final
business in a strong position to sustain performance at around price determinations in December 2004, initiatives have been
this level in order to achieve Ofwat's twelve-month rolling leakage  put in place t¢ improve efficiency and reduce cost:

target of 470 megalitres per day for 2006/07.

HEC TR

+ at the start of the year, the Customer Sales and Setvice

In addition to its water mains rehabilitation and replacement Delivery businesses were merged to form United Utilities
programmes, the company will be spending arcund £70 million North West. This has rationalised operations and reduced
on finding and fixing leaks over the next four years, Reservoir management costs;

levels are over 90 per cent at the date of this report, in line
with expectations for the time of year. The business expects
to maintain a healthy supply-demand balance throughout the
year, avolding the need for water restrictions,

* a new customer billing system was impiemeanted to improve
customer senvice and increase efficiency, and the entire
customer base has been successfully migrated onto it;

* there has been increased focus on work planning, scheduling
and field force productivity, and a new mobile communications
system has been implementsd;

United Utilities Water met or outperformed its key internal
outputs targets during the year. It replaced 802 kilometres
of water mains, restored a number of properties from the low

pressure and flooding registers and is on track to deliver its * the company has been looking at ways of optimising the way
water treatment works quality programme. Drinking water quality it manages its major assets in the North West, through its

has continued to improve and 2005 mean zonal compliance was Integrated Performance Management project. The successiul
99.94 per cent, up from 82.92 par cent the previous year. pitot prograrmmes have now been extended across the region,
in 2005/06, the score in respect of non-compliant waslewater * a number of transformation initiatives have been developed,
treatment works (measured per head of population served) which ara primarity focused around implernenting & range of
was 0.4 per cent. As part of the capital investment programme, business process changes 1o improve the way the business
eight continuous discharge and 43 UID improvement projects operates; anc

were delivered during the year.
» additionally, the company is continuing to increase its focus

In the calendar year e_nded December 2QO5, the bpsiness _ on senvice and performance levels and new programmes
was prosecuted on eight separate occasions relating to polluticn and initiatives are being introduced to link remuneration and
incidents and consgnt breaches (nine o Dfacember 2004), performance for all staff.

The company continues to work ciosely with the Environment

Agency, hightighting the reduction in pollution incidents as a The group has a number of Initiatives in place to leverage its
particular target for the business. Investment in odour controt increasing size and achieve additional efficiencles, particularly
systems also Increased, addressing an issue that has become in the area of procurement. Earlier in the year the group signea
of growing concern to some cusiomers. a contract with a sofe supplier to previde high-pressure and
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medium dansity polyethylene pipes to United Utilities Water, in
addition to servicing the water and gas outsourcing contracts
in the infrastructure management business. These initiatives
should help to offset other cost pressures, For example, the
business expects energy costs to increase by over 30 per cent
in 2006/07.

The capital investrnent partrership framework approach is now
embedded into the business. A rangs of integrated work teams
have been set up to helo reduce project management costs.

A new project and investment management system to support
delivery of the capital programmes is now up and running and
benefits have alsc been realised through relocation of activities,
shared systems and greater collaboration through the supply chain,

At the time the water price review was congluded in December
2004, it was recognised that there was potential for additional
investment relating to projects that were not part of United
Utilities’ 2005-10 regulatory contract, but which might be
confirmed as additicnal obligations during this period by the
regulators. These potential projects, with an estimated maximum
value of £500 million, continue 1o be the subject of discussions
with the regulators and the evaluation process is not expected
to be concluded before the end of the 2006 calendar year.

Approximately £200 millicn of funding was provided in the
2000-05 period to deliver a number of obligations, primarily
relating to the unsatistactory intermittent discharge LD}
programime, which have been carried over into AMP 4,
United Utilities Water, in its negotiations with the Environment
Agency and Ofwat, is seeking te finalise requirements relating
to those UID cutputs and expacts the bulk of this capital
expenditure programme to be incurred over the next two
financial years.

During the year, significant improvements have been made in
managing cash and the problems associated with long-standing
customer debt. Processes are in place to manage water
customer debt in a way that is fair to customers and effective for
the business. Furthermore, a range of initiatives remain available
that provide support, such as the vuinerable customer tariff, an
amears allowance scheme and monay advice services, United
Utilities North West has a leading role in the Debt Focus Group
of Water UK, an industry-wide body, looking at ways to improve
ine Department for Work and Pensions’ ‘Water Direct' schems.
it continues to lobby for changes to the benefits system to
extend the range of state benefits from which deductions can
bhe made and to improve the take-up of such schemes.

[
Revenue

£692.3m

(2004/05: £512.2m)

+35.2%

Segmental operating profit

£95.5m

(2004/05; £90.0m)

+6.1%

Business Ginsoives

United Utilities Contract Solutions applies the core utility skills
of the licensed multi-utifity businesses through outsourcing
contracts and is involved in the operation or management

of assets representing around 35 per cent of the UK water
industry’s asset base. The business also provides gas services

o over six milion people and now serves a population of over 17
million in the UK, it has three distinct market-facing businesses:

« Utility Solutions is responsible for the group’s utility outsourcing
contracts in the UK. This market is heavily influenced by the
regulatory cycle and by company-specific strategic
considerations such as changes in ownership or executive
direction. The approach adopted by Scottish Water and
Southern Water 10 deliver their capital investrnent programmes
via outscurcing shows the continuing trend for these larger
outsourcing opportunities, The portfolio of existing contracts was
enhanced during the year by the addition of a gas distribution
network contract for Northern Gas Networks. The market-
focused offering of the Utility Solutions” business, means it
is well placed to take advantage of similar future oppertunities,

-

The diverse infrastructure management services provided by
the four business units within the Industrial and Commercial
Sclutions business present growth oppertunities within the

UK domestic, industrial and commercial markets as companies
continue to seek new ways to deliver cost-effective services.
The key objective of this business is to develop bundled
offerings that link these diverse propasitions to new and
existing customers in target markets.

 pue buneiadg

* The International business applies the group’s expertise in
infrastructure management and operations to develop and
manage utility projects around the world. It currently operates
concessions in Bulgaria, Estonia, Poland, the Philippines
and Australia.

Fiomrciat biyh
Revenue increased by 35.2 per cent to £692.3 mition in
2005/06, largely due to growth in the Utility Solutions business
where the new Southern Water and Northern Gas Networks'

contracts commenced during the year.

Segmental operating profit” increased by 6.1 per cent 1o

£95.5 milion in 2005/06, reflecting the increasing maturity of
contracts, the successful mobilisation of the new Utility Sclutions
outsourcing contragts and improved performance in the
connections and metering business units within Industrial and
Commercial Solutions. Segmental operating profit” reduced in
International due to reduced shareheldings in Manila and Talinn
following Initial Public Offering disposals, and the disposal of the
Green Energy business in 2004/05. Segmental operating margin®
of 13.8 per cent compares with 17.6 per cent in 2004/05, having
been hefd back due to the impact of contract start-up costs.

na3, g
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The infrastructure management business has grown rapidly
since its creation and increasingly benefits from economies of
scale and exchange of best practice across its range of contracts.
The value of the outsourced utility contracts which commenced
curing the year totals appreximately £3.3 biffion. United Utilities
Contract Sclutions’ total order book stands at around £5 billion.

Ho T
SR

Urited Utifities Contract Solutions has improved both the
operational and financial performance of the companies with
which it holds contracts. The discipiines of cperating within robust
contractual frameworks have helped the business to balance

risk and reward and ensure that significant focus is placed on
performance. This experience has improved the commercial skill
sets of the business and places It in a strong position from which
to pursue other infrastructure outsourcing opportunities.
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Performance review continued

Utility Solutions

Dunng the vear, the business successiully commenced three major
new outsourcing contracts with Dwr Cymru Welsh Water, Southern
Water and Northern Gas Networks, which have a combined

total contract value of £2.9 billion to United Utilities. These new
contracts, along with continued successful performance in the
exdsting Scottish Water Solutions’ contract, have formed the basis
of the Utility Solutions business results in 2005/06.

The original Welsh Water contract, signed in 2001, expired on

31 March 2005. Following a competitive tender process, Utility
Selutions retained the provision of operations and maintenance
services on the water treatment assats In north and south Wales,
and the wastewater treatment assets in north Wales. The new
contract, which is for up to 15 years from 1 April 2005 and
subject 10 five-yearly performance reviews fo coincide with future
price control periods, also requires the provision of specified
shared services, including an operaticnal activity centre,
education and recreational fackities. Over the course of the
original contract to 2005, Dwr Cymru Welsh Water moved from
near the bottom of the Ofwat’s Overall Performance Assessment
tables to joint first pesition,

The contract with Southern Water commenced in April 2005 and
is being managed by a consortium consisting of United Utilities
and Costain, which each have 40 per cent, and Montgormery
Watson Harza which has a 20 per cent share. The contract

is worth around £750 millien to the consortium, which is
respensible for project managing, designing and delivering more
than 250 water and wastewater improvement schemes across
parts of Hampshire and the Isle of Wight, West and East Sussex
and Kent. Performance to date has been gocd, with the value
of work and outputs exceeding Southern Water's expectations.

United Utilities acquired a 15 per cent stake in Neorthern Gas
Networks, the consortium led by Cheung Kong Infastructure,
that purchased the north of England gas distribution network
from National Grid Transco early in the financial year, Subsequently,
United Utilities Contract Solutions secured a £1.7 billion, eight-
year contract with that company 1o operate and maintain the
network, and manage the capital expenditure programme, cn
behalf of the consortium. The contract covers the management
of around 38,000 km of gas mains, serving a population ¢f more
than six million extending frem the Scottish border to South
Yorkshire and across to Carlisle and north Cumbria, On 1 June
2005, around 1,100 employees transferred to United Utilities
Contract Sciutions. First year progress has been excelient,

The business has cut-performed its operating and capital
expenditure targets and its cash targets and has met its
replacement expenditure targets.

2005/06 is the second full year of the Scottish Water Solutions’
contract and is the peak year of the contract in terms of delivery
of capital projects to meet reguiatory output targets. In
partnership, Utility Solutions is helping Scottish Water deliver
approximately £1.1 bilion of its capital investment programme.
During the vear, investment of £453 million, including efficiencies.
was delivered.

International

In Tallinn, the concession joint venture company Tallinna Vesi
was successfully iisted on the Estonia Stock Exchange in June
2005 through an initial Public Offering. As part of this process,
the International business placed part of its overall shareholding
in Tallina Vesi, thereby reducing its interest by 11.5 per cent.
The International business also retains the secure revenue
stream as the designated International operator.
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In Australia, the construction of a £7 million advanced
wastewater treatrnent plant and network at Victor Harbor for
the South Australian Water Corporation and state govaernment
was compieted during the year. The Australia business has

a 2C-year contract to operate and maintain the assets.

Industrial and Commercial Soiutions

Metering — performance in the metering services contract with
British Gas Trading continues to exceed expectations, with high
meter installation volume outputs being achieved. This high
performance in meter installation volumes is repeated in the
contract with United Utilities North West.

Connections ~ improved financial performance in the business
compared with 2004/05 has been reported following a re-
focusing of its sales and marketing effort tawards long-term
strategic customers and larger projects. A review of the multi-
utiiity business operations during the year resuited in the closure
of offices in Cardiff, Leatherhead and Falkirk, with the business
now being centrally managed from the Preston office. New
contract awards are ahead of expectations, which indicates
that the new marketing campaign is having a positive effect.

industrial - good operational and financial performance

has been reported in the five-year contract with the Atomic
Weapons Establishment to operate and maintain their water
and wastewater assets. The contract provides for a potential
extension 1o 20 years and the provision of ancillary services,
such as capital mainterance. The services do not include
handiing radicactive or contarminant discharges.

Facilities Manhagement — during the year the business
successfully commenced the local authority public sector
contract with Thurrock Unitary Council. This is a 15-year contract
to provide facilities and property management, highways
engineering and transportation services, working alongside
Vertex. A second new iocal authority public sector contract was
also received during the year to provide facilities management
services to Hertfordshire County Council,

LSS Aty

United Utilities Contract Solutions’ business units serve different
markets with different influences. The management structure
introduced in 2004/05 has increased focus on the differing risks
which impact on business performance.

A key tssue as the business grows i 1o recrut, retain

and develop the right pecple. A sponsorship scheme for
undergraduate stugents, which invoives a job placement whilst
at university, is now embedded into the business. In addition,
recruitment for apprenticeship programmes in Wales, Scotland
and in support of the gas contract in the north east of England
and Yorkshire continues.

The business aims to mitigate risks from operations by partnering
with experienced and skilled specialist organisations 1o deliver
the services required under contract, where this is thought
approprigle. The abiity to idemify rescurces 1o mest
developments within the market is a priority of the business.
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Revenue

£404.7m

(2004/05: ££396.4m)

Pt
1

Segmental operating grofit”

£20.8m

(2004/05:; £24.3m)

Husinens shiactves

Vertex is a leading internaticnal provider of business process
outsourcing services and technology solutions. The business
has three divisions which reflect the markets in which it operates:

» the UK Public Sector and Utilities division has developed
a proposal called 'Citizen First’ 10 act as a blueprint for the
delivery of local government sarvices. This approach has
been applied to its Westminster City Council contract, which
at the time of signing, was the UK's largest local government
outscurcing deal worth up to £422 million. ‘Citizen First’ was
also applied to the successful bid for Thurrock Unitary Coungil,;

* Vertex acquired Mariborough Stiring Group ple in May 2005,
with the intention of creating a leading financial services
outsourcing provider in the UK market. In March 2008, it
acquired 1st Software Group Limited, which develops, markets
and supports back office software for independent financial
achvisers {IFAs) in the UK, The combination of these acquisiticns,
together with Vertex's cwn outsourcing capabilities and scale,
gives the business a strong platform to pursue significant
outsoureing opportunities in the mortgages and life and
pensicns markets; and

* by drawing on its own extensive experience of de-regulation
In the UK energy and utiities market, Vertex aims to pursue
further opportunities within the large North American energy
and utilities market as It continues to de-regulate. Iis strategic
alliance with IBM unites the two companies’ complementary

"~ skills and experience In customer management, business
consultancy, transformational outsourcing and information
technology. Vertex also owns a US-based debt collection
business, First Bevenue Assurance, based in Denver Colorado,
which t acquired in March 2004,

Finmooial highlighty

Revenue increased by 2.1 per cent to £404.7 miillon in 2005/06,
predominantly due to the acquisition of Marlborough Stirling and
the revenue from the new Thurrock and NiSource contracts, offset
by the Department for Work and Pensions contract coming to a

natural close and the reduced scope of the Powergen contract.

Segmental operating profit” declined by 14.4 per cent to

£20.8 milion, mainly reflecting the completion of the Department
for Work and Pensions contract and start-up costs associated
with the Thurrock Unitary Council contract.

Heoimmess e 3(1-.-’5%2&%.5:-;;53

This has been a year of transition for Veriex. The strong
performance on the Department for Work and Pensicns contract
~hould help the company compete for future potential contracts
in the public sector, a market which continues ic offer good
orospects in the medium-term.

Vertex has adjusted its cost base in the 2005/06 financial year
10 increase its competitiveness. The company has moved mare

of its information technology and support functions offshore and
has also underiaken & property raticnalisation programme in ine
UK. The associated restructuring charges are one-off in nature.

Vertex has been successful in renewing a number of significant
contracts. As a mark of this success, given the growth in
Vertex's overall portfolio of activity, as a proportion of sales,
client revenues from United Utilities are likely to reduce further
over the next two years, from arcund a quarter today.

UK Public Sector and Utilities

During April 2005, Vertex successfully commenced the first
phase of its £427 million, 15-year contract with Thurrock
Unitary Councll, to provide customer management, information
technology and business process services, Progress is good.
The customer contact centre went live in June 2005 and is
exceeding its service level targets,

In Cctober 2005, Vertex also commenced a £26 million contract
with Hertfordshire County Council for the provision of customer
management and business process re-engineering services.
This is the first phase of what is a strategic partnership with
Hertfordshire County Council, the purpose of which is to transform
public service delivery and continue to improve services for the
residents. This relationship represents a significant step forward
for the business as it is the first public sector strategic partnership
Vertex has undertaken.

Vertex continues 1o have a strong presence in the UK utilities
sector and is able to offer clients in this sector a total soluticn,
either combining operaticnal locations both offshore and in
the client’s home market or by transferring client operations
wholly offshore.

Fimancial Services and Private Sector

Significant progress has been made in relation to Vertex Financial
Services. The business has bullt on the Marlborough Stirling
acquisiticn through the purchase of 1st Software Group Limited
in March 2008. The initial consideration was £25 milion, plus a
rmaximum of up to £13.5 milllon subject to certain perfoermance
criteria being achieved over the next two years. This transaction
strengthens Vertex Financial Services' leading position in the
market providing software to independent financial advisers.

The combinaticn of front and back office capabilities, offered
through the integration of The Exchange and 1st Software,
provides an excellent strategic fit. |t will deliver a single system for
seamless, straight-through-processing for independent financial
advisers, along with a significant reduction in administration and
transaction costs. This combination enhances Vertex Financial
Services’ market offering and provides additionat cppaortunity

to drive growih.

The financial services order book has also grown substantially
following the company’s largest morigage outsaurcing contract
win to date. In March 2008, a £45 million, five-year outsourcing
contract was secured with db mortgages (a new speciaiist

lender owned by Deutsche Bank) to support its entry into the

UK intermediary mortgage market. Vertex will deliver application
processing and mortgage servicing utilising its Omiga and
Optimus software. In addition, in March 2008, Vertex purchased
Egg’s 49 per cent stake in its mortgage subsidiary, Vertex
Mortgage Services Limited. it alsc extended its mortgage services
agreement with Egg and secured other contracts with Livingstone
Mortgages and GMAC-RFC in Canada.

North America

In North America, the company continues to focus on delivery

of its contract with HydroOne and continues to pursue the
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Performance review continued

significant opportunities afforded by de-regulation in the North
American utilities market. Vertex also entered intc an alliance deal
with 1IBM in June 2006 and the first stage of the initiative was

to tearm with iBM on its $1.6 bilion contract with US multi-state
utility NiSource to provide a custormer contact centre and sales
and billing services. This contract continues to progress well.

AR
Vertex has an active and robust corporate governance
programme designed to manage strategic and tactical risks,
which could impact the business, Risks are clearly identified
and monitored on a regular basis,

15 HYENTE

The group’s primary source of liquidity is cash generated from
its ongoing business operations. As reflected in the consolidated
cashflow statement on page 67, in the financial year ended

31 March 2006, net cash generated from the group's continuing
operating activities was £723.4 million, compared with £455.5
million in 2004/05. The water regulator and the electricity
regulator have estabiished price increase Ifmits to 2010 which
will provide certainty for a major element of the group’s revenues
from engoing cperations, providing tboth a stable and a
predictable source of funds.

HOARLTY D0 i
The group’s treasury function operates within policies approved
by the board, does not act as a profit centre and does not
undertake any speculative trading activity. It seeks to ensure
that sufficlent funding is available to meet foreseeable needs
and maintains reascnable headroom for contingencies. Long-
term borrowings are structured or hedged to match earnings,
which are largely in sterling, indexed to inflation and subject to
regulatory price reviews every five years. Exposure to Interest
rate moverments for the following 12 months is largely eliminated
at the start of each financial year using short-term hedges.

The credit quality of counterparties and individual aggregate
exposures are reviewed annually.

Z
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Meody's Investor Service rates the credit of United Utiiities PLC
as A3 on a long-term basis with a stable outicox and P-2 on

a short-term basis. Equivalent ratings pubiished by Standard
and Poor's Rating Services are BBB+ long-term with a stable
outlook and A-2 short-term. The group's borrowings net of cash
and short-term deposits* of £4,186.7 million at 31 March 2006
comprised £4,272.6 million of bonds, £519.6 million of lcans
from the European Investment Bank (EIB - the group’s largest
investor), £80.5 millicn of long-term leasing, £561.0 million

of bank loans and cther borrowings, £69.6 million of overdrafts
and £196.9 millicn of joint venture borrowings, offset by
£1,513.5 million of cash and short-term deposits.

normal operating cashflow, Further liquidity is provided by cash
and short-term deposit balances, the company’s US$1.5 billion
euro commercial paper programme, supported by committed
bank facflities and committed but undrawn long-term credit
facilities. Cash and short-term deposit balances were £1,513.5
million at 31 March 2008, compared with £202,7 million at

31 March 2008.
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Bank overdrafts, which are repayable in iess than one year, were
£689.6 milion at 31 March 2006, compared with £37.1 millicn at
31 March 2005. The weighted average rate of interest on bank
overdrafts was 5.57 per cent (2004/05; 5,16 per cent). The
group had avaiable commitied bank facilities of £1,000.0 million
{2004/05: £875.0 milion) of which £745.4 million was unutilised
at 31 March 2005 (2004/05; £873.4 million).

Of the amounts unutilised, £295.0 million expires within cne

year {2004/05: £100.0 mifion}, £125.0 million expires after one
vear but in less than two years (2004/05: £323.4 miillion), and
the remaining £325.4 million expires in more than two years
(2004/05: £450.0 million). The US$1.5 hillion eurc commercial
paper programme still provides for the pericdic issuance of
nctes by United Utilities, United Utllities Water and United Utilities
Electricity. At 31 March 2006, issuance totalled £218.2 million.
These notes will have a maturity of not less than one day and
not more than 354 days and an interast rate determined at the
time of issuance. United Utilities has entered into £1,000.0 million
of credit faciiities, as noted above, used primarity as support for
the US$1.5 billon euro commercial paper programme.

The group has effective access to the international debt capital
markets through its €5 biflion medium-term note programme
which provides for the periodic issuance by United Utilities,
United Uhilities Water and United Utilities Electricity of debt
Instruments on terms and conditions determined at the time
that the instruments are issued. In addition, the group has a
US$2 billion shelf registration with the United States Securitiss
and Exchange Commission. This enables effective access to the
US bond market, allowing the holding company, United Utilities
PLC, flexibility to access the US market in a similar way to the
mediurm-term note programme. Neither programme represents
a funding commitment, with funding only becoming committed
when debt securities have been successfully issued. The
currencies in which borrowings are held are disclosed in note 17
to the consolidated financial statements.

The group arranged £225 million of new five-year medium-term
committed bank facilities. In addition, an agreement for £200
millicn of funding from EIB remains undrawn, The group's term
loans were £5,550.1 milion at 31 March 2008, compared

with £5,063.2 million at 31 March 2005. Amounts repayable
after more than five years comprise bank and other loans
repayable between 2011 and 2053, Interest rates range from
1.135 per cent to 14.83 per cent on £2,729.9 million (2004/05:
£2,312.7 milion) and are at floating rates on £405.7 million
{2004/08; £377.3 million),

s Urabe vamogkenent
The group manages interest rate exposura by seeking to

match financing costs as closely as possible with the revenues
generated Dy its assets. The group's exposure to interest rate
fluctuations is managed in the medium-term through the use

of interest rate swaps and the use of financial futures contracts
traded on the Londen International Financial Futures and Options
Exchange. The average interest rate for 2005/08 was 7.3 per cent,
compared with 7.4 per cent in 2004/05.

Risk management
The principal financial market risks faced by the group are the
risks of interest rate moverments and foreign currency movements.




Interest rate and foreign currency management

The group uses a combination of interest rate swaps, futures

and funding instruments o hedge exposure to intersst rate voiatility.
The company’s use of derivative instruments relates directly to
underlying indebtedness; no speculative or trading fransactions are
undlertaken. The proportion of borrowings at effective fixed rates

of interest for a pericd greater than one year is set in conjunction
with the level of floating rate borrowings and projected regulatory
revenues that are exposed te inflationary adjustments (index linked).
In addition, the company aims to manage its short-term budgetary
commitments by ensuring that the majority of floating rate interest is
fixed for periods of iess than ore year through the use of exchange-
traded financial futures. The group has limited exposure to foreign
currency exchange rate movermants. Interest rate management and
funding policies are set by the board, The group has elected not 1o
designate any of its derivative Instruments as hedges for US GAAP
accounting purposes.

Luantitative disclosure of market risk

The analysis in tables 10 and 11 presents the sensitivity of the
market value of the group’s financial instruments to selected
changes in market rates and prices. The range of changes chosen
reflects the group’s view of changes that are reasonably possible
over a one-year period. Market values are quoted values, or, where
these are not available, those values are obtained by discounting
cashflows at market rates and prices. The market values for
interest rate risk are calculated by using a standard zero coupon
discounted cashflow pricing model. For long-term borrowings, a
favourable change in market value results in a decline in the value
of borrowings. For other financial instrurmenits, a favourable changs
in market value results in an increase in market valus.

Interest rate risk

The sensitivity analysis in table 10 assumes an instantansous
1.0 per cent (100 basis points) move in interest rates for all
maturities and all currencies from their levels at 31 March 2006
and 31 March 2005, with all other variables held constant.

The movement in market value of borrowings and instruments
hedging borrowings will resuft in immediate changes to the
group’s financial statements, since market values are now
racognised on the group balance sheet under IFRS.

Foreign currency risk

The sensitivity analysis in table 11 assumes an instantaneous
10.0 per cent change in foreign currency exchange rates against
sterling from their levels at 31 March 2006 and 31 March 2005,
with all other variables held constant. The +10.0 per cent case
assumes a 10.0 per cent strengthening of sterling versus all
cther currencies and the -10.0 per cent case assumes a
weakening of sterling.

L 4 QlEEEEOns

Tapble 12 summarises the contractual obligations of the group
and the effect such obiigations are expected to have on the
group’s liquidity and cashflow in future periods.

Table 13 discloses financial guarantees given by United Utilities
in support of borrowings by subsidiary companies, where the
1inderlying obligation is already reflected in the disclostre of
long-term dett. The £519.5 million of financial guarantees relate
o borrowings by United Utifities Water and United Utilities
Slectricity from the EIB.

"{"-he capital commitments of the group as at 31 March 2006 were
£190.6 million, for which the group has contractual commitments.
The group alsc has cbligations under its licence 1o comply with

the capital programmes as specified by the regulators, The
purchase obligations of the group primarily relate to services
for which the group has purchase orders or contractual
commitments at 31 March 2006.

Taple 12 includes interest payments on non-current borrowings
held at 31 March 2006. This does not take into account
incremental financing in respect of future capital commitments
and the refinancing of existing long-term borrowings. It also
does not take into account interest receivable on cash balances.

Floating interest rates for certain borrowings are assumed
to remain constant until the borrowing is repaid. The interest
payments shown exclude the impact of future inflation rates
and derivative instruments, where applicabie.

S ey
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Joint ventures
The group enters into joint ventures with consortium partners.
The financial and legal structure of a joint venture is designed to
limit the group's exposure to the extent of the equity investment
and loans provided by the group, with no further recourse should
the ioint venture default. Al joint venture arrangements have
been incorperated into the group’s results on a proportionate
consolidation accounting basis. The jeint venture normally enters
into the main contract with the customer, for example, by taking
on ownership of the assets subject to the contract. The
consortium partners may then enter into subcontracts with the
joint venture for the provision of services appropriate to their
expertise. This enables the group o take on cnly those risks that
fall within its normal commercial expertise, such as infrastructure
maragement, whilst other parties will provide their skilis to the
joint venture and take on those risks accordingly, for example,
design and construction. However, the performance of any joint
venture will affect the group’s financial performance to the extent
of its interest In such a Joint venture.

Performance guarantees

As part of the commercial operations of the group, perfermance
guarantees are sometimes required by clients. These guarantees
may be called where the standards of service set out within the
relevant contract are not fulfiled, and other possible remedies
under the contract are not successful.

Total guarantees as at 31 March 2008, where a financial limit
has been specified, were £124.3 million {2004/05: £84.1 million).

A guarantee which has unlimited liability is supported by an
indernnification agreement from & third party external to the
United Utllities group. This indemnification agreement follows
the disposal of certain operations 1o a third party, and contains
no limit on the value of indemnity available. Therefore any
payments under this guarartee may be fully recoverable from
the third party.

A further guarantee for £1.3 million supports a short-term
contingent financial exposure of & partnership company.

This guarantee represents 50 per cent of the total contingent
financial exposure. Negotiaticns to reduce the vaiue of this
contingent financial exposure are continuing and it is expected
that any liabifity arising may be met from resources within the
partnership company. This would mean that the guarantee
wolild not be called.

In certain circumstances, the group has issued guarantees
and performance bonds to support its contribution to the
performance of partnership companias. In some instances, the

United Utlities Anrual Bepart & Accounts 2006
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Performance review continued

Table 9: Term funding

During the last financial year, the group raised £408 million of term funding. The details of this financing are as foliows:

Hag %l

Medium-term notes:

GBP 2035 TATE9% L 000
GBP 2040 1.7826% Il 0.0
GEP 2041 1.3258% L. [sleXe]
GBP 2042 1.5802% 1L 100.0
GBP 2046 1.3970% 1L, 50.0
GBEP 2013 Flosting” 6.5
Loan notes

GBR 1.3 miion Foatng® 1.0

Note:
» Floating rate interest rate, set by reference to GBP LIECR.

Table 10: Interest rate risk

Market value change

Marke! vaile charge

Market valua +1% movement -1% movement Marke? vaiue 170 ont

31 March 2006 in interest rate in interest rate 31 Margh 2005 i 1 rate

interesi rate movemant fm £m tm £m i
Non-current Dorrowings (5,289) 185 (214) 15.002) 296 {342)
Derivatives (44} {67) a7 (55) {118} a8
Cash and short-term deposits 1,514 &)} 1 - -

* The markei values for the analysis for the vear ended 31 March 2005 have nol been revised to include joint venture borrowings, nor does the analysis include cash.

Table 11:; Foreign currency risk

Market value change

Marked value Shange

+10% mavemaat

~10% meovemant

Market value in foreign in foreign
31 March 2006 exchanga rate exchange rate
£m fm e
Non-current borrowings {5,289} 45 (70) 85,0021 757
Derivat:ves {44) 24 {24) jt3)] (252}
Cash and shori-term deposits 1.514 {49) (66) - - -

* The market values lor the analysis for the year ended 31 March 2005 have not been revised to include joint venture borrowings, nor does the analysis includte cash.

Tahle 12; Contractual ohligations

Faymenis due oy ©

Less fhan

vear -3 years L5 years Totai

fm i m m
Borrowngs 19,1 175948 190.7 5.700.2
Interast on borrowings 285.0 4557 3149 32333
Capital lzase obligations 5.3 12.8 19.1 805
Operating loases 13.4 21.3 6.1 248.4
Purchase obligations 347 25.4 12.9 730
Capital commitments 157.0 aG.7 1.4 15 190.5
Total contractual cash obligations 1.004.5 2,302.7 5561 55747 95270

Table 13: Financial guarantees

Amount of

Less thas

1 year 4-5 years

Cr i
Guarantees 6.5 213.0 - 290.0 ERs]
Total commercial commitments 6.5 213.0 - 290.0 5145
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partnership company is responsible for arranging the issus of the
guarantee and the partners are required to provide an indemnity
to the issuing financial institution for & share of that guarantee,
usually in proportion to the respective shareholdings in the
partnership company. Where this is the case, recovery of any
amounts paid under the guarantee wilt be in propartion 1o the
indemnities provided. Therefore, the full value of the guarantse
arranged by the group would only become payable if the total
project guarantee were to be payable in full.

Alternatively, the partners may be required to arrange the issue of
separate guarantees directly to the client, normally contributing to
the total guarantee requirement in proportion to the shareholding
in the partnership company. In most cases, these arrangements
are supported by cross-indemnities from the partners so that the
partners must pay a proportionate share of any claim under any
of the individua! guarantees issued. Therefore, the full value of the
guarantee arranged by the group will only become payabie if the
total project guarantee is called in full,

Guarantees issued by the group directly to the client, supporting
the perfermance of partnership companies, totalled £82.8 million
at 31 March 2006. This Includes a guarantee of £24.3 millicn,
which is supported by cash held in escrow to secure the cross-
Indemnity from partners.

The value of indemnities issued to financial institutions by the
groug, in order to support the issue of a guarantes by the
rinancial institution on behalf of the partnership company, totalied
£24.7 million at 31 March 20086.

Guarantees ictaling £15.5 million relate to the disposal of certain
operations and reflect the capped vaiue of indemnities issued

to the purchaser for pre-completion events. It is anticipated that,
in the event of a claim, the group may be able te recover funds
from its insurers, although this will depend upon the circumstances
of the incident giving rige to the claim under the indemnity.

The carrying value of the guarantees discussed above has been
£nil for the past two fiscal years.

infistion

Inflation affects revenues, operating expenses and interest
charges. However, the impact of inflation has net had a material
effect on the group's operating results during the year.

Sowrenary

rhe board has reviewed the business plan and considers that
the group has sufficient liquidity to mest the anficipated financial
cormmitrments for the next 12 manths. In total, at 31 March 20086,
unutiised committed fagilities of £450.4 million expiring in more
ihan one year, together with cash and short-term deposits of
£1,513.5 million and undrawn funding from EIB of £200 million,
provide substantial pre-funding for the group.

PRSI AR NS

The financial statements for the year ended 31 March 2006 have
been prepared in accordance with Internaticnal Financial Reporting
Standards (IFRS). These results, and prior period comparisons,

are consistent with [FRS, with the exception of IAS 39 which, as
previously announced, has been applied prospectively from 1 April
2005, Reconclliation between IFRS and UK accounting standards
is provided in note 32 of the financial statements.

The group prepares its consclidated financial statements i
accordance with accounting principles consistent with IFRS

as adopted for use in the European Union (EU) including
International Accounting Standards (IAS) and interpretations
Issued by the Internaticnal Financial Reporting Interpratation
Committee (IFRIC), and reconciles its net income, shareholders'
equity and financial posifion to US GAAP, as shown in the
summary of differences between IFRS and US GAAP in note 33
of the consolidated financial statements. As such, the group Is
required to fmake certain estimates, judgements and assumptions
that it believes are reasonable based upon the information
available. These estimates and assumptions affect the reported
amounts of assets and liabilities at the date of the financial
staternents and the reported amounts of revenue and expenses
during the periods presented.

On an ongoing basis, the group evaluates its estimates using
historical experience, consultation with experts and other
methods considered reasonable in the particular circurnstances.
Actual results may differ significantly from the estimates, the
effect of which is recognised in the period in which the facts
that give rise to the revision become known.

The group's accounting policies are detailed in the consolidated
financial statements. The following paragraphs detail the policies
the group believes to have the most significant impact on the
annual resudts under IFRS and US GAAR

b HIRSH) LRI

The group’s accounting policy for property, plant and equipment
(PPEB) is detailed in the accounting policies section of the
consolidated financial statements. The canying value of PPE under
IFRS as at 31 March 2006 was £8,543.9 milion. Additions to PPE
totalled £539.4 million and the depreciation charge was £278.2
mitor in the year ended 31 March 20086. The estimatad useful
economic lives of PPE are based on management’s judgement
and experience. When management identifies that actual useful
lives differ materially from the estimates used to calculate
depreciation, that charge is adjusted prospectively. Due to the
significance of PPE investment to the graup, variations between
actuat and estimated useful lives could impact operating resuits
toth positively and negatively, although historically, few changes
to estimated useful lives have been required.

In accordance with IFRS and US GAAF, the group is required

to evaluate the carrying values of PPE for impairment whenever
circumstances indicate, in management’s judgement, that the
carrying value of such assets may not be recoverable. An
ipairment review requires management to make subjective
judgements concerning the cashflows, growth rates and discount
rates of the cash-generating units under review.

TEEITE D 1 i
Under [FRS, the group recognises revenue generally at the time
of delivery and when collection of the resulting receivable is
reasonably assured. Shouid managernent consider that the
criteria for revenue recognition are not met for a transaction,
revenue recognition would be detayed untif such time as the
transaction becomes fully earned. Payments received in advance
of revenue recognition are recorded as deferred revenue.

For licensed muiti-utility operations, the group raises bills and
recognises revenue in accordance with its entitlement 1o receive
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revenue in line with the limits established by the periodic
regulatory price review processes. For water and wastewater
customers with water meters, the receivable billed is depencdient
upon the volume supplied including an estimate of the sales
value of units supplied between the date of the last meter reading
and the year end. Meters are read on a cyclical basis and the
group recognises revenue for unbilled amounts based on
estimated usage from the last billing through to the end of the
financial year. The estimated usage is based on historic data,
judgement and assumptions; actual resufts could dlffer from
these estimates, which would result in operating revenues being
adjusted in the period that the revision to the estimates is
determined, For customers who do not have a meter, the
receivable biled is dependent upen the rateable value of the
property, 2s agsessed by an independent rating officer.

The customers of the electricity distribution business are the
electricity supply companies that utilise United Utilities Electricity’s
distribution network to distribute electricity from generators to
the end consumer. The receivable billed is dependent upon the
volume of electricity distributed, inciuding estimates of the units
distributed to customers. The estimated usage is based on
histeric data, judgement and assumptlions. Operating revenues
are gradually adjusted to reflect actual usage in the period over
which the meters are read.

Far the group’s other businesses (infrastructure management
and business process outsourcing), revenue is recognised in line
with activity and performance, normally using amounts specified
in contractual obligations and when collectability is reasonably
assured. In general:

* variable revenues, for example, revenues dependent upcn
customer volumes in the period, are recegnised only when
those variable activities are performed;

* performance incentives are recognised in revenue only to
the extent that incentives are reasonably considered te have
besn earned;

* revenue received in advance of performance is recognised
as deferred income, When performance occurs, the deferred
income is released and simultanecusly reported as revenue;
and

* set-up fees received from clients as contributions 10 costs
are credited to deferred income when received and recegnised
in revenue (i} as costs are incwrred for fees identified as being
against transition costs; or {i} over the expected life of PPE if
the fees are received as a contribution to assets; or {iii) over the
period of the contract in line with activity or performance levels
for fees not contractually identified against delivered senvices.

Under US GAAP the group recognises revenue when {)
persuasive evidence of an arrangement exists; (i) delivery has
occurred or senvices have been rendered; (i) the sales price is
fixed or determinable; and (iv) collectabifity is reasonably assured.
This difference in approach results in reconciling items for
revenue and profit recognition, as further discussed in note 33()
in the summary of differences between IFRS and US GAAP In
the consclidated financial statements. Under both IFRS and US
GAAPR, performance-tbased revenues are recognised only to the
extent that the revenues are prudently considered to have been
earned at the reporting date.

A breakdown of revenues by activity is contained in note 1 to the
consofidated financial statements.

United Utdities Arnual Report & AcCounts 2006

At each balance sheet date, the company and each of its
subsidiaries evaluate the coflectability of trade receivabies and
record provisions for doubtiul receivables based on experience.
These provisions are based on, amongst other things,
comparisons of the relative age of accounts and consideration

of actual write-off history. The actual level of receivables collected
may differ from the estimated levels of recovery, which could
impact operating results positively or negatively. As at 31 March
2008, the group's gross trade receivables were £387.0 million
and the provision for doulstiul receivables was £155.6 million.
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The group is subject to a number of claims incidental to

the normal conduct of its business, relating to and including
commercial, contractual and employment matters, which are
handled and defended in the ordinary course of business,

The group routinely assesses the likelihood of any adverse
judgements or outcomes to these matters as well as ranges
of probable and reasonably estimated losses. Reasonable
estimates involve judgements made by management after
considering information including notifications, settrements,
estimates performed by independent parties and legal counsel,
available facts, identification of other potentially responsible
parties and their ability to contribute and prior experience.

In accordance with IFRS, a provision is recognised when it is
probable that an obligation exists for which a reliable estimate
can be made of the obligation after carefut analysis of the
individual matter. The required provigion may change in the
future due to new developments and as additional information
becomes availabie. Matters that either are possible obligations
or do not meet the recognition criteria for a provision are
disclosed, unless the possibility of transferring economic
benefits is remote.

Gyt
The group records all assets and liabilities acquired in purchase
acquisitions, including goodwil, at fair value as required by IFRS
and US GAAP. Under IFRS and US GAAP, goodwill is not amortised
but is subject, at a minimum, to annual tests for impairment. The
initial goodwill recorded and subsequent imgairment analyses
require management to make subjective judgements conceming
the fair value of cash-generating units. Estimates of fair value are
consistent with market information and the group's plans and
forecasts. Under IFRS, as at 31 March 2008, the nat carrying
value of goodwill was £153.1 million. Under US GAAP, the
carrying value of goodwill as at 31 March 2008 was £1,019.0
miliion. This is substantially higher than that reported under IFRS
due to a significant amount of goodwill written off directly to
reserves under UK GAAP priar to the adoption of FRS 10 ‘Goodwil
and intangible assets’ and IFRS.

EESHEREEA BOve Y

The group operates two defined benefit schemes, one of which
has a defined contribution section, which are independent of the
group's finances, Actuarial valuations of the schemes are carried
out as determined by the trustees at intervals of not more than
three vears. Under IFRS, the pension cost under IAS 19 s
assessed in accordance with the advice of a firm of actuaries
based on the latest actuarial valuation and assumptions
determined by the actuary. The assumptions are based on
information supplied to the actuary by the company, supplemented
by discussions between the actuary and management. The




assumptions are disclosed in note 19 of the consolidated
financia statements. Under US GAAP, actuarial determinations
are required on an annual basis. Additionaily a different method
of calcuiating the pension cost is required and therefore a
reconciling item is recorded as discussed in note 33 in the
summary of differences between IFRS and US GAAR in the
consolidated financial statements. Both IFRS and US GAAP
operating results are affected by the actuarial assumptions used.
These assumpticns include investment returns on the schemes'
assets, discount rates, pay growth and increases to pensfons
in payment and deferred pensions and may differ from actual
results due fo changing market and economic conditions and
longer or shorter lives of participants.

EE andd hrrseelngs
The group’s default treatment is for borrowings to be carried at
“amortised cost, whilst derivatives are recognised separately on
“the batance sheet at fair value with movernents in those fair
values reflected through the income staterment. This has the
potential to introduce considerable volatifity to both the income
statement and balance sheet, Therefore, for fair value hedges,
changes in the recognised value of hedged debt that are
atiributable to the hedged risk are adjusted through the income
statement. In the case of cashflow hedges, movements in the
fair value of derivatives are deferred within reserves until they can
be recycled through the income statement to offset the future
income statement effect of changes in the hedged risk. In order
1o apply this treatment, it must be demonstrated that the
derivative has been, and will continue to be, an effective hedge
of the hedged risk within the debt item. Changes in the fair value
of all derivatives are recognised in the income statement, except
for derivatives that are designated and effective in terms of
cashflow hedging relationships, in which case the gains and
losses are deferred in equity.

The group applies the fair value opticn through profit or loss
where the complexity of the swaps means that they are
disallowed from being allocated in a hedge relationship despite
there being significant fair vaiue offset between the hedged itern
and the derivative itself.

This area is considered to be of significance due to the
agnitude of the group's level of borrowings.

gt HR R S Bt i o

The group undertakes research primarily to provide improved
standards of service to customers, together with cantinuing
improvements in business efficiency. Its intention is to strengthen
its understanding of science and techneclogy in relation to its
range of wastewater and water treatment processes to ensure
that treatment plants are able to meet the required current and
future standards of environmental performance.

The alm is to develop new solutions, for example, locking at
new processes 10 render waste materials inert and to turn them
into saleable products. Research is aiso undertaken into current
practices, for example, in relation to health concerns about
drinking water standards. In addition o these core activities,
research is also undertaken into sociclogical and business
process issues. This wark aims to ensure a comprehensive
‘inderstanding of the interrelationship with custorners and alsc
benchmark business processes against industry best practice.

Research and development within the group’s electricity
network aims to deliver financial, supply guality, environmental

and safety improvements to customers and is supported under
the innovation Funding Incentive introduced by Ofgem.

The group is a member of a number of collaborative research
programmes including UK Water Industry Research and Water
Research Cenire, both of which address common issues that
face the UK water industry. EA Technology Limited provides

a similar service to the UK electricity distribution industry,

The group also undertakes company specific projects with these
and other research and development providers, manufacturers
and with universities.

Research and development expenditure by the group was £1.9
million in the year ended 31 March 2006 {2004/05: £0.8 million).

The group acguires pafénts in order to provide protection
on those ideas and inventions which it intends to exploit
commerciaily, Patents are maintained for up t¢ 20 years.

There are currently 20 inventions which have patents awarded
in several jurisdictions. During the year ended 31 March 20086,
these 20 active patents generated 31 patent renewals in 11
countries. No patents were allowed to lapse during the vear.

During the year, the company filed applications for four new
patents. Two of these are to develop further enyzmic hydrolysis in
sludge treatment, and the third is concerned with the fermulation
of wastewater sludge for ferlilizer application. The fourth is
concerned with a vandal proof cover.

The cost of maintaining patents was less than £50,000 per
annum in each of the fast twg years.

United Litilities grants licences to third parties for the commercial

exploitation of its patent rights and intellectual property. There are
currently seven active licence agreements. United Utilities may, as
part of the licence, provide support o licensees for the purposes
of marketing the product or service.
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Corporate responsibility

review

The board believes that being responsible in the way it conducts
its operations makes sound business sense. Active management
on its key environmental, sccial and economic impacts helps the
group wark in a way that is ethical and balances the needs of all
of its stakeholders. It enables the group to reduce risk, identify
business opporiunities, provide stability in its markets, protect
resources, make savings, improve performance and build trust
and understanding.

The group has acopted a set of business principles which
comply with the US Securities and Exchange Commission’s
definition of 2 code of ethics. It will continue to develop them

in line with best practice. A free copy of the business principles
booklet is available upon request from the company secretary,
United Utilities PLC, Dawson House, Great Sankey, Warrington,
Cheshire, England, WAS 3LW or may be viewed on the group's
website at www.unitedutilities.com.

S
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The business principles guide the way the group manages
its activities and its relationships with stakeholders and set the

context for the group’s approach 1o corporate responsibility,

The group's corporate responsibility policies are considered

as part of the business planning process and performance is a
persongt obiective for each member of the executive leadership
team {ELT). Members of the ELT meet regularty to discuss the
key social and environmental issues as determined by identifying
and priotitising impacts and opportunities.

An important pan of the approach is stakeholder consultation,
which provides an understanding of the interests and pricrities
of the different groups of pecple who are affected by the group'’s
activities. Engagement with such groups, through various means,
provides an appreciation of the areas of the group's business
that are material to them. This helps the group to target where

it should place most emphaslis in its internal programmes which,
in turn, drives the reporting process. More information on the
group’s stakeholder approach, identification of key impact areas
and detailed information, performance data and discussion can
be found in the stakeholder report, or on the group’s website at
www. Unitedutilities.com.

Formal management systems cover many of the group's impact
areas, including environment, health and safety, and gquality.
Where appropriate, formal certification of these systems is
sought. Most of the group’s operations are covered by the IS0
140W accreditation for environmental management. Benchmark
exercises help to track performance, drive continual improvement
and seek out best practice.
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investrment in community support {2005/06)

(2004/05: £3.1m)

In north west England, United Utilities Water met its compliance
standards at wastewater treatment works serving 99.8 per cent
of the population, a slight reduction from last year due to a failure
at cne of its treatment works. Drinking water compliance at
customers' taps increased again 10 9.80 per cent. However,
pollution incidents have risen slightly to 165 from 147 last year.
The most sericus, category one and two pollution incidents,
increased to 23 from 11 the year before. Convictions fell, with
eight prosecuticns relating to wastewater resulting in fines of
£47,500 in the calendar year to December 2005, compared

1o £42,200 in 2004.

In Scetiand, where Contract Solutions operates six wastewater
treatments works on behalf of Scottish Water, compliance was
100 per cent, with no pollution incidents or convicticns. in Wales,
where Contract Solutions is waorking for Dwr Cymru Welsh Water,
99.69 per cent of the equivalent population were served by compliant
works, There were two category two pollution incidents in 2005/06.

Contract Solutions met EU water quality targets at its contract

in Estonia (Talinna Vesi), 12 months ahead of schedule. In Manila,
95 per cent of the central distribution area now has 24-hour
water supply.
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United UHilities is a major user of energy, principally to transport
and treat water. In 2005/08, the group used 1,019 GWh

of electricity and demand is rising to meet higher treatment
standards. The long-term aim is first 1o hait, then to reverse
this increase.

The group takes steps to improve energy efficiency. For
example, three new lower emission biogas engines at Dawyhuime
wastewater treatment works will give the site a total generating
capacity of 8MW, more than enough for its power needs. The
group alse works with clients, including Dwr Cymiru Welsh Water,
o improve the energy efficiency of their operations. The group
has set up a carbon management forum, chaired by Gordon
Waters, managing director of Contract Solutions and a member
of the board of the Carbon Trust, It is hoped that the forum

will bring greater focus to the group's work to manage its

carbon emissions,
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In north west England, United Utflities Water has halved water
leakage since 1995 and met its spot target of 470 Ml per day

at the end of 2005/08. The next challenge is 1o maintain this
performance during the year ahead.

The group promotes water efficlency among its domestic and
business customers, and contributes to research o improve the
efficiency of water appliances.




United Utilities ranking in BitC’s
Corporate Responsibility index

During the year, United Utilities
improved its score in Business
in the Community’s Corporate
Responsibility Index. It was
ranked 17th in the Corporate
Responsibility Index and
remaing in the Premier League
of the Environiment index.

The group's approach is
also recognised through its
inclusion in the FTSE4Good
Index (at global, European
anct UK levels).

Whisle e H
The group's main waste streams are siudges from both
wastewater and water treatment and spoil from excavation.
Almost 90 per cent of wastewater sludge is recycled to
agricuftural land or used for restoration and reclamation.

The group's new enzymic hydrolysis process, which accelerates

“}ﬁatural bacteriological processes and convarts up to 80 per cent
of organic material Into biogas, is now being deployed at four
wastewater treatment sites.

B e

the Sheepscar recycling plant, which is operated on behalf of
Northern Gas Networks, receives excavated material from gas
maing repair and replacement in south Yorkshire. The plant
screens and crushes material, then blends it to make material
1o backfill excavation.

LA Enaaes P vural issues
Biodiversity action plans are in place for utility opsrations in
north west England and Wales, where the group owns or has

significant management controt over land and assets.

United Utilities North West has completed one year of its
five-year innovative Sustainable Catchrment Management
Programme on the Bowland and Southern estate areas. The
£10 milion programme seeks o improve the condition of our
ecologically important land, enhance bicdivarsity and improve
raw water quality,

Sustsnebie sunaly shaln

The group aims to instil consistent values and standards of
sarvice throughout the supply chain. The group-wide procurement
policy requires the environmental and social impacts of the
group's buying decisions to be considered. The palicy was
strengthened during the year by a programme of workshops
and research intc best practice.

Framitn and snfely

The group aims for continual improvement in its health and
safety performance. Comrmon management standards are being
implemented across the group. The busingss-wide health and
safety management framework will be completed in September
2006. Further details of cur safety perfermance in the year can
be found on page 14.
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Now in its third vear, the ‘Grow Your Future Workforce’
programme in north west England continues to inspire young
people to pursue a career in electrical engineering, an important
area of work for the group where there is currently a skills
shortage. In 2008, United Utilities took operational responsibility
wr gas mains cn behalf of Northern Gas Networks and
immediately ended a ten-year gas industry training gap by
fecruiting 17 new apprentices from almest 500 applicants from
across the north east and Yorkshire,

Children from ages seven to 16 are taught at the group's four
major education centres In north wast England. The programme
reaches customers of the future and inspires potential
employees. 11,473 pupils visited the centres |ast year. Electricity
education classes are defivered at the electricity classroom’

or by United Utilities mobile electricity tutors.
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Parts of the business still fall to reflect the diversity of society as
a whoie, During the vear, the board approved a diversity strategy.
Key acticns include monitoring recruitment and selection
procedures, benchmarking performance against other major
companies, implementing workplace policies which support
flexible working, and carrying out equal pay reviews.

{18070 -
The group has carried out a management development
programme in its call centres and invested in the development
of a tailored National Vocational Qualification in customer service.
Weekend appointments to read custormer meaters and two-hour
time sfots for home visits are other Innovations. A 24-hour
automated balance enguiry and payments line and improved
website make it easier {o transact with us outside call centre
opening hours,

Affordability of water bills is a growing problem which the industry
has discussed with government, the Consumer Council for Water
and industry regulators. The long-term solution to the issue rests
with governmant. In the meantime, the group is taking steps

1o help customers in serious financial hardship. it is providing
£15 milion to support the independent United Utilities Trust

Fund which came into operation on 1 Aprit 2005, In its first full
year of operation, 2,000 customers received a total £1.55 million
to help with their water bills.

Lrorny suppert

The group supports community activity, investing its rescurces
in partnerships and projects where it can share benefits with
local communities. Support includes financial assistance as
well as employee time and in-kind help. In 2005/06, some
£3.0 million was spent, around 0.7 per cent of group profits.
Most community investment is mads as part of ongeing
refationships the business has with a wide range of community
stakeholders, Programmes include work on environmental,
education, skills and training and employment initiatives, as well
as local support for community activities. The group also has
corporate relationships with Groundwork UK, WaterAid and the
Royat Society for the Protection of Birds and supports many
charitable giving and volunteering schemas.
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Risk management

CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING STATEMENTS :

This report contains certain forward-looking statements with
respect to the financial condition, results of operations and
business of the group.

Statements that are not historical facts, including statements
about the board's beliefs and expectations, are forward-locking
statements, Words such as ‘expects’, ‘anticipates’, ‘intends’,
‘plans’, ‘believes’, ‘seeks’, ‘estimates’, ‘potential’, ‘reasonably
possible’, targets’ and variations of these words and similar
expressions are intended to identify forward-locking statements
within the meaning of the US Private Securities Litigation Reform
Act 1995, These statements are based on current plans, estimates
and proiections, and therefore investors should not rely on them.
Forward-looking statements speak only as of the date they are
made, and the company undertakes no obligation to update
publicly any of them in light of new information or future events.

The company may also make written and/or oral forward-looking
statements in its periodic reports to the Securities and Exchange
Commissicn on Form 6-K, in the annual report to shareholders,
in proxy statements, in offering circulars and prospectuses, in
press releases and cther written materials and in oral statements
made by officers, directors or employees to third parties, including
financial analysts.

Forward-looking statements involve inherent risks and
uncertainties. The company cautions investors that a number

of important factors could cause actual results to differ materially
from those anticipated or implied in any forward-looking
statements, These factors inciude: () the effect of, and changes
in, regulation and government policy; (i} the effects of competition
and price pressures; {iii) the abllity of the company to achieve cost
savings and operational synergies; (iv) the ability of the company
to service its future operations and capital requirements; () the
timely development and acceptance of new products and services
by the company; {(vi) the effect of technological changes; and (vii)
the company’s success in managing the risks of the foregoing.
The company cautions that the foregoing list of important factors
does not address all the factors that could cause results to

differ raterially,

RISK FACTORS

In addition to the risks identified in other information included

in this report, investors should consider the risks detailed in this
section. There may be additional risks that the group does not
currently know of, or that are currently deemed immaterial based
on information currently available. The group's business, financial
conditicn or results of operations could be materially affected by
any of these risks, resulting in a decline in the trading price cf the
group’s ordinary shares or ADSs. The group operates an internal
control system o evaluate and manage risks as described in the
section 'Internal control” on pages 53 and 60.

Revenue of the group’s regulated businesses is

substantially influenced by regulators, which could
adversely affect profitability

The revenue and profitabliity of the group’s water, wastewater
and electricity distribution businesses (the regulated businesses)
are substantially influenced by price limits established every five
years by the respective regulators. Price reviews for the regulated
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businesses covering the five-year period commencing on

1 April 2005 were determined by the electricity regulator in
November 2004 and by the water regulater in Decemnber 2004.
The group has accepted both of thase determinations and has
not exercised its right to appeal adverse price determinations
to the Competition Commission,

An adverse price determination may occur as a result of a
number of factors, including an inadeguate allowed cost of
capital or unrealistic regulatory agsumptions concerning cperating
expenses, required capital expenditure and revenue forecasts.

Scope to re-open these price controls within the charging period
is limited. In the case of the water and wastewater business,
there are provisions for Interim Determinations of K {'IDoK’) and
the application of the ‘shipwreck clause’. There is no equivalant
provision that allows for the re-opening of electricity distribution
price limits, although specific re-opening provisions have been
made, with effect from 1 April 2005, in relation to uncertain costs
associated with specified provisions of the Electricity Safsty,
Quality and Continuity Reguiations 2002 (or amending/
replacement regulations), the New Roads and Street Works

Act 1991 and the Traffic Managerment Act 2004.

Failure to deliver the capital investment programmes

could adversely affect profitability

United Utilities’ regulated businesses require significant capital
expenditure for additions to, or replacement of, plant and
equipmant for their wastewater, water and electricity distrioution
facilities and networks. The price limits set by the respective
regulators take into account the level of capital expenditure
expected to be incurred during the relevant five-year price review
period and the assoclated funding costs. Historically, the group
has financed the expenditures from cash flows from cperations
and from debt financing. There can be no assurance that cash
flows from operations will not decline, or that additional debt
financing or other sources of capital will be available to meet
these reguirements.

If the group s unable to deliver the capital programme at
expected expenditure levels or is unable to secure the expected
capital efficiencies asscciated with the capital programme or the
programme falls behind schedule for other reasons, the group's
profitabiiity may suffer. The regulators may factor such failure
into future price reviews, In addition, the group’s ability to meet
regulatory and environmental performance standards could be
adversely affected by such failure, which may resutt in fines or
other sanctions.

The group is currently in discussions with Ofwat and the
Environment Agency in refation to the scope of works required in
order to complete that part of its capital programme for the iast
charging pericd (.. 2000-08) which related to limiting pollution
from storm water overflows (referred to by the Environment
Agency as ‘Unsatisfactory Intermittent Discharges' ('UIDs").

This means that some of these works are being defayed until
the required scope is determined. Once the cost of the scope
of works is finally determined, it may be more than the amounts
that have been allowed for by Ofwat in the 1998 and 2004 price
reviews. In such cases the company will seek to process the
resuiting changes through Ofwat’s protocol for dealing with
changes to the regulatory contract {the ‘change protocal),

In respect of those UIDs which were the subject of the
company's 2003 interim determination, Ofwat has stated that
additional costs of completing these works will be recoverable




et

through future price reviews provided that thay meet Ofwat's
conditions for recovery under the change protocol. In respect
of the UIDs which were not dealt with in the 2003 interim
determination, Ofwat has given a similar confirmation in relation
to those which the company considers present the greatest risk

“of significantly exceeding the costs assumed In the 1989 price

review. The group cannct be certain, however, that all these
additional costs will be recoverable on this basis and will not
adversely affect its profitability or financial position.

Failure to deliver operational performance or cost

savings implicit in the regulatory reviews could adversely
affect profitability

Operating cost savings to be achieved during the current
five-year regulatory period are implicit in the regulatory reviews,
To assist the achievement of these operating cost savings a
business change programme is underway. If the operating cost
savings are not achieved, or the business change programme is
not delivered, then the group's profitatility would suffer. Similarly,
If operational performance was to deteriorate, this may be
reflected by less favourable outcomes from future price reviews
and the group's profitability would suffer,

Environmental regulations could increase the group's

costs and adversely affect profitability

Various government environmental arotection and health and
safety laws and regulations govern the wastewater, water and
electricity distribution businesses. These laws and regulations
establish, amengst other things, standards for drinking water,
discharges into the environment and quality of electricity supply,
which affect the group’s operations. In addition, the group is
required to obtain varicus environmental permissions from
regulatory agencies for its operations. The group endeavours

1o comply with all reguiatory standards. However, historically the
group has not been in total compliance and cannot guarantse in
the future that it will be in total compliance at all times with these
laws and regulations. Should the group fail tc comply, it would
face fines imposed by the courts or otherwise face sanction by
the regulators.

Environmental laws and regulations are complex and change
frequently. These laws, and their enforcement, have tended to
become more stringent over time. Whilst management believes
it has taken into account the future capital and cperating
expenditures necessary to achieve and maintain compliance
with current and known future changes in laws and regulations,
1 Is possible that new or stricter standards could be imposed,
or current interpretation of existing legislation amended, which
willincrease the group's operating costs by requiring changes
ot madifications to the assets in order to comply with any new
environmental faws and regulations. Although these costs may
be recoverable In part through the regulatory process of setting
appropriate future price limits, there can be no assurance of
this. Therefore, the group cannot guarantee that the costs

of complying with, or discharging its liabilities under, current
and future envircnmental and health and safety laws will not
adversely affect its profitability or financial position.

Service interruptions or contamination to water supplies
could adversely affect profitability

In addition to the capital investment programmes, United Utilities'
regulated businesses control and operate water, wastewater

and electricity networks and undertake maintenance of the
associated assets with the objective of providing a continuous

service. Historically, there have been interruptions to the supply of
senvices such as the incident in January 2005 affecting Cumbria
and Lancashire in north west England, when a storm severaly
damaged the electricity network supply to 250,000 customers, but
the majority of interruptions relate to minor issues that are rectified
promplly. However, the failure of a key asset could cause a more
significant interruption to the supply of services {in terms of
duration or number of customers affected), which may have an
adverse effect on the group’s operating results or fnancial position,

Water supplies may be subject to contaminaticn, including
centamination from the development of naturally occurring
compounds and poliution from man-made sourcas. In the event
that water supply is contaminated and the group is unable to
substitute water supply from an uncontaminated water source,
or to treat adequately the contaminated water source in a cost-
effective manner, there may be an adverss effect on the group’s
operating resuits or financial pesition. The group could also be
held liable for human exposure to hazardous substances in its
water supplies or other environmental damage.

It is possible that some of the costs associated with service
interruptions or contaminations may be partly recoverable
through the snipwreck clause or future price raviews, The group
maintains insurance policies in refation to legal liabilities likcely

to ke associated with these risks, although there can be no
assurance that ail costs of any such claims would be covered
or that coverage will continue to be available in the future.

Non-recovery of custemer debt could adversely

affect profitability

United Utllities North West manages the biling, cash collection
and debt management activities for 3.1 miiion domestic and
business wastewater and water customers. The Water Industry
Act 1991 {as amended by the Water Industry Act 1899} prohibits
the disconnection of a water supply for non-payment and the
liriting of & supply with the intention of enforcing payment for
certain premises inciuding domestic dwellings. Nen-recovery of
cebt is therefore a risk to the group and may cause the group's
profitability to suffer, although allowance is made by the water
regulator in the price fimits at each price review for a proportion
of debt deemed to be irrecoverable. In addition, the group can
also request a re-setting of its price limits through an IDoK during
a review period when costs or savings arising from changes

in certain regulatory assumptions {including as to the level

of non-recoverable debt) are material, although there can be no
guarantee that an 1DoK application will be successful. Although
new and existing strategles continue to be implemented to
reduce cash collection risks, including targeted summonsing,
there Gan be no assurance that the group will not suffer losses
from the group’s nability to recover its debts fully.

Rapid growth in the business process outsourcing and
infrastructure management sectors exposes the group to
execution risk; conversely, slow growth could adversely
affect profitability

Through Vertex, the group’s activities in business process
outsourcing are expanding into new markets and territories
and achieving increased sales external to the group (2006:
£301 milion; 2005: £308 milion). The infrastructure management
business, United Utilities Contract Solutions, is also expanding
into new markets. The defivery of contracts, both existing and
future, will be achieved by exploiting the group's core
infrastructure management and business process outsourcing
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Risk management continued

Operating and financial revi

skills. In addition, Vertex has significantly expanded its operations
into financial senvices with the aoguisiton of Mariborough Stiring
Group ple. This rapid growth exposes these businesses to new
business and fransaction risks and, potentially, the risk of
overtrading, whereby the businesses are unable o operate all
their contracts to the standard required by their clients due to

a lack of resources and suitably qualified personnel. Overtrading
couid lead to a loss of customers which, in turn, may cause
nrofitability to suffer. Slower than expected expansion could

also impact profitability.

Pension scheme obligations may require the group 1o

make additional contributions to the schemes which

would reduce profitability

The group participates in a number of pension schemes,
principally in the UK. The principal schemes are funded defined
benefit schemes and the assets of the schemss are held in trust
funds independent of group finances. The group increased
pension contribution rates to the United Utilities Pensicn Scheme
and the United Utiiities Group of the Electricity Supply Pension
Scheme in 2003/04 and the resuilts of the full actuariat valuation
resulted in further increases being reguired to the United Utllities
Pensicn Scheme and the United Utilities Group of the Electricity
Supply Pension Scheme from 1 April 2005. A ene-off lump

sum contribution of £320 million was made on 31 March 2005,
This contribution was calculated to equal the capitalised value

of the group's funding obligations to the schemes for the next five
years (pased on the actuarial valuation as at 31 March 2004) and
represents advance payment of certain employer contributions
which would have been made to the schemes during that period.
As a conseguence the schemes were estimated to have a
combined post-tax surplus of £13.5 milion as at 31 March 2008,
compeared to a post-tax obligation of £59.2 million at 31 March
20056. However, the group continues to monitor the funding of
the schemes and cannct guaraniee that during the next five
years further contributions will not be required to eliminate
continuing shertfalls in the schemes. This may adversely affect
the financial position of the group. Should long-term investrment
returns remain lower than the rate assumed by the actuaries in
their pension scheme valuations, or interest rates reduce further
fgading to an increased deficit, the profitability of the group may
be further adversely affected and the group required to increase
its contributions to eliminate this under-funding. Currently,
anticipated future pensions contributions and a proportion of
existing pension scherne deficits are recoverable through the
price {imits established by the regulators.

Operating risk

Managing the group's businesses is depsndent upen the
abllity to process a large number of transactions efficiently and
accurately. Operational risk and losses can result from fraud,
employee errcrs, failure to properly docurnent transactions

or to obtain proper internal autherisation, failure to comply
with regulatory requirements and business principles, resource
shortages, sguipment failures, natural disasters or the failure
of external systems, Although the group has implemented risk
controls and less mitigation actions, and substantial resources
are devoted to developing efficient procedures and to staff
training, it is only possible 10 be reascnabiy, but not absolutely,
certain that such procedures will be effective in contralling each
of the operational risks faced by the group.
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LITIGATION

NOSS Consortium 'NOSS'), of which North West Water
international Limited (‘NWWIL), a wholly owned subsidiary of the
cornparty, is a member and the sole remaining active participant,
is party to arbitration proceedings in Thailand in relation to a
design and construction contract dated 1 November 1893
between NCSS and the Bangkok Metropaolitan Administration
{('BMA) to build a wastewater treatment plant and network in
central Bangkok. Following disagreements with the engineer
and a dispute with BMA, NOSS rescinded the contract and in
Novermber 1897 served a notice under Section 387 of the Thai
Civil and Cornmercial Code on the BMA. In March 1988, NOSS
terminated the contract and served notice of arbitration. NOSS
has totat claims against the BMA of approximately 6 billion

Bant (approximately £83 millicn). The BMA has counter-claimed
for approximately 3.2 billicn Baht (approximately £44 milfion.
Arbitrators have Deen appointed by each party, tut the arbitration
process has stalled following the arbitrators’ failure to agree

on the appointment of a third arbitrator, NOSS will continue to
moenitor the situation, but presently no hearings are scheduled.

Save as stated above, neither the company nor any member

of its group is, or has been, involved in any legal or arbitration
proceedings nor, as far as the directors are aware, are any such
proceedings pending or threatenad by or against any member
of the group which may have, or have had within the previous
12 months, a significant effect on the group’s financial position.

The company is engaged in lifigation in the ordinary course

of its operations, such as contract disputes, disputes over
easements/wayleaves and other similar property matters, bili
collections, personal injury claims and workers’ compensation
claims. The company does not believe that such litigation, either
individually or in aggregate, is material. The company maintains
insurance and, to the exdent that the amounts in dispute may
not e coverad by such insurance, maintaing provisions in
these situations where management deems it appropriate in
accordance with IFRS.




Directors and senior managers

The business of the company is managed by the board of
directcrs. There are no family relationships between any of the
directors or senior managers. There are no arrangemeants or
understandings with major sharehclders, customers, suppliers
or others pursuant tc which any of the persons referred tc below
was selected as a director or member of senfor management.

Reappointment of directors

Under the articles of association, a director appointed by the
board to fill & casual vacancy must retire at the annual general
meeting of the company next folfowing such appointment.

Philip Green was appointed as an additional director by the
board on 20 February 2006 and he was appointed as the chief
executive officer cn 31 March 2006. Paul Heiden was appointed
as an additional director an 5 Qetober 2005. They are therefare
retiring and offering themselves, and the board is recommending
them, for reappointment at the 2006 annual general meeting.

In addition, the articles of association provide that if, af the start

of business on the date of the netice convening that annual
general meeting, a director has served for a continuous pericd of
nine years he must retire and may offer himself for reappointment.
Sir Peter Middleton will have completed over nine vears' service at
ihe cate of notice and is therefore retiring and offering himself for
reappointment at the 2006 annuat general meeting.

“The articles of assogiation also state that a director must retire

at the third annual general meeting follewing his or her last
appointment. Gordon Waters was last appointed at the annual
general meeting held in 2003 and is therefore retiring and is offering
himself for reappointment at the 2006 annual general meeting,

Jane Newall, having completed nine years' service, will stand
down at the annual general mesting in 2006 and she will not
seek reappointment. Simon Batey will be leaving the company
after the annua! general meeting and, therefore, he will not
seek reappointment.

Executive directors

Philip Green {age 53) - Chief executive officer

Philip Green was appointed as a director on 20 February 2006
and he succeeded Jehn Roberts, who retired on 31 March 20086,
as the chief executive officer. In his mast recent role before joining
ihe company, he led the container shipping company Royal P&O
Nedlloyd through its successful fisting in 2004 and subsequent
agreed acquisition by AP Maller-Maersk A/S, delivering significant
walue for sharehoiders. Prior 1o that, he was a main board direcior
and chief operating officer at the global infermation company
Reuters Group PLC, overseeing significant restructuring, cost
reduction and customer service improvements. From 1990 to
1999 he was at DHL, the global market leader for cross-border
express delivery, becoming chief operating officer for Europe

and Africa in 1994,

Simon Batey (age 52) — Chief financial officer

Simon Batey joined the board as the chief financial officer on

1 April 2000, He had previcusly been group finance director of
AMEC pic from 1992 and prigr to that deputy finance director,

He was closely involved in the reshaping of that group through a
number of major investments and disposais and the development
of Its policy towards private finance initiatives. He also served on
the boards of Fairclough Homes Group Limited and the major
French electrical contractor SPIE SA. He was appointed as a non-
execttive director of THUS Group plc on 26 February 2006 and he
is alsc a non-executive director of Arriva ple. After graduating from
Oxford University, Simon joined Armitage & Norton (now part of
KPMG) where he trained and qualified as a chartered accountant.

Charlie Cornish {age 48} - Managing director,

United Utilities North West

Charlie Cornish is responsible for the group’s regulated asset
management business. He joinad the group in January 2004
and was formally appointed to the board on 27 January 2004.
After gracdiuating from Strathclyde University, he worked for British
Agrospace, Plessey Telecommunications and Associated British
Foods and also served as an executive director of NHS trusts,

In 1998, he foined the West of Scotland Water Authority as
human resources director and was involved with major change
programmes, He went on to become its customer services
director and later chief executive. He joined Thames Water in
2002 as global business performance directar, working across
Europe, Asla/Pacific and the Americas, eventually becoming
chief operating officer with Thames Water UK and Ireland with
responsibility for service delivery, including operations and capital
programmes. He is chairman of Young Enterprise Norih West
and was appointed to the board of Water UK in March 2008.

He was a director of Young Enterprise UK until February 2008.

Tom Drury {age 44) - Managing director, Vertex

Tom Drury joined the board as an executive director on

9 May 2005. He began his career with Unilever before joining
PricewaterhouseCoopers where he became a management
consultant, specialising in financial rmanagement, activity-based
costing and business planning. He joined United Utilties Water in
1991 and became finance director in 1992, He moved fc Vertex as
managing director when it was set up in 1996 and has successfully
guided the cormpany from being essentially an in-house provider of
customer management services to its current position as one of the
UK’s largest providers of business process cutsourcing.

Gordon Waters {age 58] ~ Managing director,

United Utilities Contract Solutions

Gordon Waters is responsibie for the group's infrastructure
management business. He joined the group in 1998, and was
appointed to the board on 1 June 1997 . A qualified civil engineer
and structural enginesr, he graduated from the City University
London in 1968, He joined a major UK consulting engineering
practice before working for a number of major UK construction
companies. From 1287 1o 1898, he worked for Tarmac
Construction Limited, becoming managing director of the civil
engineering division in 1982, and joining the board of Tarmac
Construction Limited in 1983. He was responsible for all their
major projecis and regional civil engineering companies and
specialist companies both in the UK and overseas. He is a
non-executive director of The Carbon Trust.
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Directors and senior managers continued

Non-executive directors

Sir Richard Evans (age €3) - Chairman

Sir Richard Evans was appointed a non-executive director on

1 September 1997 and chairman in January 2001, He joined

the Mifitary Aircraft Division of British Aircraft Corporation (BAC)
and in 1978, he was promated to commercial director of what
had then become the Warton Divislon of the then British Aircraft
Corporation. He was appointed deputy managing director of the
newly formed British Aerospace Mifftary Aircraft Division in 1286. In
January 1987, he was appeinted 1o the beard of British Aerospace
plc as marketing director and became chief executive ih 1990,

He 'was also a director of the Arbus company. He was appointed
chairman of British Aerospace pic {now BAE Systems pic} in May
1898, a post from which he retired in July 2004, after more than
30 years with the company (and its predecessors). He was alsc

a non-executive director of Natwest plc from 1998 to 2000,

Norman Broadhurst (age 84) - Chairman of the audit committee
Norman Broadhurst was appointed as a non-executive director
on 1 April 1889 and is chairman of the audit committee. He is
currently chairman of Chloride Group plc and Freightiiner Ltd.

On 11 May 2006 he became chairman of Cattles plc. He is also
a non-executive of Cld Mutuai ple and on 22 May 2006 he retired
as a non-executive from the board of Tomkins pic. He was group
finance director of Railtrack plc from 1994 to 2000.

David Jones GBE {age 64} — Non-executive diractor

David Jones CBE was appointed as a non-executive director

on 3 January 2005, He is currently chairman of UK Coal PLC
and is also chairman of Teesside Power Ltd. He was the group
chief executive of The National Grid Company plc from 1984

to 2001 taking National Grid to the stock market and feading

it successfully through an extensive business transformation
programma. Prior to that, he was chief executive of South Wales
Electricity, having previously held senior engineering, commercial
and management posts on the South Western and Midlands
Electricity Boards.

Paul Heiden {age 49} — Non-executive director

Paui Heiden was appginted as a non-executive director an

5 Qctober 2005. He has been the chief executive of FKI plc
since 2003. From 1892, he held various senior management
positions at Rolls-Royce plc prior to joining the board in 1997
as director of Industrial Businesses and being appointed group
finance director in 1989. After qualifying as a chartered
accountant at Peat Marwick Mitchell & Co, he worked in senior
finance roles at Hanson PLC and Mercury Communications. He
was a non-executive director of Bunzl ple from 1898 te 2005 and
was a non-executive director of Filtrona plc from 2005 to 2008,
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Sir Peter Middieton {age 72) — Deputy ¢chairman and

senior independent non-executive director

Sir Peter Middleton jofned the board as a non-executive

director in January 1994. He is chairman of Camelot Group ple,
the operator of the National Lottery, president of the British
Bankers® Association, chairman of the Barclays Group Asia
Pacific Adviscry Committee, chairman of the Centre for Effective
Dispute Resolution, chairman of Marsh Ltd, chairman of Creative
Sheffield, chancellor of the University of Sheffield and is on the
boards of the National Institute of Econcmic and Social Research
and Mobile TeleSystems (MTS) OJSC. He is also a member of
the Advisory Boards of Marsh McLennan cormparies, Financial
Dynamics and Sistema. After National Service, he joined HM
Treasury where he had a long and distinguished Gareer spanning
30 years, uitimately ascending to become permanent secretary
from 19883 to 1981. Sir Peter joined Barclays in- 1891 as group
deputy chairman and as executive chairman of BZW, became
chairman of Barclays Capital following the reorganisation of BZW
in Cctober 1997 and was group chief executive from November
1998 until October 1999. He became group chairman of
Barclays Bank PLC in Aprit 1998 and retired in August 2004,

Jane Newell OBE {age 62} ~ Non-executive director

Jane Neweli joined the board as a nen-executive director

on 1 September 1996. After 10 years as an international civit
servant, she joined the Liverpoal School of Tropical Medicing,
and pecame chairman of its Council from 1¢95 to 1997. In 1992,
she was appointed founder trustee and subsequently chairman
of the Maxwell Pensioners Trust and in 1897 received the OBE
for this work, She is chairman of DSGI Group Pension Scheme,
an external assessor for the Home Office for promotions in the
police, prison and fire services, pro-chancellor and chairman

of the board of governors of Londen South Bank University

and a Justice of the Peace. In March 2005, she stood down

as chairman of the trustee companies responsible for the United
Utilities” pensicn schemes following her appointment as chairman
of the trustee company to the Royal Mail Pension Plan, one of
the largest funds in the UK.

Andrew Pinder CBE (age 59) — Non-executive director

Andrew Pinder was appointed a non-executive director on

1 Septernber 2001. As the e-Envoy to the UK gevernment from
2000 10 2004, he was responsitle 10 the Prirme Mirister for the
delivery of internet access to all British citizens and businesses.

He joined the board of Entrust, a US-based security specialist,

in November 2004 and he became an independent non-executive
director of Spring Group plc in March 2008, In 2005 he became

a member of the Intel Global Advisory Board and in danuary 2008,
he became Chairman of Becta (British Educational Communications
and Technology Agency), an agency of the DIES, which looks after
T in schoels and further education. Before his appointment as
e-Envoy, he was a partner in a venture capital firm and carried

oul a nurncer of managerment consultancy assignments for the
British government. Previous executive leadership rofes also include
positions as the head of European operations and technology

at Citibank, director of operations and technalogy at Prudential
Corporation and as director of information technclegy at the Office
of Inland Revenue.




nNick Salmon {age 53) - Non-executive director

Nick Saimon was appointed as a non-executive director

on 4 April 2005, He has been the chief executive of Cookson
Group plc since 2004, From 2001 to 2004, he was executive
vice president of Alstom S.A., the global energy and transport
infrastructure group. From 1997 to 2001 he was executive
vice president of ABB Alstom Power and was chief execuitive
of Babcock International Group PLC from 1883 to 1987,

Prior to joining Baboock, he held senior management positions
at GEC and GEC Alsthom in the UK and France, and previcusly
spent 11 years with China Light & Powser Company Limited

in Hong Kong.

Senior managers

The following are the senior managers of the company who

are not board directors, but togsther with the executive directors
above, form the executive leadership tearn:

“Linda Booth {age 52} — Group human resources direcior

Linda Booth joined the group as human resources director

of Your Communications Limited on 4 Qctober 1999, She was
appointed as group human resources directer on 1 January
2003. She is a non-executive director of Ufi Limited which is
improving skiils for work via Learndirect. She also chairs the
steering committes of Grow Your Future Workforce which is

a partnershin between United Utilities and Scottish Power,
funded by the North West Development Agency to address
engineering skills shortages.

Tim Rayner (age 45) — Company secratary

A salicitor and previously a partner with a predecessor iaw firm
of Addleshaw Goddard, Tim Rayner joined the group as group
legal manager in 1885, He was appeinted as group company
secretary on 1 April 1998.

Other executive leadership team members who served during
the year incluced Tom Drury, who was appointed to the board
on 9 May 2005, Hugh Logan, who transferred to THUS Group
plc on 26 February 2008 and lan Prigstner, who left the company
on 20 April 2008,
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Directors’ report

Principal activities

The company is the holding company of a group which manages
and operates efectricity distribution, water and wastewater assets
and also manages infrastructure and business processes for its
awn and ather businesses.

A fuller description of business activities is contained within the
cperating and financial review on pages 4 to 15. The principal
subsidiary undertakings and joint ventures of the company are
shown in note 13 to the consolidated financial statements.

Business review

The chairman'’s and chief executive's reviews on pages 2 and 3
and the operating and financial review on pages 4 to 34 report
on the group's activities during the vear and on lkely future
developments. A summary of key performance indicators can
be found on the inside cover. The directors, in preparing the
cperating and financial review, have not sought to comply

with the ASB's 2006 Reporting Stalement on operating and
financial reviews.

The dividend for shareholders

The directors are recommending a final dividend of 29.58 pence
for each ordinary share for the year ended 31 March 20086,
making a total for the year of 43.87 pence far each ordinary
share. Subject to shareholders approving this recommendation
at the annual general meeting, the dividend will be paid on

25 August 2006 to shareholders on the register at the close

of busingss on 30 June 2006.

The business for the annual general meeting
Details of the resalutions to be proposed at the 2008 annual
general meeting are set cut in the notice calling the meeting.
There is also a full explanation of the resoiutions in the leafiet
containing the notice, enclosed with this report.

Employees )

The company's policies on employment of disabled persons and
on employee involvement are contained within the operating and
financial review on pages 13 and 14. The policy 1o encourage
employee involvernent through provision of share schemes is
discussed within the directors’ remuneration report on page 41,

Directors and senior management

The names of the present directors and their bicgraphical details
are given on pages 35 to 37, together with detalls of the senior
managers whao, with the executive directors, form part of the
execUtive leadership team but are not board members. The
following alsc served during the period:

* John Roberts - retired from the board as the chief executive
officer on 31 March 2006,

e John Seed - retired from the board as a non-executive director
on 29 July 2005,

* Hughn Logan — a member of the executive leadership team
transferred to THUS Group plc on 28 February 2006; and

* lan Priestner — a member of the executive leadership team
left the company on 30 April 2006.
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Directors’ and senior managers’ interests in shares

The directors and their Immediate families had the following
interests in shares as at 31 March 2006 and as at 31 May 2008,
ail of which were beneficial interests, in the company’s ordinary
shares and options to subscribe for shares. None of the directars
or senior managers heid more than cne per cent of the ordinary
share capital of the company. Except as described below, none
¢f the directors had any interest in any share capital of any other
group company or in any debeanture of any group company.

1. interests in ordinary shares

As at 31 May 2008, the directors and senicr managers

(15 persons) of United Ultilities held a total of 393,341 ordinary
shares in the company, representing 0.04 per ¢ent of the issued
ordinary share capital. The individual interests of the directors

in ordinary shares are shown in table 14.

Table 14:
A1 April

or At Al
ap| ment 31 March 31 May
1 latar 2006 2006
A shaes COrdinary Ordinary Crairny
Philn Green” nfa 100.000 100,000 100,289
Johr: Roberts 40,222 110,199 191,219 na
Simon Batey 44,127 B2 401 126,802 126,848
Crarse Comigh - At 321 367
Tom Drury” 5323 20335 22426 27406
Garcfon Waters 7253 44276 73,380 73426
Sir Richarg Evans 136 ah 381 K
Norman Broadhurst 189 341 530 530
David Jones - - -
Paul Heiden” 1,852 1.852
Sir Peter Middleton 4574 7115 7R
Jane Newell 4.356 6,775 8,775
Anrdraw Pinder 4,000 6,222 6,222

Nick Sairmon® - - -

Notes:

* The amounts held at 31 March 2006 include those shares purchased by way of the
second stage of the two-stage rights issue of one further A share for each A share held
on 2 June 2005 at 185p per furlher A share. On B July 2005 all the A shares werg
converled into ordinary shares at a rale of two for one.

* Each executive direclor is a member of Ihe ciass of discretionary beneficaries of ihe
United Ulilities Employee Share Trust and is therefore treated as having an mierest in the
52,500 ordinary shares held by United Utiites Employee Share Trus! Limited as trustes
of the United tUtilities Employee Share Trust at 31 March 2006, As at 31 May 2006,
Uniled Utilities Employee Share Trust Limited continued 1o hold 52.500 ordinary shares

« Tom Drury was appoimed &s a diretior on & May 2008

* Nick Salmon was appointed as a direclor on 4 April 2005

« John Seed retired as a non-executive dirgclor on 29 July 2005,

+ Paul Heiden was appointed as a non-executive dirgctor on 5 Oclober 2005,

« John Roberts retired as the chief executive officer and as a director on 31 March 2006

+ Fhilip Green was appointed as a director on 20 February 2005 and as the chief
exaculive officer on 31 March 2006.

» Provided Philip Green maimiains his snarehoiding of 100.000 shares and remains
in employment with the cormpany throughout the next five years. United Utilities has
agreed 10 malch this investment on a one-for-one basis, hereby aligning his inlerests
with those of the company’s other shareholders, These matched shares, together with
additional shares from notional reinvestment of dividends, wdl transfer 1o Mr Green at
the end of the five-year perind, afler the conclusion of the nex reguIatory reviews.




2. Interasts in share options

As at 31 May 2006, the direciors and senior managers

{15 persons) of United Utilities held options to purchase 7,983
ordinary shares in the company, representing 0.001 per cent

of the issued ordinary share capital, all of which were issued
purauant ¢ the United Utilities all-employee ShareSave scheme,
the company share cption scheme 1998 or its forerunner, the
executive share option scheme. The individual interests of the
directors in share options are shown in table 15.

Table 15:

At AL
31 March 31 May
2006 20045

i farer

Phifip Green® - - -
John Boberts -~ /g

'Simen Batey 1,751 1,751 1.75:

Chatie Cornish - -~ -
Tom Drury* 3,772 -
Gordon Waters 3,030 2,648 2,648

Notes:

= Non-executive directors do not participate in the company’s share option plans.

» Tom Drury was appointed as a director on & May 2005,

« John Roberts retired as the chief executive officer and as a director on 31 March 2006

* Philp Green was appointed as a director on 20 February 2005 and as the chief
exgcutive officer on 31 March 2006,

Purchase of own shares

At the annual general meeting held on 29 July 2005, the
company was authorised by the shareholders to purchase, in the
market, up to 87,128,296 of its own ordinary shares of £1 each.
No shares were purchased pursuant to this authority during the
vear. This authority is normally renewable annually and approval
will be sought from sharenolciers at the 2008 annual general
meeting to renew the authority for one year.

Fulfilling social and environmental responsibilities

As described in the corporate responsibility review on page
30, the group seeks to manage its total impact on society as
a responsible corporate citizen. Full details are set out in the
company's separate stakeholder report, which is an important
part of the company's integrated approach to reperting on the
group's overall performance, together with the annual report
and the website.

Pelitical and charitabie donations

Charitable donations by the group in the year amounted

to £1,324,308 (2005: £1,312,774). The group’s policy is not
tc make any donations for political purposes. However, the
Pglitical Parties, Elections and Referendums Act 2000 requires
certain types of expenditure on political events to be pre-
approved by shareholders. At the 2005 annual general meeting
an authority was taken to cover such expenditure. Pursuant

{o that authority, in the year, the company incurred costs of
222,499 {2005 £12,845) as part of the process of talking to
fovernment at all levels. Resofutions o renew this authority
tor the company and its principal subsidiaries will be put to
he 2008 annual gerisral meeting.

Approach to technology development

The group is commitied 1o using innovative, cost-effective and
practical sclutions for providing high quality services, It also
continues to make full use of the wide-ranging expertise, abiiities
and facilities within the group. It recognises the importance of
ensuring that it properly focuses its investment in the development
of technciogy, that it has the right skills to apply technology to
achieve sustainable competitive advantage and that it continues
to be glert to emerging technotogical opportunities.

Substantial shareholders and related party transactions
The company is not directly or indirectly owned or controlled
by another corporation or by an individual or government and
there are no arrangements the operation of which may, at a
subseqguent date, result in a change in control of the company.
At 31 May 2008, the directors were aware of the following
notifiable beneficial interests of greater than three per cent

in the company’s issued ordinary share capital:

Table 16:

Date nodtied No. of chanes
08/07/2005 29,638 448 3.38
06/03/2006 26707282 3.05

Company

Lega! and Genegral Group plo
Prudential pic

vz Investment
Maragement Lig

20877008 354

Holders of all ordinary shares, including those held through
ADSs, have the same voting rights.

As of 12 May 2008, there were 72 registered nholders of
39,423,997 United Utilities PLC ADSs {representing 78,847,994
ordinary shares) with an address in the US, constituting nine
per cent of the ordinary shares in issue at that date. In addition,
at 12 May 2006, there were 127 registered holders of 53,761
crdinary shargs with addresses in the US, constituting less than
one per cent of the ordinary shares in issue at that date.

Cther than with respect to employment agreements and
compensation arrangements, there is no material indebtedness
owed 1o, or by, and there have been no material transactions
between, the company and management during the company’s
threa most recent financial years, nor are there presently proposed
fo be any such indebtedness or any material transactions, or any
transactions that are unusual in their nature or conditicns to which
tre company or any of its subsidiaries was or is a party and in
which any director or executive officer, or five per cent shareholder,
or any relative or spouse thereof or any associate of the company
or any enterprise that directly or indirectly controls, is controlled by
or is under common control with the company, had or is to have
a direct or indirect material interest.

For detaiis of related party transactions see note 28 to the
consolidated financial statements on page 102.
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Directors’ report continued

Creditor payment policy and practice

The group does not follow any specific external code or standard
or payment practice. Its policy Is normally to pay suppliers
according to terms of business agreed with them on entering into
binding contracts and to keep to the payment terms providing
the relevant goods or services have been supplied in accordance
with the contracts. The group and the company had 45 days
(2005: 54 days) and 37 days {2005; 34 days) respectively of
purchases outstanding at the end of the financia! year.

Indemnities

Throughout the year and as at the date of this report, the articles
of association contained provisions for the bensfit of directors,
officers and employees of the group and its subsidiary and
associated companies indemnifying them cut of the assets of
the company to the full extent allowed by law against fiabilities
incurred by them in the course of carrying out their duties.

Directors' and officers’ insurance

The company maintains an appropriate level of directors’ and
officers’ insurance whereby directors are indemnified against
liahifities 1o third parties tc the extent permitied by the
Companies Act.

Financial instruments
The risk management cbjectives and policies of the company
can be found in note 18 to the financial statements on page 90.

information given to auditors
Each of the persons who is a director at the date of approval
of this report confirmsg that:

{1) s0 far as the director is aware, there i1s no relevant audit
information of which the company’s auditors are unaware; and

(2) the director has taken alf the steps that he/she ought to
have taken as a director in order to make himseli/nerself
aware of any relevant audit information and to estabiish
that the company’s auditors are aware of that information,

This confirmation is given and should be interpreted in
accordance with the provisions of $234ZA of the Companies
Act 1985,

Independent auditors
The board is proposing te reappoint Deloitte & Touchs LLP
as auditors at the forthcoming annual general meeting.

Approved by the boag oh 31 May 2008 and signed on its
behalf by

v Timn Rayner
_ o Secretary
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Directors’ remuneration report

Approach to reward

The group must ensure that its remuneration arrangements
attract and keep people of the right calibre in order to ensure
corporate success and to enhance shareholder value, lts overall
approach is to attract, develop, motivate and keep talented
pecpie at all levels, pay competitive salaries and benefits to
its staff and encourage its staff to hold shares in the company.
When pay levels are set, account is taken of the work that an
employee does and what is paid in other companies for that
work, The company seeks to reward its pecple fairly and give
them the cpportunity to increase earnings by linking pay to
achieving business and individual performance targets.

The board believes that share ownership is an effective way
of strengthening employees’ involvement in the development
of the business and bringing together their interests and those
of shareholders. It offers employees the opportunity 1o build
up a shareholding in the group.

The main afi-emplioyee scheme is the infand Revenue approved
share incentive plan, ‘ShareBuy’. This is a flexible way for
employees to aoquire shares in the company by buying
‘partnership’ shares up 1o the lower of £1,500 or ten per cent
of taxable pay each year. The funds are deducted from pre-tax
may and passed 1o an independent trustee who makes a monthly
purchase of shares at full market price. Employees can reinvest
the dividends on partnership shares to buy more shares under
the pian. In 2004, the company introduced ‘matching” shares,
It gives one free share for every five partnership shares bought.
The shares need to be held in trust for a five-year term in order
10 retain the maximum tax advantages.

Grants have algo been made to employees through the

SAYE share option savings scheme, 'ShareSave’, whereby an
employes is granted an gption to buy shares at the end of a
three cor five-year term during which they can save up to £250
each month from their net pay. The option price is fixed at a price
nact lower than 20 per cent balow the market price at the date of
grant, The number of shares that can be bought is determined
by the amount saved by the empioyee over the term.

Senior executives &lso have the opportunity to acquire shares by
participating in the group’s performance share plan. This plan has
replaced the grant of executive share options. Further information
on the operation of the group’s share schemes can be found in
riote 27 10 the accounts,

Table 17: Non-executive directors' terms of appointment

Aggregate remuneration

During the year, the aggregate amounts of remuneration paid

to all directors and members of the executive leadership team
was £10,105,868 (2005: £8,181,178), This includes executives'
salaries, annual bonuses earned and accrued in the year to

31 March 2006 but paid after the year end, the value of long-
term incentives earngd for the period ended 31 March 2005 and
paid during the year and benefits in kind. To fully cormngly with the
20-F reporting requirements, the 2008 figure includes the total
amounts set aside or accrued by the company or its subsidiaries
in 2005406, Including the value of contributions to pension
schemes, to provide pension, retirement or similar benefits,

To ensure an appropriate comparison, the figure for 2008 has
also been adjusted to take account of pensions benefits.

NON-EXECUTIVE DIRECTORS {(INCLUDING THE CHAIRMAN)

A committes of the board decides the remuneration of the
ncn-executive diractors (other than the chairman), Its members
are the chairman (Sir Richard Evans) and the executive directors,
John Roberts (to 31 March 2008), Philip Green (from 20 February
2006), Simen Batey, Charlie Cornish, Tom Drury {from ¢ May
2005} and Gordon Waters. The committee may take indepencent
advice. 1t is also advised by the group’s human rescurces director
{Linda Booth). The committes met once during the year to review
the fees paid to non-executive directors. The remungration
committee decides the remuneration of the chairman.

Terms of appointment
Non-executive directors’ appointments are for an initial

"period of three years. They are subject to reagpointrnent

at the first annual general mesting after their initial appointment
and at an annual general meeting at least every three years
thereafter if they are 10 be renewed. After nine years in office
a non-executive director is required to seek reappointment
each year at the annual general meeting. They do not have
contracts of service, In the event of early termination, for
whatever reason, they are not entitled 10 compensation.
Their letters of appointment can be inspected at the
company's reglstered office and on the company's website
at www.unitedutilities.com. They set out the expected time
commitrment and non-executives agree to devote sufficient
time to meet whal is expected of them.

Ruappu

later than
AGM in Notoe periud
Sir Richarg Evans 0.08.1897 2004 2007 rOre JleTl]
Sir fPater Middieton G1.071.1884 2005 2006 rone none
Narman Broadhurst 01.04.1989 2005 2008 nOre none
Paui Heiden 06.10.2005 na 2006 none none
David Jores 03.01.2005 2005 2008 none pora
Jane Newell G1.09.1686 2003 2008 nona rone
Andrew Pinder 03.00.2001 2005 2008 nore none
Nigk Saimon (4.04.2000 2008 2008 rone rone
Jotn Saed G1.05.1846 2002 n'a nare f1ore
Mate:

* John Seed resigned from the board at the AGM on 29 July 2005

Uniteg Utiities Anrual Feport & Accounts 20068

41



Directors’ rermuneration report continued

Policy statement on non-executive directors’ remuneration
The company’s pelicy Is to pay annual fees that reflect the
responsibilities placed upon the non-executive directors. Fees
are reviewed each year when account is taken of the level of
fees paid in companies of similar size and complexity, There
are separate annual fees for the chairman, deputy chairman
and the other non-executive directors. Additional fees are paid
to the chairmen of the audit committes {(Norman Broadhurst)
and remuneration committee {John Seed to 29 July 2005 and
David Jenes from 29 July 2005). Non-executive directors do
nat participate in any annual honus or incentive plan, the pension
scheme, healthcare arrangements, the company’s long-term
incentive plans or employee share schemes. The company
repays the reasonable expenses they incur in carrying out their
duties as directors.

Non-executive directors’ remuneration

Non-executive directors’ fees were increased on 1 September
2005, The base fee is £47,250 a year. The annual fee paid to
Sir Peter Middleton, deputy chairman, is £84,000, The additional
fees paid 1o the chairmen of the audit and remuneration
committees are £10,000 and £7,500 a year respectively.

The chairman’s fee increased to £210,000 a year. The next
review of non-executive directors’ fees will be in September
2006. Non-executive directors’ remuneration for the year to

31 March 20086 is set cut in table 18.

Table 18: Non-executive directors’ fees {audited information)

Total fees
2006
000
Sir Richard Evang 205.0 193.5
Norman Broadhurs{ 56.3 5.8
Pagl Herden 231 -
David Jones 51.4 11.0
Sir Peter Middiston 82.3 78.3
Jane Newell 46.3 733
Andrew Finder 93.8 892
Nick Saimon 45.9 -
Jobhn Seed 17.2 51.5
Totat 621.3 5506
Notes:

+ David Jones was appointed to the board on 3 January 2008,

» Nick Saimon was appointed to the board on 4 April 2005. His yearly fee is £47,250.

* Pau) Heigden was appointed to the board on 5 Octaber 2005, His yearly fee is 047 250.
* John Seed resigned from the boare on 29 July 2005,

+ Between Augus! 2004 and March 2008, Andrew Pinder recsived additional fees in his
capacity as a non-executive director of Vertex Data Science Limited. During the year,
fees of £47.500 became dus [2005: £45,000). These are included in the figuras above.
He resigned &s a dirsctor of Vertex Data Sclence Limited on 31 March 2008,

* Jane Newell's fea for 2005 includes an additional amount of £30,00C paid t¢ her in her
capacity s chairman of the company’s pension schemes' trustee until 31 March 2005,
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" EXECUTIVE DIRECTORS

The remuneration committee

The remuneration committee rmakes recommendations to the
board cn the group’s framework of executive remuneration and its
cost. It approves, on the board's behalf, the general recruitment
terms, remuneration benefits, employrment conditions and
severance terms for executive management, It decides the specific
recruitment terms, remuneration benefits, employment conditions,
pension rights, compensation payments and severance terms

for the executive directors and managing directors of subsidiary
businesses and functiona! directors at the group's corporate
centre who form the executive leadership team.

The comimittee’s members are David Jones (Chairman from

29 July 2005}, Norman Broadhurst, Pau! Heiden {from 5 October
2005), Sir Peter Middlgton, Jane Newell, Andrew Pinder and
Nick Salmon (from 4 Aprit 2005). All are non-executive directors
determined by the board to be independent in accordance with
the Combined Code. The committes’s members have nc personal
financial interest in the company other than as shareholders and
the fees paid to them as non-executive directors. They have no
conflicts of interest arising from cross-directorships and are not
involved in the day-to-day running of the group's businesses,
John Seed was a member and chairman ¢f the committea until
29 Juiy 2005. The commitiee’s terms of reference are availabie
to shareholders on request and are on the company's website
at www.unitedutilities.com.

The committee has ratained New Bridge Street Consultants LLP
to advise it on executive remuneration. They aiso advise the
company on the remuneration of a limited number of senior
executive managers whose specific terms do not fall within the
remit of the remuneraticn committee. This is to ensure
consistency in the application of the board's policies on executive
remuneration and the general terms of employment approved

by the remuneration committee. Mercer Human Resource
Consulting advise the commitlee on pensions matters. They

are also the actuaries 1o one of the company’s pension schemes
{United UHilities Pension Scheme} and advise the company on
matters relating to its operation. Eversheds LLP provide legal
advice on the operation of the group's share incentive and

share option plans, including drafting the rules and advising

on their interpretation and may advise on individual termination
arrangements. They also provide general legal advice to

the group.

The committee is assisted by the chief executive officer, who

is consulted on proposals relating to the remuneration of the
other executive directors and senior executives and by the
group's human resources director. They and the company
secretary, attend maetings except when the committee discusses
matters refating to their own remuneration. The committee can
and does aiso seek advice directly from other specialist staff
within the group.

The cemmittee considers fully the principles of good governance
and the code of best practice. It met six times in the year to

31 March 2006. Individual attendance at the mestings is stated
in the corporate governance report on page o7.

During the vear, matters considered by the committes included:

¢ the 2005 salary review for executive directors and other
senior executives;



» awards payable under the 2004/05 annual benus plan and
the measures and targets for the 2005/06 plan;

» the size of and performance conditions te apply to the
2005/06 grant of awards under the performance share
plan and international plan, adjustments to awards grantad
under the 2003/04 and 2004/05 plans consequent upon the
second stage of the group's rights 1ssue, monitoring ongoing
performance against the condlitions applying o pravious
grants, eligibility for future awards and the vesting of the
2002/03 awards;

» the implications of tax simplification legislation on pension
policy and provision for executives;

* monitoring of executive shareheldings against target;

-# the terms of appcintment for the new chief executive officer
. and the new chief financial officer; and

‘s the form and content of the remuneration report in fight of
develocpments in stakeholder views and evolving best practice
on disclosure.

The committee also reviewed the incentive arrangerments for
axecutive directors and members of the executive leadership
team. Details of revised annual bonus arrangements and proposed
changes to the long-term incentive plans (the performance

share plan and its equivalent for overseas based executives, the
international plan) are given later in this report. The changes te
these plans are subject to shareholder approval at the annual
general meeting on 28 July 20086. It is also proposed to introduce
a matching share plan for executive directors and members of the
executive leadership team in 2007. During 2006/07, the committee
will consult institutional investars regarding the plan, including

the performance conditions. It is proposed that the rules of the
proposed matching share plan will be submitted for shareholder
approval at the annual general meeting in 2007.

The board accepted the committee’s recommendations without
amendment. The chairman of the board ensures the company
:alks to its major shareholders, when appropriate, about matters
relating to remuneration,

Palicy statement on executive directors’ remuneration
The board’s pelicy for executive directors’ and senior executives’
remuneration is to:

* pay a basic salary which compares with other companies
of about the same size and complexity;

» use short and long-term incentives to encourage executives
to out-perform key targets, thereby finking their rewards io
the interests of shareholders and other stakeholders and
giving them the opportunity to increase their earmings;

. ® encourage executives o hold shares in the company; and

* overall, reward executives fairly and responsibly for their
contribution 1o the group's short and long-term performance
and avoid paying more than is necessary for achieving
this objsctive.

in deciding the executive directors’ total remuneration package
and individual elerments of it, the remuneration committee
assesses where the company should be positioned relative to
other companies. it makes appropriate comparisons but treats
ihem with caution. The company aims to pay about the market
median but may pay more for an outstanding performer or to

attract executives of the right calibre. Earnings may be increased
through the operation of annual and long-term incentive plans.

Fixed rewards include basic salary, a car allowance or company
car and fuel for private mileage, lfe, medical and permanent
health insurance and pension benefits. Variable rewards take
the form of an annual bonus and a long-term incentive (the
performance share plan). The plans are designed to establish

a clear link between pay and performance by encouraging and
rewarding out-performance in both the short and long term.
They are based on business and individual performance, linking
executives’ rewards directly 1o the interesis of sharehclders
and other stakeholders. Annual and long-term awards are
non-pensionable.

The committee aims to achieve an appropriate balance between
fixed and variable rewards. It recognises that the group operates
in both a regulated and non-regulated ervironment and therefore
needs to ensure that the structure of executive remuneration
reflects the practicas of the markets in which its executives
cperate and stakeholder expectations of how the group should
be run.The board continually reviews itg policy in the light of
emerging best practice.

Duwring 2005/06, the committes reviewed the operation of the
group’s incentive arrangements in the light of evolving market
practice and to ensure that rewards remained competitive and
aligned to shareholder interests. It considered that changes were
needed to annual and long-term incentives 10 make a greater
proportion of the reward package performance-related bringing
it more in line with market practice 1o faclitate the recruitment
and retention of key executives. With effect from 2008/07 the
annual bonus maximum for axecutive directors will be 75 per
cent of salary (ncreased from 60 per cent).

Changes are proposed 1o the gperation of the performance
share plan and the international plan. The main changes relate o
a proposed reduction in the percentage of the maximurm award
vesting at median performance from 33 per cent to 25 per cent
and the introguction of notional dividend reinvestment on the
number of shares comprising awards, The opportunity has alsc
been taken to make minor changes in the rules to aid
administration of the plans.

It is the board's policy that shareholders will be invited specifically
to approve all new long-term incentive schemes (as defined in
the Listing Rules) and significant changss 1o existing schemes,
save in the circumstances permitted by the Listing Rules.
Infermaticn on and a resolution seeking shareholder approval to
revisions to the rules of the plans are included in the shareholders'
ciroular and notice for this year's annual general mesting. The
plans’ rules will be available for inspection by shareholders.

The group operates a defined contribution pension scheme
which newly appointed directors {and senior executives) can join.
A number of directors and executives are members of the defined
benefit section of the pension scheme which Is now closed to
new entrants. Amsndments have been made to pensicn policy
and the operation of existing arrangements resulting from
consideration of tax simplification legislation. These are detailed
later in the report.
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Directors’ remuneration report continued

Chart 1 sets out the forward policy for an executive director’s
annual total reward. It shows both the current and revised/
proposed arrangements, effective from 2006/07, assuming
shareholder approval is obtained where necessary. It is
expressed in terms of the maximum reward opportunity. The
impact of the changes from 2006/07 will increase the proportion
of the maximum reward opportunity that is “at risk" from about
50 per cent to 56 per cent.

Chart 1: Executive directors’ annual total reward
Lo

PRI E

TTRARMTRETY it 2

) 50 100 150 200 250 800 asa
value relative to base pay
 performance share plan

& annual bonus
& other fixed bengfits

# pension (DC)
# base pay -

Notes:

» The figures represent the value of each efement of the reward package refative
to base pay.

+ Pension refers 1o the defined contribution scheme with a company contribution
of 25 per canl of bagic pay.

s The maximum values apply only where maximum annual bonus is achieved and
the parformance share plan has paid oul {ully,

» The revised value for ihe periormance sharg plan assumes & dividend reinvesiment
value of seven per cent a year for each of the three years of the performance period.

The company expects executive directors and other senior
executives to acquire and hold shares at least 1o the value of
their basic salary within five years of appointment. To assist them
in satisfying this minimum share gwnership target, it may pay
incentive awards partly or wholly in shares.

Detailed policy in relation to executive directors’ remuneration
is set out below.

Executive directors’ remuneration 2005/06
Executive directors’ emoluments and the value of the long-term
incentive vesting during 2005/06 are set out in table 18.

A — Salary

The remuneration committee reviews salaries each year taking
account of group and personal performance. It commissions
independent assessments of market rates based on the practice
of other utility companies and companies of a similar size and
complexity and takes account of the levels of pay awards
elsewhere in the group. In this way it aims to establish whether
and what level of increase should apply and whether there
should be any departures from this, for example, to ensure
that salaries are compeiitive but consistent with the application
of board policy on executive remuneration.

The following changes were made to the annual salaries
of executive directors during the year:

Table 20: Executive directors' salaries

3t March 3 Macch

2006 I

£'080 I
John Roberls 540.0 504.0 1 Sept 05
Philiy Graen 675.0 - 13 Feb 06
Simon Batey 371.0 346.5 1 Sept 056
Charie Comish 290.0 P30.0 1 Sept 05
Tom Dary 310.0 285.0 9 May 05
Gordon Waters 315.0 2394.0 1 Sept 05

Notes:
¢ Phitip Green was appointed 1o the board on 20 February 2006,
* Tom Orury was appointed (o the baard on 9 May 2005,

Table 19: Executive directors’ emoluments and long-term incentive payments {audited information)

Long-term incentive
' vesting during the
Total pmolumerds

Gross salary Annual bonus Cther benefits year ended 31 March
2006 200ns 2006 2006 2606 20086
00 1000 £000 £'00¢ £'000 <000
John Roberts 525.0 494 .0 223.7 36.8 38.4 T91.5 8140 4851
Phiip Green 74.3 - - - 2.4 - 76.7 - -
Simon Batey 360.8 339.6 179.5 183.6 18.4 18.6 558.7 551.8 3101
Chaddig Cormish 273.3 2437 142.0 1289 25.4 1077 440.7 A00.3 -
Tom Drury 277.5 - 103.9 - 14.5 - 395.9 - - -
Gaordon YWaters 306.3 2682 143.5 134.3 28.8 285 478.6 481.0 23r.7 1148
Total 1,817.2 13685 798.6 TrE.4 126.3 1932 2,742.1 23371 1.12.9 479.0
Notes:

« Philip Green was appointed 1o 1he board on 20 February 2006,
* Tom Drury was appointed 1o the board on @ May 2005,

» The value of the leng-term incentive vasling during the year ended 31 March 2006 is based on the share price when the awards under the 2002/03 performance share pian were exgrcised.

The awards relate 1o the three-year performance period which ended on 31 March 2005,

» ‘Other benefils’ include the taxable value of the car or car allowance, private fuel, madical insurance and life insurance element of pension benefits.

» Charlig Cornish's olher benafits during the year ended 31 March 2005 included a nen-pansionable salary supplement of 218,504 a year 10 compensate him for lost pension banefils fom
his previous employment and relocation ¢osts of £72,458. Tha salary supplerment ceased on 31 August 2005 when the company contribution 1o his defined contnbution pensicn schame

was increased to 25 per cent of basic salary.

= in addition 10 the amounts shawn in the 1able, Tom Drury received a cash payment of £905 200 refating 10 an award granted in 2000 under a special incentive scherme in Vertax Data
Scignce Limiled which vested during the year ended 31 March 2006, This award was in substitution for grants under the group's long-term incentive plans batween 1999/2000 and

2003/04 inclusive and covered a period prcr to his appointment to {he board.

+ The ‘other benefils’ and “total emoluments' for Gordon Waters for 2005 include an adjustment of £15,200 from the figures reporied last year.
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B — Annual bornusg

The annual bonus is designed to motivate executive directors

and other senior executives 1o achieve the group's key
cperational and strategic objectives. Directors are rewarded
according to the company’s financial and non-financial
performance for the vear and the achievement of individual
targets. Targets are set each year. The non-financial and individual
targets may include personal objectives and performance against
cther key stakeholder measures. Annual benus awards are
normally paid in cash. However, the committee may pay them
partly or wholly in shares.

{a) 2008/07 .

The remuineration committee has decided that, for the 2006/07
annual bonus plan, the maximum benus will be 75 per cent of
salary for executive directors and 60 per cent for other members
of the executive leadership team. For executive directors,
financial measures will account for benus payments worth up

to 50 per cent of salary. The financial measures will be group
praofit before exceptional items, interest and tax (PBEIT) and
profit before exceptional items and tax (PBET) (weighted equally)
and the majer businesses’ PBEIT and PBET (weightad equally}.
The allecation of bohus to these measures varies by director
and is indicated in table 21,

For the financial measures, one quarter of the maximum award
becomes payable when the threshold target is met. Awards
increase in value on a straight-line basis untit half of the maximum
award is payable for achieving an intermediate target midway
wetween the threshold and stretch targets. Awards continue to
increase in value on a straight-ine basis between the intermediate
and stretch targets, at which point the maximum award is

payable. The stretch targets are demanding and achievernent
represents results which exceed expectations.

Cne third of the executive directors’ annual bonus, acceunting
for 25 per cent of salary, will depend on performance in other
areas cof the group'’s activities and the achievement of individual
objectives. Individual cbjectives account for 15 per cent bonus,
5 per cent bonus will be payable for achieving customer service
targets. Performance in the Business in the Community's (BitC)
Corporate Responsibility Index {CR}, an autheritative and broad
external benchmark of responsible business practice in relation
to the environment and society, will account far 2.5 per cent for
achieving a target of 96 per cent for the group’s score. A further
2.5 per cent per cent is allocated for achieving improvements

in employee satisfaction measured by responses to guestions
in an externally conducted and verified employee opinion survey,

The executive directors’ annual bonus plan for 2006/07 is
summarised in table 21.

{b) 2005/06
The financial measures to determine annuatl bonuses for 2005/06
were group PBEIT and PBET. The maximum bonus opportunity
allccated to each of these targets was 24 per cent for the chief
aexecutive and finance director and 18 per cent for business
managing directors who also had financial targets based on their
own business' PBEIT and PBET perforrmance, each accounting
for 6 per cent bonus. Non-financial targets accounted for up

to 12 per cent of salary of which three per cent was based

on the group score in the BItC CRI, three per cant on scores

in the 2005/08 employee cpinion survey and six per cent on

the achievement of individual objectives.

Table 21: Executive directors’ annual bonus plan measures 2006/07

UJCs

rlen

5 financials
Philip Green 35 - 7.5 7.5 5] 2.5 2.5 145 75
Sirnan Batey/Tim Weler 35 7.5 7.5 5 2.5 2.5 15 75
Chariie Cormish 10 25 7.5 7D 5 2.5 2.5 15 75
Tom Drury 10 7.5 7.5 25 3 2.5 2.5 15 75
Gordlon Waters 10 75 25 7.5 5 25 25 5 75
Notes:

« UUNW = United Utilitiss North West.
» UUGS = United Utiities Contracl Solutions.

« Figures are percentage of salary.

¢ The structure for olher exacuitives will tollow that for the chief executive officer and chief financial officer excep! their maximum bonus wilt be 60 per cent of salary. Financial targets wil

*account for 35 per cent bonus.

Table 22: Executive directors’ annual bonus plan outcome 2005/06

Firancial award Nen-Enarcisl v

Coporale respansibility

Group fingnciais Busmess finorcials

perfermarcs Emnploves satisfaction Parsonal erieclivas

hhax. Achial Max, Actual Kdiax, Actual Max. Actual Max, Actiial bimx.
Johr Roberts 48 38.25 - - 3 3 3 1.5 6 0 6O £3.75
Sirmon Batey 48 339.25 3 3 3 1.5 & 6 60 £9.75
Charlig Cornish 26 20.44 12 12 3 3 3 1.5 5] 6 80 5104
Torm Drury 36 29.44 12 O 3 3 3 1.5 6 3.5 60 37.44
Gardon Waters 36 29.44 12 9.93 3 3 3 1.5 8 3 60 AB.87

Note:
= Figures are percentage of saiary.
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Directors’ remuneration report continued

The outcome of the 2005/06 annual bonus plan for executive
directors is shown in table 22. The group PBET stretch target
was achieved, The PBEIT strefch target was not achieved. This
resulted in 81.77 per cent of the bonus relating to group financial
performance being payable. The corporate responsibiitty target
of 84 per cent was achieved (performance = 95.5 per cent).

Orne of the employee-related targets (based on the results of the
amployee opinion survey) was achieved resulting in 1.5 par cent
bonus being payable, The extent to which each director achieved
thelr individual personal cbjectives is shown in table 22.

C - Other benetits

Directors are paid a car allowance of £14,000 a year or have the
use of a company car of broadly equivalent cost, are reimbursed
the cost of fuel for business and private use, and are provided
with medical and ke insurance and, if not a member of the
defined benefit pension scheme, permanent health insurance.

D~ Long-term incentives

Exgcutive directors and cther senior executives participate in the
performance share plan. Awards are granted at the discretion of
the plan’s trustes (United Utllities Employee Share Trust Limitea]
on the recomimendation of the remuneration committee. Fach
yaar, participants may be awarded a right to acguire & maximum
number of shares (or, at the discretion of the trustee, the cash
eguivalent) warth up to a percentage of their annual salary at the
date of the award, at ne cost to them, The number of shares
awarded is based on the market price of a share at that time.
The plan's rules provide for a maxirmum award of 100 per cent of
annual salary. However, annual awards made 1o date to directors
have been imited to 80 per cent of salary. Awards to other
executives range between 10 per cent and 60 per cent of salary.
Grants are normally made within 42 days of the publication of
results. The main grant cccurs after the publication of the
prefiminary results. A subsequent grant may be made after the
publication of the interim results for executives who have become
eligible after the main grant has been made,

The proportion of the award that will vest depends on the group's
performance against specified targets cver a parformance petiod,
This period is not less than three years, beginning at the start

of the financial year during which the award is made. There is

ne re-testing if the performance criteria are not met.

To date, the perfermance criteria have been: the company’s total
shareholder return (TSR} performance when compared with the
TSR performance of a group of other companies; and underlying
business performance.

TSR is widely accepted as an easily undsrstood and externally
verifiable measure of a shareholder's return. Relating awards o
the company’s relative TSR performance supperts the policy
objectives of linking executives’ rewards directly to the group's
performance and shareholders’ interests and gives executives
the opportunity to increase their earnings by mesting and
out-performing key long-term measures.

The inclusion of appropriate companies in the comparator
group is critical for relative performance to be meaningful.
However, it is also important that the group should be of a
reasonable size to avoid the performance of a few companies
having a disproportionate impact on the outcome of the plan,
to be able to accommodate changes in the comparator group
and to aveid oo high a leverage between the company's
relative position and the propottion of the award that vests.

The remuneration committee reviews and determines the
composition of the comparator group when awards are granted
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each year. It has the discretion t¢ make subsequent adjusiments
10 the group or the period over which relative TSR is measured
during the performance period to maintain the integrity of the
plan, for example, following a takeover bid or activity or merger/
demerger announcement. During the year, the rermuneration
committee considered the treatment of changes affecting
companies in the comparator groups for awards made in
2003/04 and 2004/05.

No award will vest if the company’s TSR performance is Delow
the median for the comparator group. if performance is between
median and upper quartile, the proportion of the maximum
number of ghares in the award which will vest will be calculated
on a straight-line basis between 33 per cent and 100 per cent.

(It is proposed that with effect from the 2006/07 awards, the
propartion vesting at median wifl be reduced to 25 per cent)
External advisers regularly assess and report to the committee on
the company's TSR performance and ranking in the comparator
group. Their report at the end of the performance pericd enables
the committee 1o determine the extent to which this performance
congition has been met.

The vesting of awards is also subject te the remuneraticn
commitiee being satisfied that the company’s recorded TSR
performance is consistent with underlying business performance.

It may, therefore, materially change the level of award vesting.

The committee tests whether this condition has been satisfied after
the end of each performance pericd in accordance with the terms
of each award. Reference may be made ¢ actual against planned
performance in key corporate financial measures. The committee
takes account of the impact of the transition to Internaticnal
Financial Reporting Standards when assessing underlying business
performance against the performance measures.

There is no automatic waiving ¢f performance conditions if thers
is a change of control, capital reconstruction or winding up of
the company. The extent {if any) to which awards will vest and
any modifications of perfermance conditions are at the trustee's
discreticn, with the consent of the remuneration committee,

When a participant's employment terminates during a
performance period and the reason falls within the ‘good leaver’
provisions of the plan, the vesting of an award is at the trustee’s
discretion. If discretion is exercised, the maximum number of
shares in an award s pro-rated to service in the performance
period and vesting is subject to satisfying the performance
conditions (modified if appropriate). Except in the case of the
death of a participant, there is normally nc early vesting of
awards. Awards lapse where terminations during the
performance pericd do not satisfy the good leaver provisions,

Participants normally have three months from the date the award
vests in which to exercise their right to acquire the number of
shares that have vested. Awards are normally satisfied by the
transfer of shares from the trustee to participants. The trustee
may periodically buy shares in the market to ensure that it can
satisfy its liabilities when an award vests, These purchases are
normailly financed by the company making a lcan to ihe trustee.
The company lakes account of the vesting timetable and likely
scale of vesting in determining the financial assistance It provides
for the trustee. The company reviews this arrangement from
time to time to ensure its cost-effectiveness. Awards may also
be satisfied by allotting shares. Detalls of the number cf shares
held by the trust at 31 May 2006 are given in the notes 1o table
14 on page 38.



{&) 2006/07 grant

The proposed 2006/07 awards to each director will be an option
to acquire shares worth up to a potential value of 80 per cent

of thelr annual salary at grant. It is expected the TSR comparator
group will comprise the fallowing 16 companies in addition to
United Utilities: AMEC, AWG, Balfour Beatty, BG Group, British
Energy, BT Group, Centrica, Internaticnal Power, Kelda Group,
National Grid, Northumbrian Water, Pennon Group, Scottish &
Southern Energy, Scottish Power, Severn Trent and Viridian.

The performance pericd will be 1 April 2008 to 31 March 2009.
Awards will vest after the end of the performance pericd provided
that the remuneration committee is satisfied that the company's
recorded TSR performance is consistent with the company’s
underlying business performance. The proposed scale of vesting,
based on 25 per cent of the award vesting at median and 100
per cent for upper quartile performance, is set out in table 23.

fable 23: 2006/07 grant proposed vesting scale
200647 plan

Comparator group size MNo. of companies} 1

Ranking

Tt 4 1ad 80
5 [ 738
B 76 60
7 58 A5 4
8 42 338
g Z5 20
10 or below o] ¥
Note:

» Subject to shareholder approval at the annual general meeting, it i proposed that the
maximum number of shares in awards will be enbanced by 1he notional reirvesiment
of dividends,

() 2005/06 grant

Suring the year, option awards to & maximum value of 80 per cent
of annual salary were made to directors in respect of the 2005/06
serformance share ptan The extent to which awards vest will be
cased on the company’s TSR performance relative 1o the
comparator group of companies over the period 1 April 2005

1o 31 March 2008. The TSR comparator group comprises the
following 16 companies in addition 1o United Utilities: AMEC, AWG,
BAA, Balfour Beatty, BG Group, BT Group, Centrica, International
Power, Kelda Group, National Grid, Northumbrian Water, Pennan
Group, Scottish & Southern Energy, Scottish Power, Severn Trent
and Viridian. Awards will vest after the end of the performance
pericd provided that the remuneration committee is satisfied that
the company's recorded TSR performance is consistent with the
company’s underlying business performance.

{c) 2004/05 grant

Awards to a maximum value of 80 per cent of annual salary
were made to directors in regpect of the 2004705 performance
share plan. The extent to which awards vest will ba based on
the company's TSR performance relative to the comparator
group of companies over the pericd 1 April 2004 to 31 March
2007, The cormparator group comprises the following 16
companies in addition to United Utilities: AMEC, AWG, BAA,
Balfour Beatty, BG Group, 8T Group, Centrica, international
Power, Kelda Group, National Grid Transce, Northumbrian Water,
Fannon Group, Scottish & Southern Energy, Scottish Power,
Severnt Trent and Viridian. In addition, three smaller companies,
Bristol Water, East Surrey Holdings and International Energy
Group, were included as a notional combined 17th company

made up in proportion to their market capitalisations at the
start of the performance period. During the year, as a result
of takeover bids for East Surrey Holdings and International
Energy Group, it was decided 1o retain the notional 17th
company in the comparator group and United Utilities' TSR
performance relative 1o it compared from the beginning of
the performance period until the day before the first takeover
bid was announced, Awards will vest after 31 March 2007
provided that the remuneration committee is satisfied that
the company’s recorded TSR performance Is censistent
with the company’s underlying business performance.

() 2003/04 grant

The extent to which awards vest is based in part on the
company's TSR performance relative 1o the comparator group
of companies over the period 1 April 2003 to 31 March 2006.
The comparator group comprises 15 companies in addition to
United Utilities. British Energy delisted during 2004/05. it has
been retained in the comparator group and United Utilities’
TSR Performance relative to it compared from the beginning
of the performance pericd until the delisting. The test against
measures of underlying business performance will take account
of performance against the earnings per share, dividend cover
and interest cover targets for 2005/06 set out In the group's
five-year business plan to 2007/08. ’
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Directors’ remuneration report continued

The vesting scales for the three plans in opération at 31 March 2006 are set out in table 24.

Table 24: Performance share plan vesting scales

2002/GE plan 205405 plan

Comparator group size (NO. of companies) G 18 t7

% of max

awarc v S of & eward vasling sl
00 50 100
& a5 0.4 a7 776 93 74.4
72 576 &7 85.6 73 8524
7 57 45.8 &) 84.4 83 50.4
8 41 32.8 b4 43.2 44 36.4
9 Q ¢l 40 32 33 26,4
10 or below 0 Q 4] Q 9] Q

The TSR performance at 31 March 2006 for each of the current plans is set out in table 25. The performance period for the
2003/04 plan ended on 31 March 2008. The percentage vesting shown in the table indicates the proportion of the maximum
award which will vest during 2006/07 if the TSR performance is considered 1o be consistent with underlying financial performance.
The performance periods for the 2004/05 and 2005/06 plans do not end untit 31 March 2007 and 31 March 2008 respectively.
The percentage vesting for those plans shown in the table are notional indications of the proportion of the maximum award which
would vest if the specified ranking was the company’s position at the end of the respective performance pericd and was consistent
with underlying business performance.

Table 25: Performange share plan TSR performance

2003734 plan 2004708 pian ZUOSGE plar:
Perfarmance pennd 140310 31308 1404 16 21.3.0¢ 14,0510 31 3.08
Comparator group size
{No. of cormpanies) 6 18 7
Date Periot TSR %, Faricg Hovasting  Ferdod TS50 55 Hanking NG Feriod THIT S Fianking i
31.3.06 85.5 8 41 68.0 12 0 NG i3 ¢

Note:

* Periog TSR is the curnulative total shareholder return from the beginning of the respective performance pariod until 31 March 2006.

Detalls of directors' continuing scheme interests in the performance share plan, including those awarded during the year, are set
out in table 26,
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Table 26: Executive directors’ continuing scheme interests in the performance share plan {audited information)

Contingan Cantingent scheme
interest at

31 March 2006

oo detaiiz

T vakie .
3 date Masker prine

e O 3 BT

Perfor al award Max. 1y Value Max. na. Value
2000 perce of shares 000 of shares £'500
Johr Roberts
. Ordiinary . v “ i 4680 57,843 57843 386.7 24039 r/a 81,882 564.6
2003704 § ghares 29803 140310 31.306 60 9800 oygn 0135 spian 1455 (32,155 ra - -
e Ordinary N . 5270 51885 51885 3289 21562 rnfa 73,447 506.4
2004005 p graeg  (BH04 1401 1031.3.07 80 3840 aying ogaErs  2sEDS 1306 (38.825) Pl - -
200506 Ordrary 30605 1405t 31.2.08 &0 403.2 B5Y.E 61,324 - - 31324 403.2 61,324 4228
Total 1,447.2 gv1.8 106,925 4032 216,683 1,493.8
Philip Green
2005/06 Crdimary  13.2.068 140510 31.3.08 30 S40.0 G485 78432 - 78432 8400 78,432 540.0
Totat 540.0 786,432 - 78,432 8400 78,432 540.0
Sirman Batey
Ordinary P .\ 4690 38656 38558 2444 16023 na o 54,579 378.3
200308 5 o 29803 1.4.0310313.06 80 2400 noan Dyash  mrann 970 (23450 i - N
. OQrdinary . s 547.0 35658 35658 2287 14819 ra  BG,4T7 348.0
2004/05 A shares 30604 1404031307 20 264.0 34775 10810 1980 897 (19,510 i _ _
2008/08 Ordinary 30605 1.4.05031.3.08 8o 27T 2 Bo7h 427160 - 42,160 2772 42180 290.7
Totas 781.2 eh7.a 73,002 2772 147,216 1,015.0
hariie Cornish
e, OdNAry . . - R ) 4900 28710 28770 1820 11,931 rva 40,641 280.2
200504 5 oroc 7104 140310 31.306 80 18B0  ,07'  1gg50 15050 723 (15,950 ria _ -
.y Crainary o, -, - . 5470 25,407 25407 1814 10558 na 35965 @ 2480
Q0405 A oo 30604 140210 81.307 B0 1880 wrvx li115 14115 620 (14015 na _ -
2005/06 Ordinary  30.6.05 1.4.0510 31.3.08 80 200.0 6e7.H 30418 - 30,418 2000 30,419 208.7
Totai 576.0 4783 529808 200.0 107,025 737.9
Tom Drury
y Qrdinary . - . 470 21888 21,888 138.8 9,096 wa o 30,984 213.6
PO04/05 Ot 30604 1.4.04 10 31.307 B0 1620 aizve 1260 pen A54 (260l a M s
2005/06 Ordinary 30605 1.4.05t0 31.3.08 50 248.0 5575 G7718 - - ¥,7i9 2480 37,719 260.1
Total 410.0 193.9 46815 2480 68,703 473.7
Gordon Waters
Crcinary s . . 1689.0 29585 29,565 1874 12288 n/a 41,851 288.6
200804 4 grargs <9908 140310 31.3.06 B0 BAD orso 16.2E 16426 744 (1B.425)  wia - -
e Ovdirary . g - 547.0 30,258 30258 1918 12,574 rfa 42,832 2953
2004705 4 ghgrgs  30-6.04 140410 31.3.07 B0 2240 qurse gm0 16810 7AI (1B.810) o - -
2008/06 Ordinary  30.6.05 1.4.051t0 31.3.08 80 235.2 6575 35772 - - 3BT7E 262 35772 246.6
Total 643.2 529.7  B0B3Z2 235.2 120,455 830.5
Hates:

+.The values shown for 1 Apdl 2005 have been calcylated using the mid-market price of a share at close of business on that date 634 pence {ordinary share} and 453 pence (A" share)).
e The values shown for 31 March 2006 have been ¢alculated using the mig-market price of an ordinary share at close of business on that date of 889.5 pence.

= The contingent scheme Interest awarded during the year for the 2003/04 and 2004/05 awards was an adjustment in the number of shares in awards 10 take account of the second stade
of the rights issue. The number of ordinary shares increased by a factor of 1.415559048 and ihe number of "A" shares reduced to zero. This reflects the position of shareholders taking up
their rights and 100k account of the subscrption cost.

+ The marke! price of a share al award is the mig-market price of an ord nary or 'A share at ¢lose of business on the last trading day immediately prior 1o the award date. Thig is Lsed to
calcylate the maximum number of shares comprized in the award.

+ John Roberts’ 2004/05 award was part of a spacial grant fo five execulives whose awards could not be made untit a ruie change relating 10 retirement had been approved at the 2004
annual general meeting. The market prices of an ordinary and "A' share al the date of their awards were 527.0 pence and 341.25 pence respeciively. However, as disclosad in 1he note
accompanying the resolution to the annual general meeting, to ensure that the beneficiaries of the rule change were lreated neither more nor less favourably than participants m the main
grant, e maximum number of shares in their awards was calculated using the market prices of 547.0 pence {ordinary sharej and 347.75 pence (A’ share} applicable 1o the main gran'.

* Philip Green's 2005/06 award was granted on {he date he ioined the g-oup.

s Detailg of the crileria used for grants under the performance share plan are on pages 46 and 47, Torm Drury's 2004705 award was granted prigr to his joireng the board, The performance
conditions for the 2004/0% award set cul on pags 47 apply ko 50 per cent of his awasd. The vesting of the other 50 per cent is subject to pedormance against cumulative ESITA and
average ROCE targets over the three years from 1 April 2004 1o 31 March 2007 set ou! in 1he business plan for Vertex Oata Science Limited agreed immediately before the starl of the
performance perod. There is a sliding scale of vesting.
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Directors’ remuneration report continued

(e) 2002/03 grant

During the year, awards granted under the 2002/03 plan vested.
The extent to which awards vested was based on the company’s
T8R performance relative to the comparator group of companies
over the period 1 April 2002 1o 31 March 2005. At the beginning
of the perfermance pericd the comparator group cormprised

the following 18 companias in addition to United Utilities: AWG,
BAA, BG Group, Boots Company, British Energy, Centrica,
International Power, J Sainsbury, Kelda Group, Lattice Group,
Morrisons, National Grid Group, Safeway, Scottish & Southern
Erergy, Scottish Power, Severn Trent, Tesco and Viridian. Lattice
Group was subsequently excluded from the comparator group
following its merger with National Grid Group. National Grid
Group continued as National Grid Transco. The takeover bid for
Safeway and the delisting of British Energy occurred after the
first three months of the performance period. Both were retained
in the comparator group.

United Utilities’ TSR performance relative to them was compared
from the beginning of the performance period until the day before
the takeover activity announcernent {Safeway} and the de-iisting
(British Energy).

United Utilities’ TSR for the performance period was 38.9 per
cent which placed it fifth out of 18, resulting in 97 per cent

of the maximum award vesting and three per cent lapsing.

The remuneration committee was satisfied that the TSR
performance was consistent with the company’s underlying
business performance. In particular, performance exceeded

the earnings per share, dividend cover and interest cover targets
for 2004/05 set out in the group’s five-year business plan to
2006/07. The awards, therefore, vested in accordance with the
company’s relative TSR performance. Further detalls of directors’
scheme interests in the pericrmance share plan, vested during
the year, are set out in table 27.

Table 27: Executive directors’ scheme interests in the performance share plan vested during the year {audited information)

SCTETIE It 3 Waltig Gf awars
Award delais at 1 Apri tha year [T
harket hasket
i valie i price of &
at awara &
Parformance % af g Max, ro Max, ri. binx N of Mo of Valise
periog salary ofshoees  of shaes shares sharas LC00
John Roberts
2002/03 1.10.02 140210
31.3.05 2 360.0 587.5 81,276 Y0872 2493 2127 B8, 74h 4708 67862 4651
Simon Batey
2002/03 110,02 140210
31.3.05 80 240.0 5875 40,851 47,248 2996 1,418 45,830 3138 67682 31001
Gaordon Waters
2002/03 1.10.02 1402140
31.3.05 a0 184.0 5875 31,219 38224 229.7 1,087 35,1537 2407 B76.62 2377
Notes:

+ The market price of a share at award is the mid-market price of a share (unadjusted for 1he rights issue} at close of business on ihe fast trading day immediately prior to the award dale.

This is used to calculate the maximurn number of shares comprised in the award.

= The maximum number of shares comprising the conlingent scheme inlerest at t April 2005 incerporaies an adjustrment to fake accoun! of 1he rights issue. The values of shares
comprising awards based on 1he last quoted cum-rights share prce of 531.5 pence was divided by the theoretical ex-rights price of 458,54 pence 10 determing the revised numbers of

shares shown above.

+ The maximum values shown for 1 April 2005 have been calculated using the mid-market price of a share of 534 pence at close of busingss on that date

= Awards vesled on 6 June 2008 in respect of 97 per cent of the maximur number of shares under option and lapsed in respect of three per cent. The valugs for schame interssts vesting
during 1ha year have been calculated using the mid-market price of a share of 685 pence on close of business on that date.

+ The ahove awards were granted as “option awards’, whersby the participant is granted an option to acquire 1he number of shares which vests under the pian. The options were exercisable
over a period of three months from (he vesting date. No consideration was payable by the executives either upan grant of the option award or upon the subsequent exercise of the opticn.
Simon Batey, John Roberls and Gordon Waters exercised their options on 6 June 2C05 over al of the shares that vested.
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Performance graph

Chart 2 compares the company’s annual total sharehclder return
{TSR) performance for the past five years against the FTSE 100
Index. This index was chosen as it is the most appropriate broad
eguity market index. This comparison alsc supplements the
information on the group’s TSR performance relative to the
comparator groups in the performance share plan. The TSR
indices used in the chart have been calculated in accordance
with the Directors’ Remuneration Report Regulations 2002

relative t0 a base date of 31 March 2001,

Chart 2: Total sharehotder return
Souree: Thomsaon Financial
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Share options

replaced further grants of executive share options.

Grants of executive share options were made under the
company share option plan 1898 up to and including 2002.
From 2003, awards under the performance share plan have

Executive directors are eligible to participate in the all-employee
SAYE scheme (ShareSave). Neither the award nor the exercise

of ShareSave options is dependent upon the satisfaction of
performance conditicns. The last grant of options was ShareSave
2004. Details of their interest in ShareSave options and Tom
Drury’s interest in executive share gptions are shown in table 28.

Table 28: Dirgctors’ interests in pptions (audited information)

A1 Aol Exarcisedd At 31 March
<000 diging the year 2006

Simon Batey
ShareSave 2004 1,751 - 1,751 3968.0p 01.03.2007 31.08.2007
Totat 1,751 - 1,761
Jom Drury
ShareSave 2003 303 303 - 423.66p 01.03.2006 31.08.2006
Exgcutive share options 3,468 3,469 - 505.38p 20121848 19.12.2005
lotat 3,772 3,772 -
Gordon Waters
ShareSave 2002 2,648 - 2,648 432.3p 01.03.2007 31.08.2007
shareSave 2003 382 382 - 423.660 01.03.2008 31.08.2006
Tota: 5,060 382 2,648
Notes:

+ The mid-markel price of a share on 31 March 2006 was 689.5 pence and Lhe range in the year was 612 pence to 700 pence.
+ No amountt s payable by a participant for the grant of an opion.

+ Excen! for SharaSave 2004, the number of shares under oplion at 1 Apdl 2005 and 31 March 2008 and the exercise prices reflec! adjustments to lake account of the rights issue.

+ The aggregate notional gain made by direciors on the exercise of oplions during the year based on the difference between the mid-market prige of a share on the day on which options

were exercised and the exercise price) was £7 852 (2005: £8,525).
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Directors’ remuneration report continued

Executive directors' shareheldings

Executive directors are expected o build up and retain a target
shareholding equal to the value of their basic salary, normally
within five years of appointment, Performance share plan awards
are delivered in shares and executives can retsin all the shares
that vest if they make a cash payment to meet their PAYE
statutory liabilities. The company prefers a flexible approach

to the accumulation of a sharehclding, which takes account

of individual circumstances, and has decided not to reguire
exacutives 1o retain a proportion ¢f shares which vest under

its incentive plans. Executive directors’ interests in shares, as
at 31 March 2008, are listed in table 14 of the directors’ report
on page 38. The value of these interests relative to their yearly
salaries are shown in table 29 below.

Matched share investment scheme for Philip Green

Philip Green commenced employment with the company

cn 13 February 2006 and was appeointed as a director of the
company on 20 February 20086.

As panrt of the terms of his recruitment, the company has agreed
to establish a matched share investment scheme. This is a long-
term incentive scheme under which FPhilip Green is the sole
participant. Full details of the scheme are set out below. The
arrangement was introduced specifically to facilitate Philip
Green's recruitment, The company considered the circumstances
of his recrultment were such that it was important and necessary
te introduce these arrangements to attract him as the new chief
executive officer and to retain him up to and beyond the
implementation of the next regulatory reviews.

Philip Green first became eligible to participate in the scheme
upen commencement of his employment on 13 February 2006.

The principal terms are:

* he agreed to acquire, at the start of his contract and at his
expense, shares in the company to the value of his annual
salary and has invested in 100,000 shares in the company,
{"Irvestment Shares”);.

*+ the company has agreed to match the investment Shares on
a one for ane basis by making a matching share award which
will take the form of a nil cost option over 100,000 shares in
the company (“Matched Shares™;

« the exercise price payable under the option shall be zero;

* in normal circumstances, the option will e capable of
being exarcised by Philip Green at the end of a five year
period commencing from the date he joined the company
provided that:

Table 29: Executive directors’ shareholdings

(a) he has maintained througheut this period a sharehelding
in the company of at [east the number of Investment
Shares; and

{b) he remains an employee within the group for the whole
of the five-year period;

« the number of shares subject to the matching share award will
be increased by the notional reinvestment of dividends payable
on the Matched Shares over the course of the five-year period;

« in the event that Philip Green ceases 1o be an empdloyee
because of il health or there is a change of control at any time
during this five-year period, or he is dismissed without cause
during years four and five, the number of shares over which his
matching share award {including thase notionally added by way
of dividend reinvestrent as mentioned above} may be exercised
will be reduced on the basis of a time pro-rating depending
on how much of the five-year period has elapsed as at the
date of such cessation of employment or change of control;

* the matching award will be exercisable for a period of six
months after the end of the five-year period and will lapse if not
exercised by then, This period may be extended if Philip Green
is prevented from exercising because of restrictions in place
under the medsl code operated by the company;

* the matching share award will not be capable of assignment
and until it s exercised, Philip Green will have no right to vote
in respect of the shares subject to the matching share award,

*» shares transferred pursuant to the exercise of the matching
share award will rank pari passu in all respects with the shares
in the company afready in issue; and

+ in the event of any increase or variation in the share
capital of the company, the remuneration commitiee may
recommend such adjustrment to the matching share award
as it considers reascnable.

The pravisions under the scheme for Philip Green which relate to;
* the person to whom the matching share award may be made;

¢ the limits on the number ¢f shares which may be used under
the scheme;

+ the maximum entitlement of Philip Green;

+ the basis for determining Philip Green's entitlement to the
matching share award or shares pursuant to it; and

* the basis for determining the adjustment of the matching share
award granted under the scherme following any increase or
variation in the share capital of the cornpany

sharehohiing
ralalive 1o vearly

John Raberts
Phifip Groer
Simon Batey
Charlie Cornish
Tom Drury
Gordan Waters

540.0 1,301.8 1 September 2004
675.0 680.7 13 February 2011
3710 863.1 1 Ap 2005
280.0 2.3 5 27 January 2009
3100 1527 492 9 May 20°0
315.0 8175 164.3 1 dune 2002

Note:

¢ The value of the shareholding is based on a share price of 680.7 pence, This is the share price averaged over the final three months of the financial year.
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cannot be amended to the advantage of Philip Green without
the prior approval of the sharehclders in General Mesting

{except for minor amendments to benefit the administration of
the long-term incentive scheme, to take into account any change
in legislation or to cbiain or maintain favourable tax, exchange
control or regulatory treatment for Philip Green or the company
or members of its group).

The benefits 1o Philio Green under the scheme are not pensionable.

The company believes that this arrangement and particutarly
the time period it refates fo, which extends beyond the
implementation of the next regulatery reviews, Is a forceful
alignment of interests betwsen Philip Green and sharehciders.

Pension arrangements

Several pension schemss operate within the group. The group,
with trustee agreerment where required, has made the rule
changes necessary 10 ensure that the schemes qualify as
registered pensien schemes under the new legislative regime.
The executive directors are all members of the United Utilities
Pension Scheme (UUPS).

The remuneration committee recognises that pension is

an important but potentially costly element of remuneration,
Decisions have previously been made 1o close entry to the
sefined benefit section of UUPS to newly-recruited directors
and other senior executives, not to intreduce any new unfunded
unapproved arrangements to provide pension benefits above
those approved by HM Revenue & Customs and to close entry
to the defined benefit executive section (which provides
enhanced benefits for existing scheme mambers).

Newly-recruited executive directcrs may join the defined
contripution section of UUPS, They may make a regular
contribution of up to seven per cent of basic pay and may
make additional voluntary contributions. The company
contributes up to 25 per cent of basic pay.

Changes to pensions policy

During the year the remuneraticn committee considered
further the group's pensions policy, in particular in retation
to the potential impact of legislative changes introduced

in April 2008. # made or re-affirmed the following decisions:

* no compensation will be paid to a member in respect
- of additional tax payable on benefits paid by the pension
+ scheme from funds in excess of the lifetime allowance;

» when executives reach the lifetime allowance they wil be given
the choice of continuing to accrue benefits within the pension
scheme {and pay the higher tax charge) or be paid a cash
allowance instead of accruing further pension benefits;

* at & April 2006 seven current executives had unfunded
arrangements. All are members of the defined benefit section
of UUPS. They have been given three months from 6 April
2006 to decide whether to transfer the value of part or all
of their accrued unfunded benefit into the registered pension
scheme or continue with the unfunded arrangement. They may
aiso choose whether all future fund accrual should be within
the registered scheme or any benefits in excess of those
generated within the lifetime aliowance should accrue under
the unfunded arrangement or whether they wish to be paid
a cash allowance instead of accruing pensicn benefits in the
pension scheme or the unfunded arrangement when they
reach the lifetime allowance;

« cash allowances would be paid as a percentage of salary.
They would be based on the maximum employer contribution
of either the standard 14 per cent or enhanced 25 per cent,
where appropriate, for members of the defined contribution
section or an average employer's contribution of 28 per cent
for members of the defined benefit section. These percentages
are to be adjusted so that cash allowances do not result in
increased cost to the group. Currently, this results in cash
allowances of 12 per cent (standard defined contribution),

22 per cent (enhanced defined contribution) and 25 per cent
(defined benefit); and

» from 6 April 2008, the directors' regular contribution rates
are levied on their pensionable pay, provided the amount for
the year, when added o the company's contribution, does
nat exceed the annual altowance. in, 2005/06, their reguiar
contributions were limited to £15,840 a year which was
15 per cent of the earnings cap.

Directors’ pension arrangements

Philip Green and Charlie Cornish are members of the defined
contribution secticn. Philip Green contrivutes three per cent

of hasic salary. The company contributes six per cent of basic
salary to the pension scheme and an additional 19 per cent

te his private pension plan, Charlie Cornish contributes saven
per cent and the company contributes 25 per cent of his basic
salary to the pension scheme. The normal pension age is 65.

Simon Batey, Tom Drury and Gordon Waters are members

of the defined berefit secticn which is now closed to new
executives. John Roberts was a member until his retirement

on 31 March 2006. The scheme provides a pension for them

on normai retirement at age 60 based on & maximum accrual
rate of 1/30th of pensionable eamings for each completed yaar
of service. The maximum pension is two-thirds of pensionable
earnings. Early retirernent is possible from age 50 if the company
agrees. In the event of early retirement, pensicn benefits are
actuarially reduced. Simon Batey contribules five per cent and
Tom Drury and Gordon Waters six per cent of their pensionable
pay to the pension scheme. John Raberts contributed five per
cent, In 2005/06, their contributions were subject to a maximum
of £15,840, which was 15 per cent of the earnings cap.

Pension benefits are calculated on basic salary only. Tom Drury
and Gordon Waters previously had a contractual entitlement

to a pensicnable bonus. Their bonus is no longer pensicnabie.
To partially offset the reduction in their pensionable pay calculation,
their pensicn benefits are based on notional pensionable pay of
1.225 and 1.3 times their basic pay respsctivaly.

Unfunded unapproved pensicn arrangements

Arising from pravious policy, the company put in place unfunded
uriapproved arrangements for John Roberts, Simon Batey,

Tom Drury and Gordon Waters [and a limited number of other
senior executives), the intention of which was to provide pension
benefits caleulated on the same basis as for executives whose
pensionable earnings were nct limited by the earnings cap.

At 31 March 2005, there were 26 unfunded arrangements

in place. Ten retated to current executives, five to deferred
pensioners and 11 to pension benefits in payment. During the
year, the committee decided to offer to deferred pensioners and
those in receipt of pension benefits the option 1o transfer within
three months from 6 April 2008 part or all of their unfunded
arrangement to the registered pension scheme. Those in receipt
of pension benefits have also been offered until 6 July 2006 the
facility to exchange their ongoing unfunded benefits for a cash
o sum.
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Directors’ remuneration report continued

Table 30: Executive directors’ pension benefits {defined benefit scheme) (audited information}

Accunuiated lotal acorusd
persEion @t 1 April 2005

Accumutated total accrued
pension at 31 Margh 2008

Eeeet i penson dusng the ysar

P

Transfer vanin
OF INGCHeEn

Transfer value
H

Lo pa jasisiegs) £000 pa.
John Roberts 81.9 212 457.3 115.2 2,402.3
Simon Batey 56.6 14.3 214.5 72.2 1,161.4
Torn Drury 105.0 15.9 181.5 123.3 1,624.3
Gordon Watars 111.2 8.7 358.4 132.4 2,681.0

Notes:

* Pension accruals shown arg the amounts that would be paid annualy on sefirement based on senvice to the end of the year, or date of leaving employment or setirerment if earlier.

« Transfer valugs have bean calculated in accerdance with version 8.1 of guidance note GN11 issued by the actuarial profession.

= The transfer value of the net increase in pension {2) represents the ncremental value to the director of his service during the year, calculated on 1he assumplion that service terminated
al the year end, or at the dale of leaving employmant or retirement if aarlier. | is based on the accrued pension increase (1) and is calcuialed after deducting the direslor's conirbution.

= The change in he lransfer value {3} includes the effect of fluctuahions in the transfer value due lo facters beyond the control of he company and direciors, such as stock market

movements. it is calclated after teducting the director’s contribution,

* \oluntary cortributions paid by directors and resuiting benefits are not shown.

+ The transfer value reprasents a liability of the company to make pension payrments in the future but not a sum paid to the individual.

* Although Tom Drury was appointed to the board on 9 May 2005, the figures in the table reflect the change in respect of the fulf vear.

By 31 March 2006 five former executives had taken up the offer
of a cash lump sum resulting in payments totalling £2,805,700.
At that date, there were 22 unapproved arrangements in place.
Nine related to current executives, four to deferred pensioners
and nine to pension benefits in payment. The offer t10 exchange
benefits for a cash lump sum will also be made to current
axecutives with unfunded arrangements for a time-limited period
when their benefits first become payable.

Further information on payments made during the year and the
total cost of the unfunded arrangements is given in note 19 to
the accounts.

Directors’ accrued pension benefits
The pension benefits earned by directors in the defined benefit
scheme during the year are shown in table 30.

During the vear ended 31 March 2008, the company
paid contributions for Charlie Cornish totalling £56,875
(2005: £34,125) to the defined contribution section of UUPS,

The total amounts set aside or accrued by the company or ifs
subsidiaries in 2005/08 to provide pension, retirement or similar
benefits for all directors and members of the executive leadership
team as & group was £2,892,427.

Caontracts of service and cornpensation for terrination

The company's policy is that the executive directors and
executive cfficers normally have one-year notice periods. The
company may offer a longer notice period if it considers that
nacessary 1o recruit a new director or executive officer. If it offers
an initial notice period of more than cne year, it will usually reduce
that to a rolling one-year notice period after the initial pericd has
expired. Philip Green's contract provides for an initial notice
period of 24 months which will reduce to 12 menths' rolling
notice after one year's service. The other current executive
directors have one-year notice periods.

Contracts terminate automatically upon the director reaching
age 65 (Simon Batey, Tom Drury and Gordon Waters: 60} unless
the company agrees that a director may continus to work after
attaining that age. No specia arrangements apply if there is a
change of control,
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Service contracts do not provide explicitly for termination
payments {other than for hofidays due but not taken), liguidated
damages or payments in lieu of notice. If a contract is to be
terminated, the remuneration committee will, in each
circumstance, determine the compensation that may be paid,
normally by reference to fixed elements of remuneration and the
notice period. There is no automatic entitlement to payments
under the annual bonus or performance share plan. Any annual
bonus payment is at the discretion of the company; performance
share plan vesting is at the discretion of the trustees based on

a recommendation from the remuneration committee. A payment
will net nermaity be made unless the termination is for a ‘good
leaver’ reascn such as retirement or because of ill health, or there
are other special circumstances. Payments are then pro-rated
and subject to the performance conditions on which awards
were granted (modified if appropriate) being satisfied.

The committee will apply such mitigation it considers is fair and
reasonable. It will take into account the best practice provisions
of the Combined Code and will take legal advice on the
company’s liability to pay compensation. lts policy is to take a
robust line ¢on reducing compensation. It may phase payments
to reflact a departing employes’s obligation to mitigate loss.

The committee reviews this policy each year. No changes were
made during the year. Details of directors’ and senior managers'
contracts are set cut in table 31.

Simon Batey will be leaving the company on 31 July 20086.

His contract provides for a notice period of one year in line with
company policy. It is anticipated that he will continue ¢ work

for the company and be paid normally in accordance with his
contract unrtil the end of July 2006 to provide the opportunity

to effect a smooth transition. Thereafter, he will not be required
to work the balance of his notice period. His pension benefits
will be calculated as if he had worked for the company until

31 January 2007 and his life and medical cover will continue
until that date. He will receive a cash lump sum of £192,500
(less statutory deductions as appropriate) in lieu of the balance
of his basic pay and car allowance. His annual bonus and
performance share plan awards for 2004/05 and 2005/06 will be
pro-rated in accordance with the rules of those plans and remain
subject 1o the performance conditions asscciated with them.



Table 31: Executive directors’ and senior managers' service contracts as at 3t March 2006

Dale of contragt

Linaxpirad term
(i BOth Sirthday™

hNotice period

Contractud) compensation wpo &3y terminghen

Shilp Green 13.02.06 12,0518 Initially 24 months reducing  Ne expicit pravision (other than payment

to 12 months {oiing) after for outstanding holiidays)
ang year's service

John Raberts 01.09.98 12 manths {roling) i provision {other than paymens
standing hoidays)

Simon Batey 01.04.00 12 months oling) No expiicit provision (other than payment
for outstanding hoiidays)

Chartig Comish 05.01.04 30.11.24 12 manihs {roling) No expiict provision (other than payment
for outstanding holidays)

Tom Drury 09.05.05 14.00.21 12 months roling) it provision fother than payment
rding holicays)

Gordon Waters 01.03.96 0B.00.07 12 maorths (roling? Ney expiict growvision {other than pryrman
for oulstanding hoticays)

Linda Booth 01.01.08 02.10.12 12 maonths (reling) No explict provision {other than payment
for ouistanding holidays]

lan Priestnar 16,1000 20047 12 menths {roling) No exphict provision {othar than payment
for outstanding hotidays)

Tim Rayngr 01.04.98 04.08.20 12 montis {foiing) No expiicit provision {other than payment

for outstanding hoidays)

Notes:

; The unexpired terms far Philip Green and Charlie Cornish are to their 85th birthdays.
» .John Roberts retired on 31 March 2006.

= Sinon Batey will be leaving the company on 31 July 2006,

* |an Priesiner left the company on 30 April 2066,

SENIOR MANAGERS . R

During the year, the aggregate amount of emoluments paid

10 senicr managers (see page 37) was £1,509,504 (2005:
£2,245,355), This includes basic pay, benefits in kind and annual
bonuses earned and accrued in the year to 31 March 2008,
Details of their emolurments for the year are included, on a
banded basis, in table 32.

Table 32: Senior managers’ emoluments

Total erncluments L0G0

! 450.0+
= 350.0 - 4408
? 250.0 - 349.9
2 «<250.0
Notes:

* The above table includes data for Tom Drury prior 1o his appointment 16 the board
on 9 May 2005 ard Hugh Logan who left the company on 26 February 2006,

Approved by the board of directers on 31 May 2006 and signed
on its behalf by

David Jones
Remuneration committee chairman
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Corporate governance report

The Combined Code

United Utilities PLC is subject ta the Combined Code an
Corporate Governance as updated in 20083 (the ‘Combined
Code'}, Throughout the year, the board has complied fully with
the revised Combined Code and this report, together with the
remuneration report on pages 41 1o 55, give details of how
these principles have been applied.

The board of directors

“Every comparny sholld be headed by an effective board,
which is coffectively responsible for the success of the
company.” (Combined Gode principle A1)

The beard is scheduled to mest fen times each year with
additional meetings called if required. The board has a formal
schedule of matters reserved to it, which ensures that it takes

all major strategy, policy and investment decisions affecting the
group. In addition, it is responsible for business planning and risk
management and for the development of group policies including
such areas as health and safety, directors’ and senior managers’
remuneration and on sacial, environmental and ethical issues.
Attendance by individual directors at scheduled meetings of the
board and its committees durlng the year ended 31 March 2006
is shown in table 33 and full biegraphicalt details of the directors
can be found on pages 35 to 37.

The chairman holds meetings with the non-executive directors
without the executive directors present. Led by the senior
independent director, the non-executive directors mest without
the chairman present at least annually to appraise the chairman’s
performance. Directors have a right to ensure that any concerns
they have, which cannct be resolved about the running of the
company or a proposed action, are recorded in the board
minutes. In addition, upon resignation a non-executive director is
asked 1o provide a written statement addressed to the chairman,
for circutation to the board, if they have any such concerns.

The group’s governance structure ensures that all decisions

are made by the most appropriate people in such a way that

the decision-making process itself does not unnecessariiy delay
progress. The board has formally delegated specific regponsibilities
1o board committees, including the audit {see page B0),
remuneration {see page 42), nomination {see ‘Appointments

to the board’ on page 57), approvals and treasury committees,
All board committees are provided with sufficient resources to
undertake their duties.

The approvals committee considers and approves expsnditure
and investrment proposats within limits delegated by the board. its
members are the executive directors and the company secretary.

The treasury committee considers and approves borrowing,
leasing, bonding and other banking facilities within {imits set
by the board. its members are the chairman and the executive
directors together with, for more significant or complex
transactions, one other non-exacutive director.

The directors of subsidiary companies are legally responsible
for those business entities. They are tasked with the delivery of
the targets set within the budgets approved by the group board
and for the implementation of group strategy and pelicy across
their businesses. United Ultilities Water PLC, for example, is a
substantial business in its own right and its board includes two
independent non-executive directors {Phillida Entwistle and
Deborah Marton).
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The company maintains an appropriate level of directors’
and officers’ insurance.

Chairman and chief executive officer

“There should be a clear division of responsibilities at the
head of the company Detween the running of the board and
the executive responsibility for the running of the company's
business. No one individual should have unfettered powers
of decision.” {Combined Code principie A.2)

Separate individuals have been appointed to the positions of
chairman and of the chief executive officer. The board has agreed
clearly defined responsibilities for the roles and has adopted a
set of guiding principles 1o govern the relationship between them.,
The chairman is primarily responsible for the working of the
board, The chief executive officer is responsible for running the
group’s business and for implementing board strategy and policy.

Board bafance and independence

“The hoard should include a balance of executive and
non-executive directors {and in particular independent
non-executive directors) such that no indivichual or srmafl
group of individials can dominate the board's decision
taking.” (Combined Cade principie A.3)

The board aims to maintain & balance of executive and non-
executive directors and, at the date of adoption of this statement,
comprises the chairman, five executive directors and seven non-
executive directors determined by the board 1o be independent in
accordance with the Combined Code. The directors have a wide
and diverse range of business and other experience and expertise.

The Code does not regard the chairman as being independent

in view of his unique role in corporate governance although, were
he not chairman, Sir Richard Evans would satisfy the independence
criteria Jaid down by the Code. Taking into account the provisions
of the Code, the board has determined that all of the non-
executive directors are independent and free from any business
or other relationship which could compromise their independent
judgement. In particular, the board has determined that Sir Peter
Middleton remains independent, notwithstanding that he hag
served on the board for more than nine years. Andrew Pinder
remaing independent, notwithstanding that he received additional
remuneration during the year under review as a non-executive
director of Vertex, from which he retired on 31 March 2006.

tn making these determinations, the board took into account
their breadth of experience, their financial independence and
their other business interests.

Sir Peter Middieton has been appointed as senior independent
director. The senior independent director would be available to
shareholders if they have concerns which contact through the
normal channels has failed to resolve or for which such contact is
inappropriate. The terms of reference for the senior independent
director are avaliable on the company’s website but include: the
authority to call 2 meeting of the non-executive directors if, In his
opinion, it is necessary; to lead a meeting of the non-executive
directors without the chairman present at least annually to
appraise the chairman's performance; and to attend sufficient
meetings with & range of major sharehalders o listen to their
views in order to help develop a balanced understanding ¢f their
issues and concerns.



“Table 33; Attendance by individual directors at scheduled meetings of the board in the year to 31 March 2006

Bryare At Forringlion

Poasibie Actug Frysinhs Aciual Possinle Actual Fogesdshe
Philipy Gragn 2 2 n/a nNa G o} na n/a
Jobn Roberts 10 10 n/a A o 5 " n/a
Simon Batey 10 0 r/a e n'a n'a r/a nia
Charilg Cormish . 10 10 n/a nia nig na nia . nfa
Torm Brury g - 3 n/a na nwa n/a na na
Gordon Waters 10 HY 1va n/a nia n‘a n/a n/a
Sir Richard Evans 10 10 na nia [§] S /i n/a
Morman Broadhurst 10 9 4 4 3 5 3] G
Faul Heiden 3] 4 2 2 4 3 3 3
David Jones 10 G 4 3 4] 4 & 5
Sir Peter Middiaton 10 9 4 el 8 5 B 5
Jane Newgl| 10 g 4 4 &) 5] 6 6
Arcirew Pinder 10 g 2 &) ¢ [ 6]
Nick Saimon 10 el 4 3 3 6 é 4
John Seed 4 4 2 2 1 1 3 3
Notas:

+ Tom Drury was appointed as a directer on 9 May 2005,

- Nick Salmon was appointed as & non-executive direclor an 4 April 2008,

* John Seed refired gs a non-executive director on 29 July 2005,

» Paul Heiden was appointed as a non- executive director on 5 October 2005.

+ John Roberts retired as the chief executive officer and as a director on 31 March 2006.

« Philip Grean was appointed as a direclor on 20 February 2005 and as the chief executive officer on 31 barch 2008,

Appointments to the board

“There should be a formal, rigorous and transparent
procedure for the appoiniment of new directors to the
board.” (Combined Code principle A.4)

The board has constituted a nomination committee which
meets at least ence each year and otherwise as required.

The committes considers and makes recommendations 1o the
board on the composition, balance and membership of the
board. lts members are the non-executive directors, including
the chairman {who is chairman of the committee, although the
chairman wikt not chalr the committee when the committee
deals with the appointment of a successor to the chairmanship)
together with the chief executive officer. As such, the majority
of the members of the committee are non-executive directors
determined by the board to be independent in accordance with
the Combined Code. The nomination commitiee's terms of
feference are availabls to shareholders on reguest and are also
available on the company’s website at www.unitedutilities.com.

The nomination committes evaluates the balance of skills,
knowledge and experience on the board and, in the light of this
. evaluation, prepares a description of the roles and capabilities
required for a particular appointment,

The nomination cornmittee lsads the process for board
appointments and makes recommendations to the board about
filing vacancies on the board, appointing additional perscns to
the board and the reappointmeant by shareholders of any director
under the retirement by rotation provisiocns in the company's
articles of association. The committee considers and makes
recommengdiations to the board from time to time on the beard’s
composition and balance. The committes met seven times in the
year to 31 March 2008, During the year, the commitiee prepared
a description of the roles and capabilities required for the '
appointment of a chief executive cofficer, a chief financiaf officer
and a non-executive director, engaged the services of Whitehead

Mann and made recommendations to the board as part of the
final selection process which led to the appointment of Philip
Green as the new chief executive officer, Tim Weller as the new
chief financial officer and Paul Helden as a non-executive director,

The letters of appointment of non-exscutive directors are made
available for inspection and are available on the company’s website.
They set out the expected time commitment and non-executive
directors undertake that they will have sufficient time to meet what
is expected of them. Non-executive directors' other significant
commitments are disclosed to the board before appointment,

with the board being notified of any subsequent changes.

The cempany recognises that its executive directors may be
invited to become non-executive directors of companies outside
the group and exposure to such non-executive duties can
troaden experience and knowledge, which will be to the benefit
of the company. Subject to board approval {which will not be
given if the proposed appoeintment is with a competing company,
would otherwise lead to a conflict of interest or could have

a detrimental effect on a director's performance), executive
directors are allowed to accept one non-executive directorship
and tc retain the fees. John Roberts served as a non-executive
director of Volex Group plc until September 2005 for which he
earned and retained a fee of £13,000. In the same month, John
Roberts was appcinted as a non-executive director to the board
of Royal Bank of Canada Europe Limited for which he earned

a fee of £29,167 during the year under review. Simon Batey is

a non-executive director of Arriva ple, for which he earned and
retained a fee of £40,000 during the year to 31 March 2006,
Simon Batey also represents the groun as a non-exacutive
director of THUS Group plc due to its investment in this
company. This directorship is unpaid.
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Information and professional development

“The board should be supplied in & timely manner with
infarmation in a form and of a guality appropriate to enable it
to discharge its duties. Alf directors should receive induction
on joining the board and should regularly updale and refresh
their skills and knowledge.” (Combined Code principie A 5)

The guality of the contribution that directors, particularly non-
execulives, can make is directly dependent upon the quality of
the informaticn they receive. Accordingly, all directors receive
camprehensive information on a regular basis. Board papers are
normally distributed five days in advance of the relevant mesting
to allow sufficient time for directors to be fully briefed. The papers
are sufficiently detaiied 1o enable the directors to obtain a
thorough grasp of the management and financial performance

of the company and the operating buginesses. Minutes of
committee meetings are circutated 1o all beard members.

The board has established a governance framework which
encourages all directors fo bring an independent judgement to
bear on (ssues of strategy, performance and rescurces, including
key appointments and standards of conduct. New directors
receive appropriate incduction on joining the board. As part of this,
the company has offered to major sharsholders the opportunity
to meet Philip Green as the new chief executive officer and

Paul Heiden as a new non-executive director.

All directors have access 1o the advice and services of the company
secretary, who is responsible to the board for ensuring that board
procedures are complied with. The appointment and removal of

the company secretary are matters for the board as a whole.

The board has adopted a protocol under which directors

have access, through the company secretary, to independent
professional advice at the company’s expense where they judge
it necessary to discharge their responsibilities as directors.

Performance evaluation

“The board should undertake a formal and rigorous annual
evaluation of its own performance and that of its committees
ancl individual directors.” (Combined Code principle A6}

During the year, the board conducted an evaluation of its own
perfarmance and that of its committees and individual directors.

The process involved the completion by each director of a
confidential questionnaire in a form consistent with last year's
and which was modelled on the Chairmen's Guide to the Beard
Performance Review published by the Chairmen’s Forum and is
censistent with guidance published by the Institute of Chartered
Secretaries and Administrators. Each directer was required 1o
score the board’s performance on B4 issues, such as contribution
to strategy, risk management, financial and operaticnal reporting,
board committees, matters reserved for the board, comrnunication,
company and hoard advisers, refations with the group's
regulators and beard procedures and invited additional comments.

In addition, the members ¢f the audit, nomination and
remuneration committees completed additional confidential
questionnaires about the functioning of those committees, as did
those managers and advisers who deal with those commitiees
frequently. For example, in the case of the audit committee, the
auditors and the group audit manager each completed
confidential questicnnaires about the audit committee.
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The company secretary analysed the completed questionnaires
and summarised the findings in a report for the charman,

which highlighted and prioritised the key areas of feedback and
provided a compartsen with the previous year's evaluation. The
chairman subsequently conducted one-to-one discussions with
each of the board members based on the summary report, after
which the chairman reported back to the whole board on the
evaiuation process. The board has developed a plan 1o reduce
unnecessary bureaucracy by streamlining the group’s approval
processés and to review beard committee structures to better
match those commitiees’ requirerments with directors’ expertise.

The responses to the questionnaires demonstrated a high degree
of consistency and the evaluation process affirmed the board's
confidence in the group's system of corporate governance.

Reappointment of directors

“All directors should be submitted for re-election at reguiar
intervals, subject to continued satisfactory performance.

The board should ensure planned and progressive refreshing
of the hoard.” (Combined Code principle A.7)

The beard initially appeints all new directors, upen the
recommendation of the nomination commitiee and following an
appropriate recruitment process. Following the appointment of a
new director, he or she is required 1o retire and sesk reappointment
at the next annual general meeting. The company’s articles of
association include provisions requiring one-third of all directors
to retire and seek reappeintment at each annual general meeting,
and ensuring that no director serves for mere than three years
without retiring and being proposed for re-appointment at an
annuai general meseting.

Bicgraphical details of directors being submitted for appointment
or reappointment are set out in the notes accompanying the
relevant notice of mesting.

Non-executive directors are appointed for specified terms subiject
10 reappeintment under the company's articles of association
and subject to Companies Acts provisions relating to the remaoval
of a director. In the papers accompanying a resciution to elect

a non-executive director, the board explains to shareholders why
it befieves that each non-executive director shouid be elected.
The chairman wil confirm to shareholders when proposing
reappcintment that, following formal performance evaluation,

that individual's performance continues to be effective and
demonstrates commitment to the role. Any term beyond six
years for a non-executive director will be subject to particuUlarly
rigorous review, and wili take into account the need for progressive
refreshing of the board. Any non-executive director serving longer
than nine vears will be subject t¢ annual reappointment.

Financial reporting

“The board should present a balanced and understandable
assessment of the company’s position and prospscts.”
{Combined Code principle C. 1)

In presenting the annual and interim financial statements and
simitar significant publications, the directors aim to present a
balanced and understandable assessment of the group's position
and prospects. The company produces a consolidated UK and
US compliant annual report and Form 20-F which it hopes will
provide a single source of information about the company.




The boeard recognises that the majority of shareholders elect not
to receive the full annual report and 1o receive in its place a
summary financial statement. Accordingly, it has taken steps 1o
ensure that such shareholders also receive a stakeholder report
which summarises the most important features of the company’s
activity during the year.

The directors have adopted the going concern basis in preparing
these financial statements. This is based upoen a review of the
group’s budget for 2006/07, the five-year business plan and
investment programme, together with the cash and committed
borrowing facifities available to the group. The board also took
into account potential contingent liabilities and other risk factors
as interpreted by the *Guidance on Going Concern and Financial
Reporting for Directors of Listed Companies registered in the
United Kingdom', published in November 1594,

As at 31 March 2008, an evaluation was carried out under the
supervision, and with the participation of senior management,
including the chief executive officer and chief financial officer, of
the effectiveness of the design and operation ¢of the company's
disclosure controls and procedures. There are inherent limitations
10 the effectiveness of any system of disclosure controls and
procedures, including the possibility of human error and the
circumvention or overriding of the controls and procedures.
Accordingly, even effective disclosure controls and procedures
can only provide reascnable agsurance of achieving thelr
centrol objectives. Based on, and as of the date of the
company’s evaluation, the chief executive officer and chief
financial director concluded that the disclosure controls and
procedures are effective.

In addition, there has been no change in the company's internal
controls or in other factors, during the period covered by this
annual report, that has materially affected, or is reasonably likely
to materially affect, the disciosure controls.

Statement of directors’ responsibilities

The directors are responsible for preparing the annual report
and the financial statements. The directors are required to
prepare financial staterments for the group in accordance with
‘nternational Financial Reporting Standards (IFRS) and have
also elected to prepare financial statements for the company
in accerdance with IFRS. Company law requires the directors
to prepare such financial statements in accordance with IFRS,
the Companies Act 1985 and Article 4 of the IAS Regulation.

International Accounting Standard 1 requires that financial
statements present fairly for each financial year the company’s
financial position, financial performance and cash flows. This
requires the faithiul representation of the efiects of transactions,
other events and conditions in accordance with the definitions
and recegnition criteria for assets, liabiities, income and expenses
set out in the International Accounting Standards Board's
‘Framewaork for the Preparation and Presentation of Financial
Statements’. In virtually alf circumstances, a fair presentation will
be achieved by compliance with all applicable International
Financial Reporting Standards, Directors are also required to:

» properly select and apply accounting policies;

4 present information, including accounting policles, in a manner
that provicies relevant, refiable, comparable and understandable
" information; and

* provide additional disclosures when cormpliance with the
specific requirements in IFRS is insufficient to enable users
to understand the impact of particular transactions, other
events and conditions on the entity’s financial position and
financial performance.

The directors are regponsible for keeping proper accounting
records which discClose with reasonable accuracy at any time

the financial position of the company, for safeguarding the assets,
for taking reasonable steps for the prevention and detection

of fraud and cther irregularities and for the preparation of a
directors’ report and directors’ remuneration report which

comply with the requirements of the Companies Act 1985.

The directors are responsible for the maintenance and integrity
of the company website. Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may differ fromn legislation in other jurisdictions,

Internal control

“The board should maintain a sound systemn of internal
control to safeguard shargholders’ investment and the
company's assets.” (Combined Code principle C.2)

The board is responsible for the group’s system of internal
contrals and for reviewing its effectiveness. Throughout the year
under review and up to the date of this report, the board has
operated procedures meeting the reguirements of the Combined
Code relating 1o internal contral as set out in the Septembear
1899 guidance “Internal Control Guidance for Directors on

the Combined Code” published by the institute of Charterad
Accountants in England and Wales. Each year the board reviews
all contrals, including financial, operational and compliance
controls and risk management procedures. The internal contrcl
system is designed to manage, rather than to eliminate, the rigk
of failure to achieve the company’s business objectives and can
only provide reasonable, and not absolute, assurance against
material misstatement or loss.

In addition, the board is making preparations for compliance with
section 404 of the US Sarbanes-Oxley Act of 2002. This includes
ensuring that key financial controls are adequately documented
and that they have been specifically tested.

The key features of the internal control system are:

* g control environment with clearly defined organisation
structures operating within a framewark of policies and
procedures covering every aspect of the business;

* comprehensive business planning, risk assessrment and
financial reporting procedures; including the annual preparation
of detailed operational budgets for the year ahead and
orojections for subseguent years;

* a monthly board review of financial and non-financial
performance to assess progress towards chjectives;

* monthly meetings prior to each board meeting of the executive
leadership team, a forum in which the executive directors,
the managing directors of the group’s husinesses, the group
functional directors and the company secretary exchange
information and discuss strategic and operational issues which
are of group-wide importance;

United Utiiites Annual Report & Acenunts 2006
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» regular monftoring of risks and control systems throughout
the year by the operating businesses, supported by the use
of risks and issues databases;

* 3 self-certification process, subject to internal audit, whereby
the operating businesses are reguired to confirm that the
system of internal control is operating effectively;

¢ an internal audit function to provide independent scrutiny of
internal control systems and risk management procedures;

* a bi-monthly risk management forum chaired by the group
finance director, and comprising the company secretary, the
group audit manager, the group heaith and safety manager and
senior representatives from each of the operating businesses,
to scrutinise key risks,;

quarterly meetings, involving expert external advisers, to
discuss the company's social and environmental pericrmance
and impacts, recommend targets and monitor performance.
The role of the panel is to advise on environmental policy and,
in particular, to identify risks 1o the environment, recommend
targets and monitor performance against those targets,

Due to its importance to the group, sustainable development
will form part of the executive leadership team's agenda with
effect from the 2006/07 financial vear;

an annual risk assessment exarcise involving self-assessment
by management of all business risks In terms of impact,
likeiihood and control strength and an objective challenge

of that assessment by the internal audit tsam;

health and safety performance reviews carried out by cur
in-house safety professionals in addition to the normal health
and safety risk assessment and management processes
carried out within each of the operating businesses;

centralised treasury operations operating within defined lmits
and subject to reguiar reporting requirerments and internal
audit reviews; and

established procedures, set out in a group internat control
manual, for planning, approving and monitoring major capital
expenditure, major projects and the development of new
business which includes short and long-term budgets, risk
evaiuation, detailed appraisal and review procedures, defined
authority fevels and post-investment performance reviews,

The audit committee and the auditors

“The board should establish formal and transparent
arrangements for considering how they stiould apply the
financial reporting and internal control principles and for
malntaining an appropriate reflationship with the company’s
auditors.” (Combined Code principle C.3)

The audit commitiee’s members are the non-executive directors
who are determined in accordance with UK and US corporate
governance rules 1o be independent. Norman Broadhurst is its
chairman and the board is satisfied that he has recent and
relevant financial experience as required by the Combined Code
and is an audit committse financial expert as defined by Item
16A of Form 20-F. The committee met four times in the year

to 31 March 2006,

The committee has primary responsibility for making a
recommendation tc the board, for it to put to shareholders
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for their approval in general mesting, on the appointment,
reappoeintment and removal of the external auditors and it keeps
under review the scope and results of the external audit and

its effectiveness and the independence and abjectivity of the
auditors. The committee has established policies and procedures
to pre-approve the engagement of the auditors to provide any
audit or non-audit services and keeps the nature and extent

of non-audit services under review seeking 1o balance the
maintenance of objectivity and valug for monay.

It reviews the half year and annual financial statements and
any formal announcements relating to financial performance
before submission to the board, reviews periodically the scope,
remit and effectiveness of the internal audit function and the
effectiveness of the group’s internal control system. It also
reviews arrangements by which staff of the company may,

in confidence, raise concerns about possible improprieties

in matters of financial reporting or other matters.

The board has decided that if it dogs not accept the audit
committee’s recommendation, it should include in the annual
report, and in any papers recommending appointment or re-
appointment, a staterment from the audit commitiee explaining
the recommendaticn and should set out reasans why the board
has taken a different position.

The board has adopted a revised disclosure policy which
provides for a confidential mailbox for employees who want

to repart any concerns which they may have. The committee's
cbiective is to ensure that arrangements are in place for the
proportionate and independent investigation of such matters
and for appropriate follow-up action.

The terms of reference of the audit committee are available
1o shareholders on request and are alse are available on the
conmpany’s website at www.unitedutiities.com.

Audit and audit-related services are pre-approved annually by
the audit committee. Audit-related services generally are highly
correlated with the role of independent auditors. Such services
include assurance on non-statutory information, assurance work
carried out in connection with reporting to a statutory regulator,
analysis and interpretation of accounting principtes and their
application, support for debt issues and simitar transactions,
and other services that have a bearing on the group’s financial
statements on which the external auditors provide thefr opinion.

Nen-audit services are allowed under the procurement

of audit and non-audit services’ policy and do not affect the
independence of the external auditors, but do require the
pre-approval of the audit committee prior to the engagement.
Specific approval may be delegated to a designated member
of the audit committee, with such approvals to be reported at
the next audit committee meeting. In granting such approval,
the designated member of the audit committee is required to
consider the curmulative proportion of fees paid for such work
compared with the statutory audit fees. In the financial ysar
2005/06, all services were pre-approved by the audit committee
and none were undertaken without such pre-approval pursuant
to paragraph (C)(7}i}C) of Rule 2-01 of Regulation S-X.

The group also maintains a list of prohibited services that cannot
be provided by the group’s auditors as they are considered by
statute or, in the group's opinicn, to be incompatible with the role
of the independent auditor.



The fees paid or payable to the auditors in the year under review
are set out in table 34.

Table 34: Fees to Deloitte & Touche LLP

2006 2095

£000 0
Audit fees 912.0 59G.0
Audit reiated fpas” 687.0 6810
Other assurance lees™ 850.0 144.0
Tax toes” 15.G 360.0
Tota; 24840 17150

Notes:

1) Audit-related lees are fees billed for work on regulatory returns and assurance work
reasonably related 10 the slatutory audit, inciuding due diligence and assurance work,
work associated with raising debt and equity finance and securities filing work

" including the second stage of the rights issue.

{2y Other assurance fees include fees relating to the divestment of Your Communications
and assistance with acquisitions.

(3) Tax fees are fees incured for tax compliance. tax advice and related tax work.

{4) In addition ta the above. fees relaling to joint veniures of the group were paid
1o Deloitle & Touche LLP in 2006 totalling £52,400 (2005 - £15,0001

Dialcgue with institutional shareholders

“There should be a disglogue with institutional shareholders
based on the mutual understandging of objectives. The board
as a whole has responsibility for ensuring that a satistactory
cralogue with sharehoiders Takes place.” {Combined Code
principle D.1)

There s a pregramme of investor meetings and presentations
which take place throughout the year, both in the UK and overseas.
During the year, the board met or offered to mest with 89 different
funds, representing 42 per cent of the company’s issued share
capital. This, together with regular anncuncements of significant
avents affecting the group and frequent updates cn current trading,
amphasises the board’s commitment to keeping the company's
squity and debt investors informed of developments affecting the
group. The board regards this programme as important to improve
investors' awareness of the business and for the board 1o gain an
understanding cf investors' pricrities.

The board has taken stegs to ensure that members of the
board, and in particular the non-executive directors, develop
an understanding of the views of major shareholders about
thelr company through an annual survey of shareholder opinion
produced for the company by Makinson Cowell, Non-executive
directars are offered the opportunity to attend mestings with
major shareholders and would attend them if requested by
major shareholders.

Constructive use of the annual general meeting

"The board shoufd use the annual general meeting to
communicate with investors and to encourage their
‘participation.” (Combined Code principle D.2)

The board encourages shareholders to exercise their right to vote
at the annual general mesting. The natice calling the meeting and
ralated papers are sent to shareholders at least 20 working days
hefore the meeting and separate resolutions are proposed on
each substantially separate issue.

At annual general mestings, voting on afl resolutions takes place
by means of a poll which ensures that all shareholders’ votes are
taken intc account, whether lodged in person at the meeting, or
by proxy. The poll vote is scrutinised by Loyds TSB Registrars.

Presentations are made on the progress and performance
of the business prior to the formal business of the meeting.

Shareholders are encouraged to participate through a question
and answer session and individual directors or, where
appropriate, the chairman of the relevant committee, respond
to those guestions directly. Normally, the chairmen of the audit,
nominaticn and remuneration committees will be avalable

at the annual general mesting to answer guestions relevant to
the work of those committees. All directors normally attend the
annual general meeting.

The interim repeort, the annual report, the stakeholder report
and summary financial statement remain the primary means
the board has of communicating during the year with all of
the company’s shareholders. However, the board recognises
the importance of the internet as a means of communicating
widely, quickly and cost-effectively. A library of information
about the company is available 24 hours a day, worldwide,
at www.unitedutiities.com. Financial news refeases are made
available on the site contemporanecusly with release through
other news channels and anyone with an email address can
register free of charge to receive an email alert upon the posting
of each new release.

Differences in UK/NYSE corporate governance practices
Under the New York Stock Exchange (‘NYSE') corporate
governance rules for listed companies, as a NYSE-fisted foreign
private issuer, United Utilities PLC must disclose any significant
ways in which its corporate governance practices differ from
those followed by US companies under NYSE listing standards.
United Utilities PLC believes the following 1o be the significant
differences between its corporate governance practices and
NYSE corporate governance rules applicable to US companies.

US companies listed on the NYSE are reguired to adopt and
disclose corporate governance guidelings. The Listing Rules of
the UK Financial Services Authority require each listed company,
incorparated in the United Kingdom, to include in its annual
report and accounts a narrative statement of how it has applied
the principles of the Combined Code and a staterment as to
whether or not it has complied with the best practice provisions
of the Combined Code throughout the accounting period
covered by the annual report and accounts. A company that has
not complied with the Combined Code provigions, or complied
with only some of the Combined Ceode provisions or (in the case
of provisions whese requirements are of a continuing nature)
complied for only part of an accounting period covered by the
report, must specify the Combined Code provisions with which
it has not complied, and, where relevant, for what part of the
reporting pernod such non-compliance continued, and give
reasons for any non-cempliance. United Utilities PLC has
complied throughout its 2005/08 financial year with the best
practice provisions of the Combined Code. The Combined
Code does not require United Utilities PLC to disclose the full
range of corporate governance guidelines with which it complies.

Under NYSE standards, companies are regulred to have a
nominating/corporate governance committee, composed antirely
of independent directors. In addition to identifying individuals
gualified 10 become board membars, this committee must develop
and recommend to the board a set of corporate governance
principles. The United Utllities’ nomination committee, which
follows the requirements of the Combined Code, includes seven
members who are independent under Combined Code rules {six of
whom are alsc deemed independent under NYSE rules), together
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Corporate governance report continued

with the non-executive chairman and the chief executive officer.
The commitee's terms of reference do not require the commitiee
to develop and recommend corporate governance principies for
United Uitilities PLC.

Pursuant to NYSE listing standards, non-management directors
must rmeet on a regular basis without management present and
independent directors must meet separately at least once per
vear. During the 2005/06 financial year, United Utilities' non-
executive directors met once as a group with the non-executive
chairman, but with no executive directors present and once as
a group without the chairman or the executive directors present.

In accordance with the requirements of the Combined Code,
United Ultilities reports on how its committees and its directors are
evaluated and on the resuits of such evaluations and it provides
extensive information regarding directors’ compensation in the
directors’ remuneration report on pages 41 to 55. The terms of
reference of United Utilities’ audit, nomination and remuneration
committees are avallable on the company's website.

i NYSE listing standards require US companies to adopt a code
e of business conduct and ethics for directors, officers and
employees, and to disclose premptly any waivers of the code for
directors or executive officers, The group has adopted a set of
business principtes, which applies tc the emplovees of all United
Utilities companies, including the chief executive officer, the chief
financial officer and the group financial controller which comply
with the NYSE requirements. United Utilitles’ Business Principles
are available on the company's website.

Under NYSE listing rules applicable to US companies, independent
directors must comprise a majority of the board of directors.

The NYSE rules include detailed tests for determining director
independence while the Combined Code, which is followed by
United Utilities, prescribes a more general standard for determining
director independence. Currently, six of United Utilities” non-
exacutive directors satisfy the tests for independence set out

in the NYSE rules.

The Combined Ceda requires a company’s board 1o assess
director independence by affirmatively concluding that the
director is independent of management and free from any
business or other relaticnship that could materially interfere
with the exercise of independent judgement.

Finally, 2 chief executive officer of a US company listed on the
NYSE must annually certify that he or she s not aware of any
violation by the company of NYSE corporate governance
standards. In accordance with NYSE listing rules applicable to
foreign private issuers, United Utilities’ chief executive officer is
not required to provide the NYSE with this annual compliance
certification. However, in accordance with rules applicable to
both US companies and foreign private issuers, the chief
executive officer will be required to notify the NYSE promptly in
writing if any executive officer becomes aware of any material
non-compliance with the NYSE corporate governance standards
applicable to United Utilities.
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Independent auditors’ report

Independent auditors’ report to the members of

United Lkilities PLC
“We have audited the group and individual compariy financial
statements (the "financial statements™ of United Utilities PLC for
the year ended 31 March 2006 which comprise the consolidated
‘income statement, the consclidated and individual company
palance sheets, the consolidated and individual company
statements of recognised income and expenses, the consolidated
and individual company cashflow statements, the accounting
pclicies and the related notes 1 to 32. These financial statements
have been prepared under the accounting policies sat out therein.
We have &lso audited the information in the directors' remuneration
report that is described as having been audited.

This report is made solely to the company's members, as a
body, in accordance with section 235 of the Companies Act
1985. Our audit work has been undertaken so that we might
state to the company's members those matters we are reguired
to state to them in an auditor's report and for NG other purpose.
To the fullest extent permitted by law, we do not accept or
assume responsibility to anyene other than the company and
the company's members as a body, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report,

ihe directors' remuneration repert and the financial statements
in accordance with applicable law and International Financial
Reparting Standards {(IFRSs) as adopted for use in the European
Union are set out In the statement of directors’ responsibilities.

Qur responsibility is to audit the financial statements and the part
of the directors’ remuneration report described as having been
audited in accordance with relevant United Kingdom tegal and
regulatory requirements and International Standards on Auditing
(UK and lreland).

We report to you our opinion as to whether the financial
staterments give & true and fair view in accordance with the
relevant financial reporting framework and whether the financial
statements and the part of the directors’ remuneration report
described as having been audited have been properly prepared
in accordance with ihe Companies Act 1985 and Article 4 of
the 1AS Regulation. We repert to you whether, in our opinion,
the directors'’ report is consistent with the financial statements.
We also report to you if the company has not kept proper
accounting records, if we have nct received all the information
and explanations we require for our audit, or if information
snecified by law regarding directors’ remuneration and other
fransactions is not disclosed.

We also report to you if, in our opinicn, the company has not
cemplied with any of the four directors’ remuneration disclosure
requirements specified for our review by the Listing Rules of the
Financial Services Authority. These comprise the amount of each
element in the remuneration package and informaticn on share
options, detalls of long-term incentive schemes, and money
purchase and defined benefit schemes. We give a staterment,

to the extent possible, of details of any non-compliance.

We review whether the corporate governance statement reflects
the company’s compliance with the nine provisions of the 2003
FRC Combined Code specified for our review by the Listing
Rules of the Financial Senvices Authority, and we report i it
does not. We are not required to consider whether the board’s
statements on internal control cover all risks and controls, or

form an opinion on ihe effectiveness of the group’s corporate
governance procedures or s risk and control procedures.

We read the directors' report and the other information contamed
in the annual repoert including the unaudited part of the directors’
remuneration report and we consider the impiications 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 International
Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis,
of evidence relevant t¢ the amounts and disclosures in the
financial statements and the part of the directors’ remuneration
report described as having been audited. If also includes an
assassment 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 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 and the part of the
directors’ remuneration report described as having been audited
are free from material misstaterment, whether caused by fraud

or other irregularity or error, In forming our opinion we also
evaluated the overall adequacy of the presentaticn of information
in the financial statements and the part of the directors’
remuneration report described as having been audited.

Opinion

In our opinion:

» the group financial statements give a true and fair view, in
accordance with IFRSs as adopted for use in the European
Unicn, of the state of the group's affairs as at 31 March 2006
and of its profit for the year then ended;

* the individual company financial statements give a true
and fair view, in accerdance with IFRSs as adopted for use
in the European Union as applied in accordance with the
requirements of the Companies Act 1985, of the state of
the individual company’s affairs as at 31 March 2008;

» the financial statements and the part of the directors’
remuneration report descrived as having been audited have
been properly prepared in accordance with the Companies
Act 1985 and Article 4 of the IAS Regulation; and

¢ the information given in the directors’ report is consistent

with the financial statements.
/
louche L.L.P

?elo (e
Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Manchester

1 June 2006
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Consolidated income statement

for the year ended 31 March

. . 2006
Continuing operations Nele £m
Revenue 2,386.8 2,:037
Other ingome 21.8 9.8
Employee penefits expense 2 (429.0) {3928
Depreciation and amortisation expense (320.3) [330.7)
COther operating cosls (893.8) 7189
Restructuning costs 1 {25.5) (29.7)
Total operating expenses {1,846.8) {1,452.3]
Operating profit 3 740.0 G51.4
Invesiment incomea 4 54.0 38.3
Finance expense:
Fair vaie loss on debt and dervative ingtrurments 5 (15.7)
Other firance expense 3 (339.0) (322.1)

5 {354.7) {322.%)
mvestmernt necome and finance expensge {300.7) (283.8)
Prafit before taxation 439.3 367.6
Taxation 5] {120.3) {96.1)
Profit for the year from continuing operations 319.0 2715
Discontinued aperation
l.oss for the perodivear from discontinued operation 1,7 {110.8) 8.4
Profit for the year 208.2 262.1
Attributable to:
Equity holgers of the company 2079 260.3
Mingrity irderest 0.3 1.8
208.2 262.1

Earnings per share 9
Frorm continuing ard discontirued operations
Basic 24.3p 3338p
Dilted 24.2p 3010
From continuing opsratons
Basic 37.3p 34.50
Diluted 37.1p 31.2n
Adjusted 50.5p 74,50
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Balance sheets

at 31 March
Group Company
2006 2008
Noie £m £m
ASSETS
Non-current assets
Praperty, plant and eqguipment 10 8,543.9 8.474.5 0.8 0.3
Goodwill 11 1531 100.6 - -
Other intangble assets 12 236.2 192.8 - -
investments i 170.7 8.7 5,601.7 % 8331
Trade and other recevanles 19 22.0 23.4 -
Retirerment benelit surplus 19 19.3 -
Deferred tax 20 - - 7.4 -
Dgrivative financia instrumenis 8 4{.8 -
9,186.0 8.5801.0 5,509.9 4,833.9
Current assets
Invartorias 14 28.2 40.9 -
‘rade and oiher recenaties 15 490.1 385.0 1,130.6 798.1
nvestments i3 2.7 19.7 -
Cash and short-term deposits 16 1,513.5 902.7 120.4 3539
Dierivative financial nstruments 18 48.9 - - -
2,110.4 1,348.3 1,251.0 53.0
Total assets 11,296.4 10,1403 6,760.9 5,086.9
LIABILITIES
MNon-current liabilisies
Tradie and oither payables 22 (383.7) 1337.3) -
Borowings 17 (5,081.1) {41,868.0) (880.9) 914.9)
Retirement benefit obigations 19 - {84.6) {1.2) 8.2
Deferred tax 20 {1,426.8) (1.337.3 - 3.1
Provisions 21 {16.5) - - -
Derivative financial insiruments i8 (57.9) {32.7)
(6,965.6) 16.428.2) {914.8) {026.2
Current liabilities
Tradie and othor payadios 22 (B55.1) 950.0) {550.8} {530.5
Barrowings 17 (619.1) (512.3) 478.2) 212.1;
Currant income tax labilities (112.8) {26.0) - -
Pravisions 21 (36.5) {18.4] - .47
Dervative financial insirumeants 18 (76.4) - (5.8)
(1,699.9) (1,578.7) {1,034.8) (743.0)
Total liabilities [8,665.5) 18,004.9) {1,949.6) 1,668.2)
Total net assets 2,630.9 2.144.4 4,811.3 A3377
EQUITY
Capital and reserves attributable to equity
holders of the company
Share capital 23 875.4 716.2 B875.4 716.2
Share premium account 23 1,407.8 1.038.7 1,407.8 1.038.7
Hevaluation reserve 23 158.8 588 -
Treasury shares 23 {0.3} 0.3} 0.3) Q.3
Cumiilative exchange reserve 23 2.2 37 5.2 01
Retared earnings 23 185.3 2280 2,523.2 25620
Shareholders™ equity 2,629.2 2,543 4,811.3 43177
Minority interest 1.7 1.3 -
2,630.9 21444 4,811.3 43177

Totai equity

Sir Richard Evans
Chairman

(,m " ~ -
Simon Batey
Group finance director

tors on 31 May 2006 and signed on r‘é:eha

If by:
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Statements of recognised income and expense

for the year ended 31 March

Group Company
2006 2005 2006 UG
Neia £m m £m vra
Actuarial gains/liosses) on defined berefit pension schames 19 119.2 {10.%) 5.2 Q.8)
Revaiuation of invesiments 13 14.6 - - -
Fair value ioss on cashflow hedges 0.9} -
Foreign exchangs adjustmenis (1.5) 3.7 4.1 1.
Tax on items taken directly 10 equity (35.6} 3. (1.6) 0.2
Net income/(expense) recognised directly in equity 95.8 3.4 7.7 0.5
Profit/{loss) for the year 208.2 2621 319.¢ {391.8)
Totai recognised income and expense for the year 304.0 258.7 326.7 1891.3)
Attributable to:
Equity holders of the company 303.7 256.9
Minority interast 0.3 18
304.0 258.7
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Cashflow statements

for the year ended 31 March

Group Company
2006 2006 AR
Nole £m £m Lo
Qperating activities
Cash generated from/used in) operations 28 1,004.5 732.2 {25.3) 342.0
Inferest paid (344.1) [342.00 {66.5) B8.0)
Inferest received and sirniiar income 66.2 67.0 12.5 18.8
Tax {paidifreceived 3.2} (1.7 - 1.2
Net cash generated from/{used in) operating activities {continuing operations} 7234 455.5 (79.3) 296.0
Net cash used in operating activities (discontinued operation) 23 (12.0} (15.9) -
711.4 439.6 [79.3} 296.0
Investing activities
Acauisition of subsidiarias (net of cash and cash aquivalants acauisad) 24 (102.4) 48.2) (25.3} 8.2
Financial restruciunng of subsidiaries - - {559.0) 1247 51
Disposal of subsiciaries 29 - 848 -
Purchase of investments {85.3) - -
Purchase of property, plant and equipment {598.2) 1862.0) -
Purchase of othor niangible assets {31.6) -
Proceeds trom saie of property, plant and equinment 341 14.2 -
Fnancial restructuring of joint veniures 13.2 8.3) -
Net cash used in investing activities (continuing operations) (770.2) 1839.51 {584.3) {205.7}
Net cash used in investing activities (discontinued operation) (9.0) (12.6) -
{779.2 (852.1} (584.3} {285.7)
Financing activities
Proceeds from issue of ordinary shares 528.3 200 528.3 20.0
Praceeds from borrowings 2943.8 597.4 458.6 6.3
Repayment of borrowings 473.3) {62.6) (212.1}
Dividends paid t0 equity hoiders of the company (344.7) {317.5) {344.7) {317.5)
Net cash generated from/{used in) financing activities (continuing operations) 654.1 237.2 430.1 {291.2)
+ffects of exchange rate changss 8.3 6B e] - -
Net increase/({decrease) in cash and cash eguivalents {continuing operations) 5$99.3 (145.8) {233.5) (2909
Net decrease in cash and cash equivalents (discontinued operation} (21.0) (28.5) - -
Cash and cash equivalenis al beginring of the year 18 865.6 1,039.9 353.9 6448
Cash and cash equivalents at end of the year 18 1,443.9 86L.6 1204 353.8
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Accounting policies

The principal accounting policies adopted in the preparation
of these financial statements are set out below:

a) Basis of preparation

The financial statements have been prepared for the first time
in accordance with international Financial Reporiing Standards
(IFRS) as adopted for use in the European Union {EU}, including
Internationat Accounting Standards (AS) and Interpretations
ssued by the International Financial Reporting Interpretations
Committee {FRIC). Results for the comparative periods have
been restated under IFRS as adopted for use in the EU.

IFRS, as adopted by the EU, differs in certain respects from
[FRS as issued by the Internaticnal Accounting Standard Board
{IASB). However, the considered financial statements for the
periods presented would be no different had the group applied
IFRS as issued by the IASB. Referances o IFRS hereafter should
be construed as references 1o IFRS as adopted by the EU.

The financial statements have been prepared on the historicai
cost basis, except for the revaluation of financial instruments.

The preparation of financial statements, in conformity with
generally accepted accounting principles under IFRS, requires
management 1o make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of
the financial statements and the reported amounts of revenues
and expenses during the reporting period, Although thess
estimates are based on management’s best knowledge of the
amount, event or actions, actual results ultimately may differ
from these estimates.

The disclosures required by IFRS 1 'First-time Adoption of
International Financial Reporting Standards’ concerning the
transition from UK GAAP {United Kingdom generally accepted
accounting practice) to IFRS are given in note 32.

b) Basis of consolidation

The group financial statements consolidate the financial
statements of the company and entities controlled by the
company (its subsidiaries), made up to 31 March each year,
and incorporate the results of its share of jointly controtied
entities Using proportionate consolidation.

The results of subsidiaries and joint ventures acquired or
disposed of during the year are included in the consolidated
income statement from the effective date of acquisition or
up te the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial
statemeants of subsidiaries to bring the accounting policies
used under the relevant local GAAP into fine with those used
by the group.

Subsidiaries

Control Is achieved where the company has the power to govern
the financial and operating policies, generally accompanied by

a shareholding of more than one half of the voting rights, of an
Investee entity so as to obtain benefits from its activities.

On acquisition, the assets and liahilities and contingent
liabtities of a subsidiary are measured at their fair values at
the date of acquisition. Any excess of the cost of acquisition
over the fair values of the identifiable net assets acguired is
recognised as goodwill. Any deficiency of the cost of acguisition
below the fair values of the identifiable net assets acquired is
credited to profit and loss in the period of acquisition. The
interest of minerity shareholders is stated at the minority's
proportion of the fair values of the assets and iiabilities

United Utlities Arrual Report & Accounts 2006

recognised, Minority interests in the net assets of consolidated
subsidiaries are identified separately from the group's equity
therein. Mincrity interests consist of the amount of those
interests at the date of the criginal business combination and
the minority's share of changes in equity since the date of

the combination. Losses applicable to the minority in excess
of the mincrity’s interest in the subsidiary’s equity are allocated
against the interests of the group except to the extent that the
mincrity has a binding obligation and is able to make an
additional investment to cover the losses.

All intra-group transactions, balances, income and expenses
are eliminated on consolidation.

Associates

An assaciate is an entity over which the group, either directly
or indirectly, is in a position tc exercise significant influence by
participating In, but not controliing, the financial and operating
policies of the entity. Associates are accounted for using the
equity method. Losses of an associate in excess of the group's
interest in the associate are not recognised, except to the
extent that the group has incurred obligations in respect of
the asscciate. Unrealised profits and losses recognised by the
group on transactions with an associate are gliminated to the
extent of the group’s interest in the associate concerned.

Joint ventures

Joint ventures are entities in which the group holds an interest
on a long-term basis and which are jointly controlied with one
or more parties under a contractual arrangement. The group’s
share of joint venture income, expenses, assets, liabilities and
cashflows are included in the consolidated financial statements
on a proportionate consolidation basis using the same
accounting methods as adopted for subsidiaries.

¢} Non-current assets held for sale

Nen-current assets (and disposal groups) classified as held
for sale are measured at the lower of carrying amount and
fair value less costs to sell.

Non-current assets and disposal groups are classified as held
for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing use. This condition is
regarded as met only when the sale is highly probable and the
asset {or disposal group) is available for immediate sale in its
present condition. Management must be committed to the

sale which should be expected to qualify for recognition as a
compieted sale within one year from the date of classification.

d) Intangible assets

Goodwill

Goodwill arising on consolidation {representing the excess

of the fair value of the consideration and asscciated costs
over the fair value of the identifiable net assets of an acquired
subsidiary or joint venture at the date of acquisition) is
recognised as an asset.

Following initial recognition, goodwill is subject to impairment
reviews, at least annually, and measured at initial value

less accumulated impairment fosses. Any impairment is
recognised immediately in the income statement and is not
subseguently reversed.

On disposal of a subsidiary, or jointly controlled entity, the
aftributable amount of goodwill is included in the determination
of the gain or loss on disposal.



Goedwill written off to reserves under UK GAAP prior to 1698
has not teen reinstated and is not included in determining any
subseguent profit or loss on disposal.

Other intangible assets

Other intangible assets are measured initially at cost and

are amortised on & straight-line basis over their estimated
useful lives. Carrying amount is reduced by any provision
for impairment where necessary.

On a business combination, as well as recording separable
intangible assels already recognised in the balance sheet

of the acquired entity at their fair value, identifiable intangible
assets that arise from contractual or other legal rights are
250 Included in the acquisition balance sheet.

Amertisation periods for categories of intangible assets are:

Zomputer software 3-10 years
Dther intangible assets 2-20 years

e) Property, plant and equipment

Praperty, plant and eguipment comprises infrastructure assets
(mains, sewers, Impounding and pumped raw water storage
reservoirs, dams, sludge pipelines and sea outfalls) and other
assets (including properties, overground plant and equiprment
and electricity operaticnal assets).

Water and wastewater infrastructure assets

Infrastructure assets comprise a network of water and
wastewater systerns, Expenditure on the infrastructure
assets relating to increases In capacity or enhancements

of the network are treated as additions. Amounts incurred
in maintaining the operating capability ¢f the network in
accordance with defined standards of service are expensed
in the year in which the expenditure is incurred. Infrastructure
assets are depreciated by writing off their deemed cost less
the estimated residual value, evenly over their useful lives,
which range from 15 to 300 years.

ﬁmployee costs incurred in implementing the capital schemes
of the group are capitalised within infrastructure assets.

Cther assets
All other property, plant and equipment is stated at historical
cost less accurnulated depreciation.

Historical cost includes expenditure that is directly attributable

to the acquisition of the items. Subsequent costs are included

in the asset's carmying amount or recognised as a separaie
agset, as appropriate, only when it s probable that future
economic benefits associated with the item wili flow to the group
and the cost of the itemn can be measured reliably. Al other
repairs and maintenance are charged to the income statemant
during the financial period in which they are incurred.

Freshold land and assets in the course of construction are
not depreclated. Other assets are depreciated by writing off
their cost less their estimated residual value evenly over their
astimated uselu! lives, based on managemant's judgement
anrd experience, which are principally as follows:

Buildings 30-80 years
Cperational assets 5-80 years
Fixtures, fittings, tools and equipment 3-40 years

Depreciation methods, residual values and useful lives are
re-assessed annually and, if necessary, changes are accounted
for prospectively.

The gain or loss arising on the disposal or retirement of

an assst is determined as the difference between the sales
proceeds and the carrying amount of the asset and is
recognised in inccme.

f) Impairment of tangible and intangible assets

excluding goodwill

Intangible assets with definite useful lives and property, plant
and equipment are reviewed for impairment at each reporting
date to determine whether there is any indication that those
assets may have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment
loss, If any. Where the asset does not generate cashflows that
are independent from other assets, the group estimates the
recoverable amount of the cash-generating unit to which the
asset belongs.

The recoverable amount is the higher of fair value less

costs to sell, and value in use. Valug in use represents the

net present value of expected future cashflows discounted

on a pre-tax basis using a rate that reflects current market
assessments of the time value of money and the risks specific
to the asset for which the estimates of future cashiflows have
not been adjusted.

if the recoverable amount of an asset (or cash-generating unit)
is estimated to be less than its carrying amount, the carrying
amount of the asset (or cash-generating unit) is reduced 1o

its recoverable amount, Impairment of non-current assets is
recognised n the income statement within operating costs.

Where an impairment oss subsequently reverses, it is
recogrised in the income statement and the carrying amount
of the asset is increased to the revised estimate of ifs
recoverable amount, but not so as to exceed the carrying
amount that would have been determined had no impairment
loss been recognised in prior years.

g) Financiai instruments

To 31 March 2005

Debt instruments

New borowings were stated at net proceeds received after
deduction of issue costs, The issue costs of debt instruments
were amortised at a constant rate over the fife of the instrument.

interest rate swaps and financial futures

Interest rate swap agreements and financial futures were used
to manage interest rate exposure. Instruments designated as a
hedge of a debt instrument were accounted for on an accruals
basis, with amounts payable or receivable in respect of those
instruments recognised as adjustments 10 interest expense of
the designated Hability,

Realised gains and losses that occurred from the early
fermination of such instruments designated as a hedge were
deferred and amcrtised to interest expense over the period of
the hedged position, to the extent that the originally designated
liability remained cutstanding.

In order to have gualffied for hedge accounting, the notional
amount of the group's interest rate swaps and financia! futures
must not have exceeded the amount of its existing variable
rate debt and must have changed the interest rate
characteristics of the underlying debt, while the contractual
raturties cannct have exceeded the maturities of the debt.
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Accounting poiicies continued

Currency swaps

The group entered into currency swaps to manage its
exposure to fluctuations in currency rates. Principal amounts
were revalued at exchange rates ruling at the date of the group
balance sheet and included in the sterling value of debt. In
order for such swaps to have gualified for hedge accounting,
the forward contract/currency swap must have related to an
existing asset, #ability or firm commitment, have been in the
same currency as the hedged item and have reduced the risk
of foreign currency exchange movements 1o the group'’s
operations. Where they did, exchange gains and losses were
taken directly to reserves and included in the statement of tatal
recognised gains and losses in accordance with SSAP 20
‘Foreign currency translation’.

From 1 April 2005 {upon adoption of 1AS 39 *Financial
Instruments: Recognition and Measurament’)

Financial assets and financial fiabllities are recognised on the
group's balance sheet when the group becomes a party to the
centractual provisions of the instrument.

Cash and short-term deposits

In the consolidated cashflow staternent and related notes,
cash and short-term deposits includes cash at bank and in
hand, depaosits, other short-term highly liquid investments
which are readily convertible on initial investment into known
amounts of cash within three months and which are subject
to an insignificant risk of change in value.

Financial investments

Investments (other than interests in joint ventures and fixed
deposits) are recognised and derecognised on a trade date
and are intially measurad at fair value, including transaction
costs, Investments are classified as either held-to-maturity,
held-for-trading, loans and receivables or available-for-sale.
Held-to-maturity investrnents and loans and receivables are
measured at amortised ¢ost. Held-for-trading and avaitable-tor-
sale investments are measured at subsequent reporting dates
at fair value. Where securities are held for trading purposes,
gains and losses ariging from changes in fair value are included
in net profit or loss for the period. For available-for-sale
investments, gains and losses arising from changes in fair
value are recognised directly in equity, untit the security is
disposed of or is determined to be impaired, at which time

the cumuiative gain or loss previously recognised in equity

is included in the net profit or less for the period.

Trade receivables
Trade receivables are stated at nominal value less alfowances
for estimated irrecoverable amounts.

Trade payables
Trade payables are stated at thelr nominal value.

Financial liabilities and equity

Financial kabilities and equity instruments are classified
according to the substance of the contractual arrangements
entered into. An equity instrument is any contract that
evidences a residual interest in the assets of the group after
deducting all of its liabilities.

Equity instruments

Equity instruments issued by the group are recorded at the
proceeds received, net of direct issue costs.

Bank borrowings
Interest-bearing bank leans and overdrafts are recorded at the
proceeds received, net of direct issue costs. Finance charges,
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including premiums payable on settlernent or redermption

and direct issue costs, are accounted for on an amortised
cost basis to the income statement using the effective inferest
method and are added to the carrying amount of the
instrument 1o the extent that they are not settled in the pericd
in which they arise.

Derivative financial instrurnents and hedge accounting

interest rate swap agreements and finandial futures are used
to manage interest rate exposure, while the group enters into
currency swaps o manage its exposure to fluctuations in
currency rates. The group does not use derivative financial
instruments for speculative purposes.

Al financial derivatives are recegnised in the balance sheet

at fair value. Changes in the fair value of all derivative financial
instruments are recognised in the income statement within
finance expense as they arise, except for derivatives that are
designated and effective in terms of cashilow hedging
relationships, in which case the gains and losses are deferred
in equity.

Where hedge accounting has not been applied, the group may
elect to designate a financial liability at inception as fair value
through profit or loss provided the financial fiability meets the
conditions spegcified in AS 39 'Financial Instruments:
Recogniticn and measurement’. Where possible, hedge
accounting is applied.

Fair value hedges

For an effective hedge of an exposure to changes in the fair
value, the hedged item is adjusted for ¢hanges in fair value

aftributable fo the risk being hedged with the corresponding
entry in profit or loss. Gains or losses from remeasuring the
derivative are recognised in profit or loss.

Where changes in the fair velue of a derivative differ 1o
changes in the fair value of the hedged item attributable
1o the risks being hedged, the hedge ineffectiveness is
recorded in the income statement within finance costs.

Hedge accounting is discontinued prospectively when the
hedging instrument is sold, terminated or exercised, where
the hedge relationship ne longer meets the criteria for hedge
accounting in accordance with IFRS, or where the hedge
designation is revoked. Any adjustment that has been
recognised to the hedged item, for which the effective interest
rate is used, is amortised to the income staterment and is
based on the recalculated effective interest rate at the time

at which amortisation commences.

Cashflow hedges

Changes in the fair value of derivative financial instruments
that are designated and effective as hedges of future
cashflows are recognised directly in equity and the ineffactive
portion is recognised immediately in the income statement.

If the cashflow hedge for forsign currency risk of a firm
commitment results in the recogniticn of a non-financial asset
or a liability, then, at the time the non-financial asset or liability
is recognised, the asscciated gains or losses on the derivative
that had previously been recognised in equity are included in
the initial recognition of the non-financial asset or liabiiity, For
hedges that do not result in the recognition of a non-financial
asset or liability, amounts deferred in equity are recognised in
the income staterment in the same pericd in which the hedged
item affects net profit or loss.




Hedge ineffectiveness is recognised directly in the income
statermant within finance costs.

Hedge accounting s discontinued when the hedge designation is
revoked, or the hedging instrument expires or is sold, terminated,
or exercised, or no longer gualifies for hedge accounting. At that
time, any cumulative gain or loss on the hedging instrument
recognised in equity is retained in equity until the forecast
transaction occurs. If a hedged transaction is no longer expected
to cceur, the net cumulative gain or loss recognised in equity is
transferred to net profit or less for the period.

“inancial assets and liabilities designated at fair value through
profit or loss

The group applies this designation where the complexity of
the swaps means that they are disallowed from being allocated
in & hedge relationship despite there being significant fair vaiue
offset between the hadged item and the derivative itself. The
otherwise inconsistent accounting treatrment that would have
resulted allows the group to satisfy the criteria for this
designation. The treatrment of financial assets and liabilities
designated at fair value through profit and loss is consistent
with the group's documented risk management strategy.

h) Foreign currency transtation

Transactions and balances

Transactions in foreign cunencies are recorded at the exchange
rates ruling on the dates of the transactions. At each balance
sheet date, monetary asssats and liabilities denominated in
joreign currencies are translated into sterling at the relevant
rates of exchange ruling on the balance sheet date. Gains and
logses arising on retranslation are included in net profit or loss
for the period, except far exchange differences arising on non-
monetary assets and liabilities where the changes in fair value
are recognised directly in equity.

In order to hedge its exposure to certain foreign exchange
rigks, the group enters into forward contracts, opticns and
other derivative instruments (see derivative financial
instruments and hedge accounting in note g.

Group companies

On consalidation, the batance sheets of overseas subsidiaries
and joint ventures (none of which has the currency of a hyper
inflationary economy) are translated into sterling at exchange
rates applicable at the balance shest date. The income
statements are translated into sterling using the average rate
unless exchange rates fluctuate significantly in which case the
exchange rate at the date the transaction occurred is used.
Exchange differences resulting from the translation of such
Halance sheets at rates ruling at the beginning and end of
ihe period, together with the differences between income
statements translated at average rates and rates ruling at

‘he period end, are dealt with as movements on the group’s
translation reserve, a separate component of equity. Such
translation differences arg recognised as income or as
expenses in the pericd in which the cperaticn Is disposed of.

Goodwill and fair value adjustments arising on the acquisition
of a foreign entity are traated as assets and liabilities of the
foreign entity and translated at the closing rate. The group has
elected to treat goodwill and fair value adjustments arising on
acquisitions before the date of implementation of IFRS 3
‘Business combinations’ (1 April 1999) as sterling denominated
assets and liabilties.

i} Borrowing costs and finance income
All borrowing costs and finance income are recognised in the
income statement in the period in which they are accrued.

B Construction contracts

Where the outcome of a construction contract can be
estimated reliably, revenue and costs are recognised by
reference to the stage of compietion ¢of the contract activity at
the balance sheet date, as measured by the proportion that
contract costs incurred for work performed to date bear to the
estimated total contract costs, except where this would not be
representative of the stage of completion, Variations in contract
work, claims and incentive payments are included to the extent
that they have been agreed with the customer.

Where the outcome cf a construction contract cannot be
estimated reliably, contract revenue is recognised 1o the extent
of contract costs incurred that it is probable will be recoverable.
Contract costs are recognised as expenses in the period in
which they are incurred.

When it is probable that total contract costs will exceed total
contract revenue, the expected loss is recognised as an
expense immediately.

k) Operating profit
Cperating profit is stated after charging operating expenses
but before investment income and finance expense.

f} Current asset investments
Current asset investments are stated at the lower of cost and
net realisable value.

m) Taxation
The tax expense represents the sum of the tax currently
payable and deferred tax.

Current taxation

Current tax, including UK corporation tax and foreign tax, is
based on the taxable profit for the pericd and is provided at
amounts expected to be paid (or recovered) using the tax rates
and laws that have been enacted or substantially enacted at
the balance sheet date.

Taxabie profit differs from the net profit as reported in the
income statement because it excludes items of income or
axpense that are taxable or deductible in other years and it
further excludes tems that are never taxable or deductible.

Defarred taxation

Deferred tax is the tax expected 1o be payable or recoverable
on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax
bases used in the computation of taxable profit. Deferred tax
liabilities are provided, using the liability methed, on all taxable
temporary differences at the balance sheet date. Such assets
and liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recogrition (other than
in a business combination} of other assets and liabilities in

a transaction that affects neither the taxabile profit nor the
accounting profit.

Deferred tax liabilities are recognised for taxable temporary

differences arising on investments in subsidiaries and interests
in joint ventures, except where the group is able to control the
reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future.
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Accounting policies continued

Deferred tax is measured at the average tax rates that are
expected to apply in the periods in which the temporary timing
differences are expected to reverse based on tax rates and
laws that have been enacted or substantially enacted at the
balance sheet dats.

The carrying amount of deferred tax assets is reviewed at sach
balance sheet date and reduced to the extent that it is no
longer more likely than not that sufficient taxable profits will be
available to allow all or part of the asset to be recovered.

Deferred tax is charged or credited in the income statement,
except when it relates to items charged or credited to equity,
in which case the deferred tax s also dealt with in eguity.

n) Employee benefits

Pension obligations

The group operates two defined benefit pension schemes,
which are independent of the group’s finances, for the
substantial majority of its employees. Actuarial valuations

of the schemes are carried out as determined by the pension
scheme trustees using the projected unit credit method at
intervals of not more than three years, the rates of contribution
payable and the pension cost being determined on the advice
of the actuaries, having regard to the results of these
valuations. In any intervening years, the actuarias review

the continuing appropriateness of the contribution rates.

Defined benefit assets are measured at fair value while
liabilities are measured at present value. The difference
between the two amounts is recognised as a surplus or
obligation in the balance sheet.

The cost of providing pension benefits to employees relating
to the current year's service and the difference between the
expected return on scheme assets and interest on scheme
fiabilities are included within the income statement within
employse costs.

All actuarial gains and losses as at 1 April 2004, the date of
transition to IFRS, were recognised in full. All future actuarial
gains and losses are recognised cutside the income statement
in retained earnings and presented in the statement of
recognised income and expense.

In addition, the group alsc operates defined contribution
pensicn schemes. Payments are charged as employee costs
as thay fall due. The group has no further payment obligations
once the contributions have been paid.

Share-based compensation arrangements

The group operates equity-settled, share-based compensation
plans. in accordance with the transitional provisions, IFRS 2
‘Share-based Payments’ has been applied to all grants of
equity instruments after 7 November 2002 that were unvested
as of 1 April 2004,

The group issues equity-settled share-based payments to
certain employees. Equity-settled share-based payments are
measured at fair value at the date of grant. The fair value
determined at the grant date Is expensed on a straight-ling
basis over the vasting pertod, based on estimates of the
number of cptions that are expected to vest. Fair value is
based on both simulation and binomial models, according
to the relevant measures of performance.

At each balance sheet date, the group revises its estimate
of the number of options that are expected to become
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exercisable with the fmpact of any revision being recognised
in the income statement, and a corresponding adjustment
to equity over the remaining vesting perlod. The proceeds
received net of any directly attributable transaction costs are
credited to share capital (nominal value) and share premium
when the options are exercised.

o} Provisions

Provisions are recognised when the group has a prasent

legal or constructive obligation as a result of past events, it is
probable that an outfiow of resources will be required to settle
the obligation, and the amount can be reliably estimated,

Environmental expenditure that relates to current or future
revenues is expensed or capitalised as appropriate.
Expenditure that relates to an existing condition caused by
past operations that does not contribute to current or future
earnings is expensed. Liabilities for environmental remediation
costs are recognised when there is a legal or constructive
obfigation, environmental assessments or clean up are
probable, and the assoclated costs can be reliably estimated.

p} Revenue recognition

Revenue represents the fair value of the income receivable
in the orcinary course of business for goods and services
provided. Where relevant, this includes an estimate of the
sates value of units supplied to customers between the date
of the last meter reading and the period end, exclusive of
value added tax and foreign sales tax.

The group recognises revenue generally at the time of

delivery and when ccliection ¢f the resulting receivable is
reasonably assured. Should the group consider that the criterta
for revenue recognition are not met for a transaction, revenue
recognition would be delayed until such time as the transaction
becomes fully earned. Payments received in advance of
revenue recognition are recorded as deferred revenue.

The group’s business process outsourcing division enters
into long-term service contracts. In accordance with 1AS 18
‘Revenue’ the group recognises revenues under these
contracts using the percentage completicn method and
applying a cost-to-cost methodology. Further detail in relation
o revenue recognition policies is provided on page 73.

q) Grants and contributions

Grants and contributions receivable in respact of property,
plant and equipment are treated as deferred income, which is
credited to the income staterment over the estimated econamic
lives of the related assats.

r) Leases

Leases are classified according to the substance of the
transaction. A lease that transfers substantially all the risks and
rewards of ownership to the lessee is classified as a finance
lease. All other leases are classified as operating leases.

Finance leases

Finance leases are capitalised in the consolidated balance sheet
at their fair value or, if lower, at the present value of the minimum
lease payments, each determined at the inception of the lease.
The corresponding liability is shown as a finance lease obligation
to the lessar. Leasing repayments comprise both a capital and
a finance element. Where the lease is of a fixed interest nature,
the finance element is written off to the income statement so as



to produce an approximately constant periodic rate of charge

on the outstanding obligation. Where the lease is of a floating
interest rate nature, the finance element written off to the income
statement reflects the floating interest rate charge incurred during
the period on the outstanding obligation. Such assets are
depreciated over the shorter of their estimated useful lves and
the pericd of the lease.

Operating leases
Cperating lease rentals are charged 1c the income statement
on a straight-ine basis over the pericd of the lease.

s) Critical accounting policies and key sources of
estimation uncertainty

in the process of applying the group's accounting policies, the
group is required to make ¢artain éstimates, judgements and
assumptions that it believes are reasonable based upon the
information available. These estimates and assumptions affect
the reported amounts of agsets and liabiiities at the date of the
financial statements and the reported amounts of revenue and
expenses during the periods presented.

On an ongoing basis, the group evaluates its estimates
using historical experience, consuitation with experts and
other metheds considered reasonable in the particular
circumstances. Actual results may differ significantly from the
estimates, the effect of which is recognised in the period in
which the facts that give rise to the revision become known.

The following paragraphs detall the policies the group believes
to have the most significant impact on the annual results
under IFRS.

Carrying valug of long-lived assets

The carrying value of property, plant and equipment (PPE)

as at 31 March 2006 was £8,543.9 milion, Additions to PPE
totalled £539.4 million and the depreciation charge was £278.2
million in the year ended 31 March 2006, The estimated useful
economic lives of PPE are based on management’s judgement
and experience. When management identifies that actua!
useful lives differ materiglly from the estimates used to
calculate depreciation, that charge is adjusted prospectively.
Due to the significance of PPE investment to the group,
variations between actual and estimated usefis lives could
impact operating results both positively and negatively,
although historically, few changes to estimated useful lives
have been required.

The group is required to evaluate the carrying values of

PPE for impairment whenever circumstanges indicate, in
management’s judgement, that the carrying value of such
assets may not be recoverable. An impairment revisw reguires
management to make subjective judgements concerning the
cashflows, growth rates and discount rates of the cash-
generating units under review.

Revenue recoghnition

The group recognises revenue generally at the time of

dalivery and when collection of the resulting receivable is
reasonably assured. Should management consider that the
criteria for revenue recognition are not met for a transaction,
revenue recognition would be delayed until such time as the
transaction becomes fully earned. Payments received in advance
of revenue recognition are recorded as deferred revenue.

For licensed multi-utility operations, the group raises bills and
recognises revenue in accercance with its entiternent to receive

revenue in iine with the limits established by the pericdic
regulatory price review processes. For water and wastewater
customears with water meters, the receivable billed is dependent
upon the volume supplied including an estimate of the sales
value of units supplied between the date of the last meter
reading and the year end. Meters are read on a cyclical hasis
and the group recognises revenue for unbilled amounts based
on estimated usage from the last billing through to the end of
the financial year. The estimated usage is based on historic
data, judgement and assumptions; actual results could differ
from these estimates, which would result in operating revenuas
being adjusted in the period that the revision to the estimates
is determined. For customers who do not have a meter, the
receivable billed is dependent upon the rateable value of the
property, as assessed by an independent rating officer.

The custemers of the electricity distribution business are

the electricity supply companies that utilise United Utilities
Electricity’s distribution network to distribute electricity from
generators to the end consumer. The receivable billed is
dependent upaon the volume of electricity distributed, including
estimates of the units distributed to customers, The sstimated
usage is based on historic data, judgement and assumpticns.
Operating revenues are gradually adjusted to reflect actual
usage in the period over which the meters are read.

For the group’s other businesses (infrastructure management
and business process outscurcing), revenue s recegnised in
line with activity and performance, normally using amounts
specified in contractual obligations and when collectability

is reasonably assured. In general:

* variable revenues, for example, revenues dependent upon
custorner volumes in the period, are recognised only when
those variable activities are performed;

* performance incentives are recognised I revenue only to
the extent that incentives are reasonably considered to have
been earned;

* revenue received in advance of performance is recognised
as deferred income. When performance occurs, the deferred
income is released and simultaneously reported as revenue;
and

¢ set-up fees received from clients as contributions 1o
costs are credited 10 deferred income when received and
recogrised in revenue {i) as costs are incurred for fees
identified as being against transition cests; or (i) over the
expected life of fixed assets if the fees are received as a
contribution to assets; or (i) over the period of the contract
in line with activity or performance levels for fees not
identified against delivered services.

A breakdown of revenues by activity is contained in note 1
to the consolidated financial statements.

Provision for doubtful receivables

At each balance sheet date, the company and each of its
subsidiaries evaiuate the collectability of trade receivables
and record provisions for doubtful receivables based on
experience. These provisions are based on, amongst cther
things, comparisons of the relative age of accounts and
consiceration of actual write-off history. The actual level of
receivables collected may differ from the estimated levels of
recovery, which could impact operating results positively or
negatively. As at 31 March 2006, the group's gross trade
receivables were £387.0 milion and the provision for doubtful
receivables was £1585.6 million,
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Accounting policies continued

Accounting for provisions and contingencies

The group is subject to a number of claims incidental to

the normal conduct of its business, relating 1o and including
commercial, contractual and employment matters, which

are handled and defended in the ordinary course of business.
The group routinely assesses the fikelihood of any adverse
judgements or cutcomes to these matters as well as ranges
of probable and reascnably estimated logses. Reasonable
estimatss involve judgements made by management after
considering information including notifications, setflements;
estimates performed by independent parties and legal counsel,
available facts, identification of other potentially responsible
parties and their ability to contribute, and prior experience.

A provision Is recognised when it is probable that an obligation
exists for which a reliable estimate can be made of the obligation
after careful analysis of the individual matter. The required
provision may change in the future due to new developments
and as additional information becomes available. Matters that
either are possible cbligations cr do not meet the recognition
criteria for a provision are disclosed, unless the possibility of
transferring economic benefits is remote.

Goodwill

The group records all assets and labilities acguired in purchase
acquisitions, including goodwill, at fair value. Goodwill is not
amortised but is subject, at a minimum, to annual tests for
impairment. The inttial goodwill recorded and subsequent
impainment analyses reguire management tc make subjective
judgemernts concerning the fair value of cash-generating units.
Estimates of fair value are consistent with market information
and the group’s plans and forecasts. As at 31 March 2006,

the net carrying value of goodwill was £153.1 million.

Retirement benefits

The group operates two defined benefit schemes, one

of which has a defined contribution section, which are
independent of the group's finances. Actuarial valuations of
the schemes are carried out as determined by the trustses

at intervals of not more than three years. The pension cost
under 1AS 19 is assessed in accordance with the advice of

a firm of actuaries based on the latest actuarial valuation and
assumptions determined by the actuary. The assumplions are
based on information supplied tc the actuary by the company,
supplemented by discussions between the actuary and
management. The assumptions are disclosed in note 19.
Cperating results are affected by the actuarial assumptions
used, These assumptions include investment returns on the
schemes’ assets, discount rates, pay growth and increases
to pensions in payment and deferred pensions and may differ
from actual results due o changing market and econcmic
conditions and longer or shorter lives of participants,

Derivatives and borrowings

The group's default treatment is for borrowings to be carried
at amortised cost, whilst derivatives are recognised separately
on the balance sheet at fair vaiue with movements in those fair
values reflected through the income statement. This has the
potential to introduce considerable valatiity to both the income
statement and balance sheet. Therefore, for fair value hedges,
changes in the recognised value of hedged debt that are
attributable to the hedged risk are adjusted through the
income statement. in the case of cashflow hedges,
movements in the fair value of derivatives are deferred within
reserves until they can be recycled through the income
statement to offset the future income statement effect of
changes in the hedged risk. In order to apply this treatment,
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it must be demenstrated that the derivative has been, and

will continue to be, an effective hedge of the hedged risk within
the debt item. Changes in the fair value of all derivatives are
recognised in the Income statement, except for derivatives
that are designated and effective in terms of cashflow hedging
relationships, in which case the gains and losses are deferred
in equity. The group applies the fair value through profit or loss
option where the complexity of the swaps means that they are
disallowed from being allocated in a hedge refaticnship despite
there being significant fair value offset between the hedged
itemn and the derivative itseif. This area is considered to be

of significance due to the magnitude of the group's level

of borrowings.

Recently issued accounting pronouncements

international Financial Reporting Standards

At the date of authorisation of these financial statements, the
following relevant standards and interpretations were in issue
but not yet effective. The directors anticipate that the adoption
of these standards and interpretations will have no material
impact on the group's financial statements. The directors
anticipate that the group will adopt these standards and
interpretations on their effective dates,

IAS 1 Amendment ~ Capital disclosures, is effective for periods
commencing on or after 1 January 2007

IAS 39 Amendment — Cashflow hedge acceunting of forecast
intra group transactions, issued in April 2005, is effective for
periods commencing on or after 1 January 2006

1AS 39 Amendment - The fair valug option, issued in
Jure 2005, is effective for periods commencing cn or after
1 January 2006

IAS 39 Amendment ~ Financial guarantee contracts, issued
in August 2005 is effective for periods commencing on or after
1 January 2006

IFR3 7 Financial instruments: Disclosures, issued in August
20085, is effective for periods commencing on or after
1 January 2007

IFRIC 4 Dsterrmining whether an arrangement contains a lease,
issued in December 2004, is effective for pericds commencing
on or after 1 January 2008

IFRIC 8 Scope of IFRS 2, issued in January 20086, is effective
for pericds commencing on or after 1 May 2006

IFRIC 9 Reassessment of embedded derivatives, issued
in March 2008, is effective for periods commencing on or
after 1 June 2006

Interpretations in issue but not considered relevant 1o the
activities of the group are as follows:

IFRIC 1 Changes in existing decommissioning, restoration
and similar liabifities

IFRIC 2 Members’ shares in cooperative entities and
similar instruments

IFRIC 5 Rights to interests arising from decommissioning,
restoration and environmental rehabilitation funds

IFRIC 8 Liabilities arising from participating in a specific market
- waste electrical and electronic equipment

IFRIC 7 Applying the re-statement approach under IAS 29
Financial Reperting Hyperinfiationary Economies,



Notes to the consolidated financial statements

1 Segment reporting

The group’s revenue predominantly arises from the sale of senvices.

For management purposes, the group is organised into three major operating divisions (2005: four). These divisions form the basis on which
the following primary segment information is reported.

The group was also previously involved in telecommunications. That operation was discontinued with effect from 26 February 2008 {see note 7).

Trading between segments is carried out on an arm’s length basis and transactions are priced accordingly. External market prices are used
where available; where not available, margins generated are compared to those generated from external sales and adjusted where necessary.

Licensed Business

multi-ytility Infrastructure process

operations management outsourcing Unallogated Eliminations Group
Year ended 31 March 2006 £m £m £m £m £m
Continving operations
Revenue 1,602.9 692.3 404.7 - (213.1) 2,386.8
Segmental operaling profit from coniinuing operations
before pension settlements, amonisation of cerzain
intangitle assels™ and rastructuring costs 6562.3 35.5 10.2 6.7 - 764.7
Pension settlements - - 10.6 - - 10.6
Segmenta: operating profit from continuing operations
before arnortisation of certain intangible assets” and
restructuring costs 652.3 95.5 208. 6.7 - 775.3
Amortisation of certain iniangidle assets” - (t.1) 8.7) - - 9.8)
Restructuring costs (0.1} 4.7 (20.7) - - (25.5)
Segmental operating profit/(loss) 652.2 89.7 (8.8) 6.7 - 740.0
Invastment income 54.0
Cair vaiue loss on debt and dervative nstrurnents (15.7)
Ciher france expense (339.0)
Profit before taxation 439.3
Taxation 120.3)
Profit for the year from continuing coperations 319.0

Pension settlements arise In the normat course of business at the commencement of and exit from long-term contracts in the business

process outsourcing and infrastructure management segments of the group.

* 'Amortisation of certain intangible assets' relates to the amortisation of certain intangible assets charged to the income statement during
the year in respect of intangible assets arising on acquisitions undertaken since the date of transition to IFRS 3 'Business Cormbinations'
{3 April 1999). Prior to the adoption of IFRS, the value of such intangible assets would have been reflected within goodwill.

Restructuring costs principally relate to severance and programme costs in the business process outsourcing segment and are disclosed
separately as the directors consider that they are material and this provides for a more representative view of underlying segmental business

performance. The amount of restructuring costs relating to employee benefits expense, including pension costs, is disclosed in note 2.

Restructuring costs are summarised in the table below:

Licensed Business

Restructuring costs multi-utility Infrastructure Process
operations managemeant outsoUIcing Unallecated Group
2006 rm N £m £m £m
Wages ard salariss 0.1 1.7 9.2 - 1.0
Pension costs ~ 1.1 25 - 3.6
Dthar - 1.9 9.0 - 10.9
0.1 4.7 0.7 - 258.5
Lt Gt
2005 L om
Wages and safzries 0.2 2.2
Pension costs - ne 129
Oiher 0.9 A 26
22.9 <) 4.8 0.4 247
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Notes to the consolidated financial statements continued

1 Segment reporting continued

Period ended
26 February 2006
Telecommunications

Discontinued cperation (note 7) £m
Revenue

External sales 163.6
Intra-groun sales 1.8
Total reventie 175.4
Operating expenses [193.0¢
Loss before taxation (17.6)
Taxation on logs 8.6
Loss for the period from discontinued operation 9.0
Adiusiment 10 vaiue before taxation (147.7}
Taxation on adjustmant to valua 316
Net adjustment to value {116.1)
Loss on digsposal of discontinued operation 9.1}
Taxation on kss on disposal of discontinued operaton 23.4
Net profit on disposal after taxation 14.3
Totat loss for the period from discontinued operation (110.8)

At 30 September 2005, on recognition of the assets and liabllities of the Your Communications business as a disposal group in accordance
with IFRS 5 ‘Non-current Assets held for Sale and Discontinued Operations’, an adjustment to fair value was recegnised. The adjustment to
carrying value of £147.7 million was allocated against property, plant and equipment £105.4 million (see note 10}, goodwill £24.4 million (see
nate 11) and other intangible assets £17.8 million {see note 12). Your Communications has subsequently been sold, post impairment, giving
rise to a pre-tax loss on disposal of £9.1 million. The post-tax profit on disposal represents the fair value of the consideration received less the
carrying amount of the subsidiary’s nat assets and attributable goodwill, net of the associated tax credit and transaction costs.

Licensed Business

it -utiiity infrastructure process

operations management cutsourcing Unallecated Elimirations Group
Year ended 31 March 2006 £m £m £m £m fm £m
Continuing operafions
Other information
Capital additions 511.9 49,2 205.0 57 - 771.8
Depreciation and amortisation 265.3 17.5 37.5 - - 320.3
Balance sheet
ASSETS
Segment assais 9,426.6 701.9 32141 846.5 - 11,296.4
LIABILITIES
Segment liabiities (6,406.5) (495.3) (175.3) {1,588.4) - (8,665.5)
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1 Segment reporting continued

¥

opargtions Unnliosared Efimiraticns Group
Year ended 31 March 2005 m M Cm £m
Continuing operations
Revenue 13847 306.4 - [189.8) 21037
Segmental operating profit from continuing operations
before pension seflements, amortisation of certain
nanginie assets® and restructuring costs 564.6 24.3 4.8 6759
Pension setllernents 7B
Segrnental operating prafit from continuing operations
oefore amoriisation of certain intangible assets” and
regtructuning costs 564.6 223 4.8 8837
Amortisation of ceriain intangitle assets’ - 3.2) 2.8)
Resiniciuring tosis 4.9 . (287
Segmental operating profit 6.2 4.4 - B51.4
Investrnent ncome 38.3
Othor fnance expense {322.1)
Praofit before taxation 365768
Taxation 196.1}
Profit for the year from continuing operations 275

Discontinued operation (note 7)

Teicoonmy

Revenue

External sales 219.4

Inra-group sates 4.3

Total revenue 233.7

Operatng expenses {245.2)

088 before taxation {+1.5)

‘faxation on logs 2.1

+.08s for the year from discontinued operation 9.4)
Elirrirationr:s G

Year ended 31 March 2005 ) im

Continuing operations

Other information

Capital additions 803.9 42.0 10.1 - 8902.6

Depreciation ard amoriisation 2823 29.0 {31} - 3307

Balance sheet

ASSETS

Segment assets 8,885.2 204.2 584.5 - 10,149.3

LIABILITIES

Segrment fiabilties (8,223.8 1156.7) {1.229.%) - 8.004.9)

Revenue from the group's discontinued operation was derived principally from the United Kingdom.

f the group's consolidated revenue and assets for continuing operations, greater than 90 per cent is derived from custormers located in
the United Kingdom, for both of the years endad 31 March 2006 and 31 March 2005, and hence no geographical analysis is presented.
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Notes to the consolidated financial statements continued

2 Directors and employees
Directors' remuneration

2006 e
£m m
Fees to non-executive directors 0.6 63
Saares 1.8 1.4
Benefits 0.1 0.2
Bonus 0.8 0.8
Share-based payments 1.0 0.5
4.3 3.4
Remuneration of key management personnel
2006 20053
£m i
Sararies and ehort-ternt employee benefits 4.9 5.1
f*ost employment benefits 2.9 1.8
Share-based payments 2.3 1.2
101 g1
Key management psrsonnel comprises all executive directors and certain senior managers who are members of the executive leadership team.
Employes costs
Group Company
2006 2005 2006 20
£m L £m fim
Wages and salarieg 442.2 397.7 10.0 14.4
Sociai security costs 37.8 31.8 11 1.2
Pension costs 3r.0 476 4.1 a5
517.0 477 15.2 i
Capital schemes and ¢harges against provisions (88.0) 84.3) -
Amounis attributable to continuing operations 429.0 392.8 15.2 19.1
Emplovee benefit expense attributable fo discontinued operation 24.7 31 - -
453.7 423.9 15.2 181
lLess: empiovee benefit expense attributabie 10 joint vertures {4.3} (5.2} -
44%.4 418.7 15.2 10,1

In addition to the above, restructuring costs disclosed on the face of the income statement and in note 1 include wages and salaries expense
of £11.0 million (2005: £12.2 mition) and pension costs (see note 19) of £3.6 million (2005: £14.9 million).

Average number of employees during the year (fuli-time eguivalent)

2008
nurmber i
Licansed mivlt-utlity operations 4,775 4 889
Infrastruciure rmanagement 3,269 2,510
Businegss process outsourcing 8,203 7,683
Telecommunications (discontinued operation) 653 682
Other activities 129 161
17,029 15,4635
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3 Operating profit

The following items have been included in arriving at the group’s operating prefit and the loss from the discontinued operation:

Continuing pperations Discentinupd gperation Total Total
2006 B 2006 2005 2006 2005
£m m £m m £m m
Employee benefits expense
Employee costs (see note 2) 429.0 . 392.8 24.7 31 453.7 423.9
Depreciation and amortisation expense
Deprecation of property, plant and scuipment:
Owned assets (see note 10) 263.3 266.6 13.2 209 276.5 2875
Uneer finance leases (see note 10) 17 1.7 - 1.7 1.7
Armortisation of other irfangibie assets (see note 12) 55,3 G2.4 4.9 6.8 60.2 69.2
Other income
Profit on disposal of property, plant and equipment {4.8) 15,43 - 4.8y {4.4)
Other operating costs
Other operating leases payable:
© Proparty 11.4 9.3 - 38 1.4 t31
Plant and eguipment 3.2 4.8 - 0.7 3.2 5.6
Armortisation of government grants (t1.4) (10.5) - [11.4) (105
Festnuctunng cosis 255 28.7 - 255 2.7
Rasearch and develomment expanses 1.9 0.8 - - 1.9 0.8

During the year, the group obtained the following services from the group’s auditors, at costs detailed below:

2006
Year ended 31 March £m
Audit services
Statutory audit C.9 0.6
Audit reiated regulatory 1eporting 0.7 0.7
18 1.3
Tax servicas - acvisory services - 0.3
Other senvices 0.8 0
2.5 1.7
Other services relate to fees for the divestment of Your Communicaticns and assistance with acquisitions.
4 Investment income
2006 e
£m [
Interest receivanie 38.9 344
Prgiorence dhvidends receivable 0.3 398
Foreign exchange gaing on forward contracts 16.8 -
54.0 38.3
5 Finance expense
2006 25
£m £
fnterest payanie on bank borowings 335.5 318.9
Interest payable on finance leases 3.5 3.2
Other firance expense 333.0 3
Fair vaiuie loss on deb! and derivalive nstruments 15.7
354.7 3de.t
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Notes to the consolidated financial statements continued

6 Taxation

o ) 2008
Continuing operations £m
Currant tax: .

LK corporation tax 57.4 6.5
Foreigh tax 3.4 7
Prior year (13.1) 342
Deferred tex:
Current year 64.6 102.5
Prior year 8.0 238
Total tax charge 120.3 961
. ) . 2006 208
Discontinved operation P e
Current tax:
UK corporation fax (46.9) {1.7)
Prior year 11.2 -
Defarred tax:
Currant vear 11.6) 0.4
Prior year (16.3) -
Total tax credit for the period/year (63.8) @emn
The tables below reconcile the notional tax charge at the UK corporation tax rate to the effective tax rate for the year:

. ) 2008 2005
Continuing operatiohs £m Y rm 4
Profit before tax 439.3 367.6
Tax at the UK comporation tax rate of 30% 131.8 30.0 1103 30.0
Adiustments in respect of prior period (5.1} 1.2} {7.6) z.1
Net incomie rot taxable less expenses not deductitle 6.4} {1.4) 6.8 {1.8)
Total tax charge and effective tax rate for the year 120.3 27.4 96.1 261

. . . 2006 0%
Discontinued operation £m % Cm £
Loss before tax (17.6} (11.5)

Tax at the UK corporation fax rate of 30% {6.3} {30.0) (3.5} B30.0
Adjustments in respect of prior perod {3.3) {18.9} 1.4 147
Total tax credit and effective tax rate for the period/year on operating i0ss (8.6} {48.9) 2.1 {18.3)

7 Discontinued operation

On 26 Fsbruary 2008, the group sold the Your Communications business'as part of the declared strategy of a progressive exit from the
telecoms market. The purchaser was THUS Group plc and the consideration comprised an initial consideration of 391,532,832 ordinary
shares with a market value ¢f 15.5 pence sach (in aggregate £60.7 million), together with the option to acquire up to a further 4.8 per cent cf
shares in THUS Group plc dependent upon the future share price of THUS Group plc. This option is valued at £13.2 million at 31 March 2006
and is held within non-current derivative assets {see note 18). The resuits of Your Communications have been disclosed as a discontinued
operaticn in the group’s financial statements. The detailed trading results and gain on disposal of Your Communications for the period ended
26 February 2006 and the loss for the year ended 31 March 2005 Is provided in note 1. Cashfiows in relation to the discontinued operation

are separately disclosed in the group’s cashflow statement.

The net assets of Your Communications at the date of dispesal and at 31 March 2005 were as follows:

28 February 2006

31 Mreh 20040

£m m
Other intargible assels 7.9 54
lart and equipment 55.8 168.7
Invertones 7.4 [
Trade recevaoles 40.3 481
Cash and shori-term deposits - 8.7
Retirerment benetit (obligation)/surplus 8.3) 2.8
Trade payables (25.7) 1405
Norn-current fahilties 0.2 {0.5)
77.2 2426

Loss on disposal before taxation (8.1}

Toral fair vaiue of consideration satisfied by ordinary shares ang contingent share ogtons 1288 transaction costs 68.1
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8 Dividends

2006
fm
Amounts recogrised as distributions to equity hoiders in the year comprise:
Ordinary shares:
Final dividend for the year ended 31 March 2005 at 28.681 npence per share (2004: 29.88 perce) $72.0 166.0
Interim dividend for the year ended 31 March 2006 at 14.29 pence per share (2005: 13.82 pence) 124.8 82.4
A shares:
Firal dividend for the year endeg 31 March 2005 at 14,307 pence per share (2004: 14.90 pence) 47.4 46,2
Interirn dividend for the year ended 31 March 2006 at nil pance per share (2005: 6.908 pence) - 22.9
344.2 318.0
Proposed final dividend for the year ended 31 March 2006 at 29.58 pence per share {2005: 28.81 pencel 259.0 2184

The proposed final dividends for the vears ended 31 March 2006 and 31 March 2005 were subject to approval by equity holders of the
company and, hence, have not been included as liabilities in the financial statements at 31 March 2006 and 31 March 2005 respectively.

The first dividend for which the inftial A shares ranked was the 2003/04 interim dividend. The amount of the dividend was 50 per cent of that
paid on an ordinary share, In July 2008, following completion of the second stage of the rights issue, the A shares were consclidated and
reclassified as ordinary shares on the basis of one ordinary share for two A shares.

Final dividends in respect of the year ended 31 March 2005 and interim dividends recognised in the year ended 31 March 2005 have been
re-presented following the rights issue.

9 Earnings per share

2006 2008
Profi for the firanclal year attricutabie to equity holders of the company £207.9m D260.3m
Profit for the financial year attrioutable (o equity holders of the company — continung operations £318.7m E260.7m
2006 S
Earnings per share from continuing and discontinued aperations
Basic 24.3p 33.3p
Diluted } 24.2p a0.1p
Earnings per share from continuing cperations
Basic 37.3p 34.5p
Dihsted 37.1p 3120
Adjusted basic earnings per share 50.5p 54.5p

Basic eamings per share has been calculated by dividing profit for the financial year attributable to equity holders of the company by 853.9 million,
being the weighted average number of shares in issue during the year (2005: 781.0 million re-presented following the rights issus).

Diluted earnings per share has been calculated by dividing profit for the financial year attributable to equity holders of the company by
858.4 million, being the weighted average number of shares in issue during the year including dilutive shares (2005: 885.2 million re-presentad
following the rights issue).

The weighted average number of shares can be reccnciled to the weighted average number of shares including dilutive shares as follows:

2006

million
Average numier of ordinary shares in issug - basic 853.9 8.0
Average number of potentally dilutive ordinary shares under ogiion 31 4.7
Number of ardinary shares that would have bees issued at far value (4.6 B.8)
Nurmber of A sharas isstied in 20065 {ordinary share eguivalent) - 169.6
MNumber of A shares that would have been issued at fair valug (ordinary share equivaiant) - 91.3
Average numier of ordinary shares - difuted 858.4 BE5.2

The five-for-nine rights issue, structured so that the proceeds were received in two stages, was approved at the extraordinary general meeting
of shareholders on 26 August 2003. The first tranche of the proceads, received during Septermnber 2003, raised £501.2 million (net of costs)
rom issuing 309,286,997 A shares. The second tranche of proceeds received in June 2005 raised £508.1 milion {net of costs), reflecting the
Subscription of 309,286,397 further A shares. In July 2005, all A shares were then consolidated and reclassified as ordinary shares on the
asis of one ordinary share for two A shares.

For the purposes of calculating the weighted average number of shares Used in the earnings per share calculations, the A shares have been
treated as part paid ordinary shares, two A shares being equivalent to cne ordinary share, for the period prior to their consolidation as ordinary
shares in July 2005,

The difference between the weighted average number of shares used in the basic and the diluted earnings per share calculations represents
those crdinary shares deemed to have been issued for no consideration on the conversion of all potential dilutive ordinary shares in
accordance with |AS 33 ‘Earnings Per Share'.
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9 Earnings per share continued

The basic and diluted weighted average number of shares have been re-presented for all periods prior to the second stage of the rights issue
to reflect the bonus element of the rights Issue as required by |AS 33. The adjustment factor, based on the consideration received from the
second stage of the rights issue, is 1.0962, calculated using 853.5 pence per ordinary share, being the closing price on 27 June 2005, the
last day on which A shares were fraded with the rights.

Adjusted basic earnings per share
Adjusted basic earnings per share has been calculated by dividing adjusted profit for the year {see below) by the weighted average number
of shares in Issue. The adjusted profit for the year is as follows:

2006
Year onded 31 March £m
Profit for the year attrbutable o equity holders of the company 207.9
Restructuring cosis 255
Loss for the peried from discontinued oneration 110.8
Deferred 1axation charge 7286
Fair vaiue i0ss on debt and derivative instruments (et of current tax credit) 14.7
Adjusted profit for the year 431.5 425.5

I the opinion of the directors, adjusted basic earnings per share, relating to continuing operations and excluding deferred tax, the impact of
|AS 39 ‘Financia! Instruments: Recognition and Measurerment”, and restructuring costs, provides for a more representative view of underlying
performance. The adjustment for deferred tax is consistent with the Ofwat treatment of deferred tax In its price setting methodology.

10 Property, plant and equipment

Inleastruciure

assels Totui
Group T om
Cost
At 1 April 2004 3586 5,087.8 B12.5 1,142.5 3,930.5
Additions 3.1 142.8 54.7 567.7 841.0
Transters ) 49 300.9 46.5 (498.0) -
Disposals (12.5) {65.4) 68.0) 50 1168.3)
Currercy transiation differences a7
At 31 March 2005 3521 5,476.1 5457 1,207.2 10,607.9
Additions a.7 173.4 a7 2889.7 539.4
Acquistions - - 4.6 - 40
Transfers 5.3) 136.7 24.% {©72.7) 115.6)
Disposals (11.9) (13.4) (150.8) {14.0) {426.8)
Currency tranglation differences G.1 2.6 Q.1 o 27
At 31 March 2006 344.7 3,200.6 5,864.4 5124 790.3 10,712.4
Accumulated depreciation
At 1 Apris 2004 103.0 2.3 1,510.8 280.8 - 1.048.0
Charge for the year 11.8 28.4 182.3 60.7 - 280.2
Transfers - 10.2) 02 -
Disposals 9.6) 4.8) 227} 67.1) 164.0)
Currency tranglation differences - 2.2 - - - 2.2
At 31 March 2005 106.2 658.3 16703 2596 - 2.133.4
Charge for the year 126 273 192.5 45.8 - 278.2
Transfers (7.8 - 0.1) (2.0 - 9.9
Disposals 6.1 15.0) (238.4) (82.71 (7.1} 1339.3)
Adiustment 1o vaiue (see notes 1,7} - - 888 8.5 71 105.4
Currendy transiation difterences 06 .1} 0.7 - 07
At 31 March 2006 103.9 91.2 1,713.0 260.4 - 2,168.5
Net book value at 31 March 2006 240.8 3,108.4 4,151.4 252.0 790.3 8,543.2
Nat ook value at 31 March 2005 246.9 2,958.5 3,805.8 2561 1,207.2 Ba7as

The carrying amount of the group's operational assets, fixtures, fittings, tools and equipment includes an amount of £68.1 million
{2005: £69.6 million) in respect of assets held under finance leases.

At 31 March 2008, the group had entered into contractual commitments for the acquisition of property, pfant and equipment amounting
to £183.1 million {2006: £263.0 million).
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10 Property, plant and equipment continued

Company

Cost

AT Apri 2004, 3% March 2005 and 37 March 2008 . 4.8
Accumulated depreciation

At 1 Apri 2004 3.9
Charge tor the year 0.1
At 31 March 2005 and 31 March 2006 4.0
MNet book value at 31 March 2005 and 31 March 2006 0.8

The company had no contractual commitments for the acquisition of property. plant and equipment at 31 March 2006 or 31 March 2005,

11 Goodwill

Group £in
Cost

AL 1 April 2004 ' 86.8
Additions 268
Disposals {(11.0
Currancy translation differences 2.0
AL 31 March 2005 100.6
Additions 758
Adiustment to value (see notes 1.7) 24.4)
Jurrency transtation differences 14

At 31 March 2006 1631

Goodwilt is subject to annual impairment testing, or more freguently if there are indications of impairment. The recoverable amounts of the cash-
generating units {'CGUs") are determined from value-in-use caloulations that use amounts from approved budgets and plans, The discount rate
applied to the cashflow projections was 11.9 per cent. The range of growth rates used af 2.5 to 3.0 per cent was based on incustry growth rates.

Goodwill is allocated to the appropriate GG identified according to the business segment. The net book value of goodwill Dy these segments
was as follows:

Group

2006 2305

fm m

Telecommunications (discontnued operation) - 234
Infrastructure managemant 6.2 8.2
Business process outsoursing 145.9 710
1531 1006

During the year. an impairment, described herein as adjustment to value, of £24.4 million was recognised in respect of the goodwill of the
teleccmmunications division, Your Communications (see notes 1 and 7).

There have been no other goodwill impairments identified during the year.
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12 Other intangible assets

Oither Toia
Group m om
Cost
Ab 1 Agrl 2004 393.2 109.6 502.8
Adciditions - purchased 7 34.8
Disposuls 33.6) 2.5) 36.1)
Ar 31 March 2003 3937 7.8 5015
Additions - nternaky generated 1.2 1.2
Additions —~ purchasad 517 0.3 52.0
Acquisitions 6.7 83.4 G691
Disposais (1H4.9) {70.6) {230.5)
At 31 March 2006 292.4 130.9 423.3
Amortisation and adjustment 1o value
At 1 Aprit 2004 224.2 48.9 273
Chiarge for the year 59.7 9.5 £59.2
Disposals (33.6) {33.8)
AL 31 March 2005 250.3 58.4 308.7
Charge for the year 455 7 80.2
Disposals 1138.4) 6.3 {189.7)
Adjustment io valug (see notes 1.7} 17.9 17.9
At 31 March 2006 157.4 28.7 187.1
Net book value at 31 March 2006 135.0 101.2 236.2
Net pook vaie at 31 March 2005 143.4 48.4 142.8

At 31 March 2008, the group had entered intc contractual commitments for the acquisition of other intangible assets amounting to £3.0 millicn

(2005: £69.0 milion). The company had no contractual commitments for the acquisition of other intangible assets at 31 March 2008 or

31 March 2005.

The ‘other’ intangible assets category relates mainly to customer related intangibles such as customer contracts and customer lists.
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13 Investments

Nan-current asset investments

Company
Cost
AL T Aprit 2004 5,738.4
Additions 29567
Adiustment 1o value (see note 23) 201.0)
At 31 March 2005 B33
Aclditions G666.6
At 31 March 2006 5,501.7
Other

Assorale invesiments Total
Group D m fmn
Cost
At 1 Aprit 2004 3.0 30
Aciditions - 0.3 0.3
Disposals 2.2 2.2)
Transfer from woint ventures - 8.9 8.9
Exchange adjustrents - 0.3 0.3
At 31 March 2006 - 0.7 9.7
Additions 60.7 85.7 146.4
Disposals - 0.4) {0.4)
Revaluation 1.6 14.6
Exchange adjustrnents Q.4 o4
At 31 March 2006 60.7 110.0 170.7

On 1 June 2005, the group acquired a 15 per cent shareholding in Northern Gas Network Holdings Limited. In the opinion of the directors,
there is no material difference between the book and falr values of this investrment.

On 26 February 2006, the group acquired 321,632,832 ordinary shares in THUS Group plc as consideration for the sale of the Your
Communications business (see notes 1 and 7). This investment, in listed equity securities, presents the group with opportunity for return
through dividend income and trading gains. These securities have no fixed maturity or coupon rate. In the opinion of the directors, there is no
material difference between the book and fair values of this investment.

The group’s 21.7 per cent investment in THUS Group ple qualfies as an associate in accordance with IAS 28 ‘Investments in Asscciates'.
Equity accounting has been applied in respect of this investment in the group’s financial statements. However, the group’s share of the post
acquisition results for the five weeks ended 31 March 2006 has not been separately disclosed in the income statement or statement of
recogrised income and expense on the grounds of materiality.
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13 Investments continued
Details of principal operating subsidiary undertakings, unlisted joint ventures and asscciates, are set out below. These undertakings are
included within the consolidated group financial statemants.

Subsichary nckrtakings:
Great Britain:

United Ultilities Water PLC Ordirary 100%* \Water and wastowale? sevices and
rebworl managernent
United! Utllities Electricity PLC Ordinary 130%* Electicity distrbution and related services
Vertex Data Sciercs Umited Ordinary 100% Busiress process outsourcing
Vertex Cusiomer Management Limited Ordinary 100%” Business process Quisourcing
Veriex Financial Services Hoidings Limited Ordinary 100%” Financial services outsourcing
15t Software Grougy Limited 1% Financia! services software
United s Intemationai Limited 100%" Consulting services and project management
Unitect s Facllides Management timited Crclirary S00% Faciitios managemernt

United Utlities Waste Managernent Limied Oudinary 0% Waste management
United Uiilities Industrial (Gwent Limited Orciinary 100%" Waste management

United Utitties Industrial Limited Ordinary 100%" Water treatment operations
United Lisies Property Solutions Limite Orclinary 100 Propery managenent
United Utilties Operational Senvices Limited Ordlirary 1009 Dperation and mantenance of waler
and wasiewaiar assets of Dwr Cymnu Waish Water
United Utilties Cperational Services {Highland) Crdirary 100%* Operation and maintenance of wastewator asseis
United Utilties Operational Services {Tay) Limited Orclirary 100%* Operation and maintenance of wastewatar assas
ifres Operational Services (Maray) Limited Orclirary 100%* Operation ang mairkenance of wastewatar assats
es Networks Limitect Ordlingry 100%:* Muiti-utilty metering and netwaork operations
United Utitties Operations Limited Ordinary 100% Gperation and maintenance of Northern Gas Networks'
gas assets and management of capilal programme
Australia:
United! Utittes Australia Pty Umited Ordivary 100%° Water traaiment oonarations, technica! and
Management sensces
United Utlities Macarthur Operatons Pty Limited Ordinary 100%* Technical and management services
Yabulu Water Pty Limfied Ordingry 100%" Technical and manapement servoes
United Utilities Victor Harbor Pty Limited Crdinary 100%* Water ireaiment oparatons
Onkaparinga Ply Limited Crcinary 100%:" Technical and maragament sanices
Canada:
Vertex Customer Management (Canacka) L Orciirary 100%” Business process olitsourcing
United States:
First Revenue Assurarce LLC Qedinary 1008 Dot coliecton agency
India:
Vertex Custorner Services India Private Limited Ordinary THU? Bugsingss prooess ousourcrg
Jaint ventures:
Great Britain:
Catchrment Limited Ordlinary 50%" Contract operahons Gnd marterancs senvices
Catchment (Tay) Umited Owdinary 33%* Contract operations and manterance senvices
Catchment (Moray) Umited Ordinary 330 Cortract operations and manterancs sen/ices
Meter Serve (North Wes?) Limited Ordinary 50%* Metenng services
Meter Serve [North Easty Limited QOrdinary a0%* Melering sanvices
UUGM Lmited Qedlinary B0%* Corsulting services and praiect managamen:
4Delvery Umitedd Ordirary 409" Consulting senvices and projest management
Australia:
Yars Yean Water Pty Limited Crdlieary H0%" Water treatrment operations
Macarthur Water Pty Limited Ordinary S04%7 Water treatment operations
Riverland Water Ply Limited Orciinary 0% Water treatrment operations
Campaspe Asset Management Services Pty Limited Orciinary 50%” Asgsel management and waler reatment
Estonia:
AS Talinna Ves! Ordirary 208.8%" Contract opsratons ard rmanionance senvices
Bulgaria:
Sofiska Voda AD. Ordinary 53.6%° Contract operatons and mantenance senices
Poland:
Agua SA Jrdinary 33.2% Contract operations and mainterance senices
Associgtes:
Great Britain:
THUS Group plc Qrdinary 21.7% Telecommurications

* Shares are held directly by United Utilties PLC except where marked with an asterisk where they are held by subsidiary undertakings.
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13 Investments continued
Adfull list of the company's subsidiary undertakings is inciuded within the company's annual return.

In relation to the group's interests in joint ventures and the financial perfermance of the group's associate, the assets, liabilities, gross income
and expenses are summarised below.

Group share al:

Assaciate 5 Joint venturos

30 Saptambaer 2005 30 Septemb 31 March 2006

£m b

Non-gurrent assets 364.8 385.7 263.8

Current assels 921 1182 106.9

Nor-current liabilties (42.4) 5.8 {215.6)

Currant dabilties [89.5) {107.3) (69.4)

325.0 348.8 85.7

6 months ended Year ended

30 September 2005 31 March 2006 il

£m £m

Gross income 176.8 165.3
Expenses (185.0) 206.6) {152.4 (104.8)
Taxation {0.3} {0.4) y (2.8} 2.2
Post tax results {8.5) (29.8) 10.1 7

The financial information presented in respect of the group's investment in its associate is derived from the latest publicly available financial
statemments, the interim financial statements as at 30 September 2005,

The joint ventures and associate have no significant contingent liabilities to which the group is exposed and the group has no significant
contingent liabilities in relation to its interests in the joint ventures and associate. :

Gurrent asset investments
Current asset investments comprise properties held for development and sale of £29.7 million {2005; £18.7 million).

14 Inventories

2008
£m
Raw materiais and finished goods 9.4
Work i progress 8.8
28.2
15 Trade and other receivables
Group
2006 2005 2006
£m o £
Trade receivablas 231.4 2178 -
Amounts owed by subsidiary undertakings - - 1,110.2 786.9
Amounis owed by related parties 0.6 - -
Other debtors 38.2 314 18.3 2.2
Prepayments and accrued income 241.9 158.2 2.1 -
5121 408.4 1,130.6 799.1
"ade and other receivables have been analysed between non-current and current as follows:
Group Company
2006 Eves! 2006
£m £ £m
Non-cument 220 23.4 - -
Current 4901 385.0 1,130.6 7G99
5121 408.4 1,130.6 799,

Trade receivables do not carry interest and are stated net ¢f allowances for doubtful receivables of £155.6 million (2005; £127.2 milion).
Allowances are estimated by management based on past default experience and their assessment of the current economic environment.

The group has no significant concentration of cradit risk with exposure spread over a large number of customers.
The directors consider that the carrying amount of trade and other receivables approximates to their fair value.

The average credit period taken on sales ranges from 38 days to 95 days due to the differing nature of trade receivables in the business
process outsourcing, infrastructure management and licensed multi-utility segments of the group.
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Notes to the consolidated financial statements continued

16 Cash and cash equivalents

Group Company

2006 2000 2006 e

£eni £ £m nrm

Cash at bark and in hand 127.0 30.4 120.4 153.9
Short-term bank degostis 1,386.5 8123 - 200.0
Cash and short-term deposits 1,513.5 802.7 120.4 353.9
Bank overdgrafts (inchided in borowings, see note 17} (69.6) ! -
Cash and cash equivalents 1,443.9 BE5.6 120.4 3539

Cash and short-term deposits comprise cash at bank and in hand and other short-term highly liquid investments with a maturity of three
menths or less.

The effective interest rate on short-term deposits during the year ended 31 March 2006 was 4.30 per cent {2005: 4.47 per cent). However, in
the year ended 31 March 2008, short-term deposits included a large number of deposits denominated In Japanese yen. Exciuding the impact
of the Japansse yen deposits, the effective interest rate on short-term deposits denominated in sterling was 4.59 per cent. These deposits
have a weighted average maturity of 13 days.

17 Borrowings

2008 2005
Group £m Pen
Bank overcrafts 69.6 37
Barnk loans and other ioans 5,550.1 0,083.2
Finance iease obligations 80.5 81.0
5,700.2 5,181.3

The borrowings are repayable as follows:
‘Within ore year 619.1 5123
From one o two years 989.5 957
From two 1o three years 765.3 0443
From three o four years 172.4 7817
From four to five years 18.3 1778
After five years 3,135.6 2.690.0
5,700.2 5,181.8

The group considers the following financial instruments to be significant:

Financial instruments WMali by
€1,000m 6.625% notes 3 Nowv 2007
€600m 4.875% notes 18 Mar 2008
€500 4.25% notes 24 Jan 2020
£300m 5.625% notes 20 Dec 2027

On total borrowings, before the impact of derivative instruments, interest rates range from 0.705 per cent to 14.83 per cent on £5,050.9
million {20056: £4,542.4 milicn} and are at floating rates on £649.3 million (2005 £638.9 milicn).

Bank overdrafts
Bank overdrafts are repayable on demand.

The weighted average rate of interest on bank overdrafts was 5.57 per cent (2005: 5.16 per cent),

Term foans

Amounts repayable on term loans after more than five years, before the impact of derivative instruments, comprise loans repayable between
2011 and 2053, Interest rates range from 1,135 per cent to 14.83 per cent on £2,729.9 milion (2005: £2,312.7 milion) and are at fioating
rates on £405.7 milion {2005: £377.3 miiliion).

The weighted average rate of Interest on term loans, before the impact of derivative instruments, was 5.54 per cent (2005; 5.88 per cent).

The group had available committed bank facilities of £1,000.0 milion (2005; £875.0 million} of which £745.4 milion was unutiised at 31 March
2006 (2005: £873.4 millicn). Of the amounts unutiised, £295.0 milion expires within one year (2005: £100.0 milion}, £125.0 milion expires after
one year but in less than two years {2005; £323.4 million), and the remaining £325.4 million expires in more than two years (2005: £450.0 miliicn).

Finance leases
An analysis of finance lease repayments is given in note 25.

The weighted average interest rate on finance leases was 6.37 per cent {2005: 5.97 per cent).
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17 Borrowings continued
Funding raised in foreign currency is swapped to sterling to match funding costs o income. The analysis of borrowings below detalls the
currency in which iterns were raised and the amounts involved before and after cumency hedging.

The group borrowings were denominated in the following currencies:

Currency Gurrency
hefare hedging after hedging
2008 2006
£m £m
Fixed rate:
Starling 2,540.0 2,580.8 1.6827.2
Linited States dofiars 877.4 862.9 1,081.8
Furos 1,492.1 1,476.6 1,480.0
Japanese yen 97.8" 108.6° 120.7
Australian doliars 22,0 22.0 22.6
Floating rate:
NG 577.3 577.5
Japanase ven - -
United States colars 13.4 13.4
Australian dolars 28.7 28.7 234
Furos 18.6 18.6 22.7
Hong Kong coliars 11.1 1.1 12,5

* Included in the above table is a loan with Japanese yen principal paying a United States dolfar coupon. Included in fixed rate borowings are sterling denominated foans of T450.0 milion
for which the principal and interest are linked 10 the Relail Price index.

The functional currency of the majority of group entities is sterling. Debt ralsed in currencies other than sterling is, in most cases, raised
in a currency other than the functional currency of that entity.

The fair values of the group's financial instruments are shown on page 90.

‘Taking into account all derivative instruments, including those not designated as a hedge relationship, borrowings can be analysed as follows:

Fixed rate pomowings Floating rata borrowings
Woighted
average Weighted
Weighted period for averago
average which rate is At fixed interest At floating
interest rates fixed interest rates rate interast rates Totat
2006 e Years £m % £m £m
Sterling 5.58 7.13 49113 5.01 676.7 5,588.0
Other 5,65 3.32 91.7 2.36 20.5 1m22
5,003.0 697.2 5,700.2
Fixed rate Darownes Floating raie borrowings
Al fived 2 Al fieating
IHErest raes rate intsrent rales
20065 %
Sterling 4,507 .4 4.85 5811 5,088.5
COther 68.2 237 246 828
45756 6OS. 7 5.181.3

Debt items held at fair value through profit or iess:

Wienvernent in (b your due 157

interest r
mxchangs {redi st
£m m at maiurly
£250m B.875% due March 2026 358.9 {13.5) 4.0} L250m
LUS$400m 6.875% due August 2028 240.1 117} 13 Sa00m
JPY1hn due 2007 4.9 - o - JPYthn
JPY3hn 0,705% due 2008 : 147 0.2 0.2 JPY36n
JPY3on 1.136% due 2073 13.6 1.2 = 1.2 JPY 3

* Due to the shod duration of these bonds, the credit margin is very nasrow and. due to the inactive markel, difficull to estimate. Therefore. changes in value shown in the table are only from
interest and exchange rate differences.
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Notes to the consolidated financial statements continued

17 Borrowings continued

Company

Excluding amounts owed to subsidiary undertakings, the company has borrowings totalling £1,359.1 million (2C05: £1,127.0 milion), of which
£478.2 milion fals due within one year, repayable within three months of 31 March 2006 with interest for the short-term period based on fixed
rates, the weighted average rate being 4.62 per cent, and after that basged on fleating rates. The remaining loans totalling £880.9 milion have
maturities and interest rates as foliows:

£14.7 million maturing in the year ending 31 March 2008 has interest charged at 0.705 per cent; £304.5 million maturing in the year ending
31 March 2009 has interest charged at 5.45 per cent on £291.7 million, at 4.21 per cent on £7.0 miflion and at floating rates on the remaining
25,8 million; £7.1 million maturing in the year ending 31 March 2010 has interest charged at floating rates.

Of the remaining monies falling due after five years, £126.2 million matures in 2018 with interest being charged at 4.55 per cent, £190.4 million
matures in 2019 with interest charged at 5.375 per cent and £238.0 mitlion with interest charged at 6.875 per cent matures in 2028.

As at 31 March 2006 the company had borrowings, excluding amounts owed to subsidiary undertakings, totalling £1,127.0 million of which
£212.1 milion feli due within one year, repayable in August 2005 with interest charged at 6.25 per cent. The remaining loans totalling £914.9
miflicn had maturities and interest rates as follows:

£16.5 million maturing in February 2008 had interest charged at 0.705 per cent; £311.6 million maturing in the year ending 2009 had interest
charged at 8.45 per cent on £298.5 million, at 4.21 per cent on £6.9 miflion and at floating rates on the remafning £6.2 miffion; £5.7 miilion
maturing in the year ending 2010 had interest charged at 3.875 per cent; £338.7 million maturing in the year ending 2019 had interest rates
of 5.375 per cent on £188.9 million and 4.55 per cent on £148.8 million; £242.4 millon was repayable in the year ending 2029 with interest
charged at 8.875 per cent.

18 Financial instruments

Group 2006 2006

Carrying Fair

valua value

At 31 March 2006 tm £m
Financial assets
Nen-current assets
Derivative financial instruments 40.8 40.8
Current assets
Cash and cash equivaienis 1,443.9 1,443.9 885.6 B865.8
Derivative financial ingirurments 48.9 48.9 - -
Financial liabilities
Non-current liabilities
Borowings (5,081.1) (5,289,1) {4,868.0) [4.788.1)
Derivative financial instruments {57.6) (57.6} - -
Current [iabilities
Bonowings 619.1) {619.1) 512.3) 1512.3)
Derivative financial insiruments (76.4) (76.4) 118.9

Financial instruments and risk management
The primary financial risks faced by the group are interest rate risk and exchange rate risk.

The board has reviewed and agreed pclicies for managing each of these risks, as summarised below. The board has also approved all of
the classes of financial instruments used by the group. The group's treasury function, which is authorizsed to conduct the day-to-day treasury
activities of the group, reports at least annually to the board. The use of financial derivatives is governed by the group's policies approved by
the board, which provide written principles on the use of financial derivatives.

Alf of the group’s activities invalve analysis, acceptance and management of some degree of risk or combination ¢f risks. The most important
types of financial risk are crediit risk, liquidity risk and market risk. Market risk includes foreign exchange, interest rate and equity price risks.

The group's risk management policies are designed to identify and analyse these risks, to set appropriate risk imits and controls and to monitor
the risks and limits continually by means of reliable and up-to-date systems. The group medifies and enhances its risk management policies and
systerns to reflect changes in markets and products. The Audit Committee, under authority delegated by the board, formulates high level group
risk management policy, monitors risk and recelives repcrts that allow it to review the effectiveness of the group's risk management policies.

Credit risk management

Credit risk is the risk that financial loss arises from the failure of a customer or counterparty to meet its cbligations under a contract. It arises
principally from lending, trade finance, treasury and leasing activities, The group has dedicated standards, paiicies and procedures to control
and monitor all such risks.

Liguidity management
The group maintains a strong liquidity position and manages the liquidity profile of its assets, liabilities and commitments so that cashflows
are appropriately balanced and all funding obligations are met when due,
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18 Financiat instruments continuad

Market risk management

tarket risk is the risk that movements in market rates, including foreign exchange rates, interest rates, equity and commodity prices will reduce
the group's income on the value of its portfolios. The management of market risk is undertaken using risk limits approved by the finance
dirgctor under delegated authority.

The group uses a variety of financial instruments, including derivatives, when raising finance for its operations in order to manage any exposure
arising from funding activity.

The group's activities expose it to the financial risks of changes in foreign currency exchange rates and interest rates. The group uses foreign
currency swap contracts, interest rate swap contracts and financial futures to hedge these exposures. The group does not use derivative
financial instruments for specufative purposes.

The counterparties to derivative instruments consist of financial Institutions and other bodies with good credit ratings. Aithough the group is
potentially exposed to credit loss in the gvent of non-performance by counterparties, such credit risk is controlled through credit rating reviews
of the counterparties and by limiting the total amount of exposure to any one party. The group does net believe it is exposed t¢ any material
concentrations of credit risk.

The group borrows in the major global debt markets in & range of currencies at both fixed and floating rates of interest, using derivatives, where
appropriate, to generate the desired effective currency profile and Interest basis.

Under an interest rate swap, the group agrees with another party 10 exchangs at specific intervals the difference between fixed rate and floating
rate interest amounts calculated by reference to an agreed notional principal amount. The notional principat of these instruments reflects the
axtent of the group’s involvement in the instruments, but does not represent its exposure to credit risk, which is assessed by reference to the
fair value.

Under a currency swap, the group agrees with ancther party to exchange the principal amount of two currencies, together with interest
armounts in the two currencies agreed by reference to a specific interest rate basis and the principal amount. The principal of these instruments
‘eflects the extent of the group’s involvement in the instruments, but does not represent its exposure to credit risk, which is assessed by
reference to the fair value.

As noted above, the group uses derivatives tc manage its exposure to curency risk on its borrowings. Subsidiary undertakings make no
significant sales or purchases in currencies other than their functional currencies. Accordingly, the group has no material unhedged foreign
CUrrency exposures,

Financial instruments utilised by the group can be summarised as follows:

Interest rate swaps
interest rate swaps are used solely to manage floating rate borrowings in order to reduce the financial risk to the group from potential future
changes In medium-term interest rates.

Financial futures
Financial futures are used to manage the group's exposure to possible future changes in short-term interest rates.

Forward contracts
The group generally hedges foreign exchange transaction exposures up to one year forward. Hedges are put in place using forward contracts
at the time that the forecast exposure becomes reascnabiy certain.

Currency swaps
The group uses currency swaps to hedge currency exposure where debt is ralsed in one currency to fund in a different currency.

Fair values of financial instruments

The fair value of derivative instruments has been calculated by discounting the future cashflows of the individual contracts using the appropriate
narket interest rate and currency rates. Where interpolation occurs at points along the curve this can significantly affect the value given to
“@se instruments. As such, changes in the frequency of points taken along the curve can affect the value of these instruments. In addition, any
changes in the assumed rates input to these models could give rise to significant changes in value, The fair values of currency and interest rate
swaps exclude the related accrued interest receivables and payables which are shown in the balance sheet separately within trade and other
payables and receivables.

Fair values have been estimated using the following methods and assumptions:

Non-current investments

The fair value of investments, for which there are no quoted market prices, approximates to their carrying value. The group’s long-term
investments are detailed in note 13. The carrying value of the group's unlisted investments is £86.8 million (2005; £0.8 milion). The carrying
valug of the group’s listed investments in THUS Group plc and Manila Water Company Inc is £83.€ million (2005: £8.9 million, Manila Water
Company Inc only}. The investiment in THUS Group plc is accounted for as an associate. The investment in Manila Water Company Inc is
valued based on published share prices, which is considered to be the fair valus.

Current assets and liabilities
Financial instruments included within current assets and liabilities {excluding cash and borrowings) are generally short-term in nature and
accordingly their fair values approximate to their book values.

Borrowings and non-equity interests (excluding foreign exchange contracts)

The canrying values of cash and shert-term borrowings and current asset investments approximate to their fair values because of the short-
term maturity of thase instruments. The fair value of long-term borrowings is estimated by discounting the future cashflows tc net present
values using appropriate market interest rates prevailing at the year end,
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Notes to the consolidated financial statements continued

18 Financial instruments continued

Currency and interest rate swaps
The group enters into currency and Interest rate swaps in order to manage its foreign currency and interest rate exposures.

The analysis in the table below illustrates the sensitivity of the market value of the group’s financial instruments to changes in interest rates.
The analysis assumes an Instantaneous 1.0 per cent (100 basis peints) move in interest rates for all maturities and currencies from their levels

at 31 March 2006 with all other variables held constant.

Market value change

Market value +1% movemant

-1% movoment

31 March 2006 in interest rate in interest rate
inferest rate moventent £m £m £m
Long-term dgbt 5,289.1) 184.8 (213.9)
Derivatives (44.3) (67.3) B86.8
Cash and short-term deposits 1,513.5 (0.6} 0.6

Hedges

Achieving hedge accounting under IAS 39 'Financial instruments: Recogniticn and Measurament’ is based on measuring the effectiveness
of the derivative as a hedge instrument as well as fuffilling hedge documentation rutes. The effectiveness test compares the change in fair
value of the designated derivative and the change in fair value of the hedged item to determine if this ratic falls within the permitted range

of 80 per cent to 125 per cent. Any derivative that falls outside the permitted range is classified as held for trading. Gains or losses on the
derivative are recognised immediately in the income statament except where the derivative is designated within an effective cashflow hedge
relationship, in which case the gains and losses are deferred in equity and are recycled through the income statement at the time the hedged
item is recognised in the income statement, Where a derivative does fall within the permitted range but is not 100 per cent effective, the
ineffective element is recognised in the income statement immediately. Those derivative instruments that are not designated in a hedging

relationship are classified as held for trading.

Where fair value hedges cccur, shown in the table below, these hedges are managing interest rate risk and/or currency risk in refation to financing.

The cashfiow hedges detalled in the table relate to the management of cashflow on a particular fioating rate loan over the reguiatory period
to 2010. The group largely manages all its financing cashflows over the observed five-year regulatory period; however, the majority of these
hedges did nct qualify for hedge accounting as they would be overlaid onte transactions which are already within fair value hedge relationships.

The group has no regular way transactions, and has not pledged collateral in refation to any of its derivative instruments.

The fair value of the derivative financial instruments as at 31 March 2006 was as follows:

Assots Liabilities
fair value fair value
£m £m

Non-current
Fair vatue hedgs derivatives 27.6 (57.7)
Opticn over THUS Group pic shares 13.2 -
40,8 (57.7)

Current

Haid for tracing dervatives 48.9 76.4)

Included in the above table Is a liability relating to a cashflow hedqe, the notional and fair value of which is Inconsequeantial. Within the year ended

31 March 2008, a movement in the fair value of the derivative of £0.7 million was recognised and taken to reserves.

The noticnal vatue of the financial instrurnents as at 31 March 2006 was as follows:

Lash Gash
instruments instruments Derivative Derivative
assets liahititics asset lags liahilities legs Total
millions milions millions millionsg rrillions
Japanese yen 160,000.0 {ZD,OOQ.O) 20,000.0 (142,857.0) (42,857.0)
Stering B898.1 (2,704.0} 5,390.0 {7,167.0) ' {3,582.9}
Furos - {2,130.0) 21200 8.0 2.0}
Urited States dolars - {1,545.0) 1,545.0 - -
Hong Kong dotiars - {150.0} 150.0 - -

For the year ended 31 March 2005 the following disclosures are relevant as reqguired by FRS 13 'Derivatives and other finangial instruments:

Disclosure”:

The carrying value of debt is shown in the balance sheet at the hedged rate. The impact of Using the hedged currency rates as opposed

to translation at year end exchange rates is £(68.1) million.

Unrecognised gains and losses on financial assets and liabilities for which hedge accounting has been used at the balance sheet date are

£152.4 million and £207.S million respectively.

As at 21 March 2005 the group anticipated that £83.5 milion of these gains and £72.2 milion of these losses would have been realised in the
year ended 31 March 2008. Of the unrecognised gaing and losses on hedges as at 1 April 2004 the net gain recognised in the profit and loss

account for the year ended 31 March 2005 was £40.2 million.
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19 Retirement benefit obligaticns

The group participates in a number of pension schemes principally in the UK. The major schemes are funded defined benefit schemes -
the United Utiities Pension Scherne (UUPS) and the United Utilities Group of the Electricity Supply Pension Scheme (ESPS) (the ‘Schemes'),
of which the ESPS is closed to new employess. UUPS also includes a defined contribution section which constitutes less than 0.5 per cent
of the total asset vaiue. The assets of these Schemes are held in trust funds independent of group finances.

The last actuarial valuations of the Schemes were carried out as at 31 March 2004, These valuations have been updated to take account of
the requirements of IAS 19 'Employee Benefits’ in order to assess the position at 31 March 2008 by projecting forward from 31 March 2004,
and have been performed by an independent actuary, Mercer Human Resource Consulting.

The company did not make any contribution to the Schemes for the year ended 31 March 2006 and does not expect to make any
contribution over the year to 31 March 2007. By exception, the company contributes to its defined contribution plan section of the Essex
County Council Pension Fund and unapproved promises, for which contributions are expected to be largely level with the current year.

On 31 March 2005, the group made lump sum payments of £216.0 millicn and £108.5 million to UUPS and ESPS respectively. The payments
were In lieu of the estimated company contributions that would have been payable for defined benefit members over the five years from 1 April
2005, Subject to the results of the actuarial vatuations at 31 March 2007, company contributions will resume from 1 April 2010. In the meantime,
the group will continue to pay contributions in respect of the defined contribution members and insurance premiurns, Other payments will be
made by the group in accordance with the funding agreement between the Trustee and the group.

The group also operates a serfes of unfunded, unapproved retirement benefit schemes. The cost of the unfunded, unapproved retirement
benefit schemes is included in the total pension cost, on a basis consistent with IAS 19 and the assumptions set cut below. In accordance
with these unfunded arrangements, the group has made payments to former directors, including lump sum payments, of £2.8 milicn in total
in the year ended 31 March 2006 (2005: £370,51Q),

The total defined benefit pension cost for the perlod was £19.4 millicn {2005: £61.9 millien), of which £3.6 million is included within
restructuring costs, (2005: £14.9 million} in respect of pension severance benefits. A pension surplus of £19.3 milion is included in the balance
sheet at 31 March 2006 (2005: cbligation of £84.68 million). Information about the pension arrangements for executive directors is contained in
the directors’ remuneration report.

The main financial assumptions used by the actuary were as follows:

Group and Company

AL31 March A3
2006
Siscount rate 4.90% 5.40%
Sxpected retum on assels 6.10% 6.60%
Pensionabie saigry growth - UUPS 3.75% 4.10%
Pensionable saiary growih - ESPS 3.80% 4. 30%
Bonsion INcreases 2.80% 2.80%,
Prige infition 2.80% 2.80%

As at 31 March 2006, the fair value of plan assets, together with the liabilities in the plans recognised in the balance sheet werg as follows:

Group 2006 Group 2005 Company 2006 Sompany
Plan assets Value Plan aszels Vaiue  Plan assels Value Flan assels
U £m K om % £m T
66.6 1,825 683.7 1,463.6 66.6 79.3 63.7
Gins 22.3 611.1 8.6 A27.4 223 28.5 18.6
HBonds 1.0 301.4 14.9 342.4 11.0 1341 149
Property 0.1 2.7 0.1 2.3 0.1 0.1 o
Cash - - 2.7 62.0 - - 2.7
Tota! fair vaive of assets 100.0 2,740.3 100.0 22977 100.0 118.0 100.0
Present value of liabitties (2,721.0) {2,382.3) (120.2) (103.1)
Met retirement benafit surpiusAobigation) 193 84.8) 1.2) 8.2)

"o develop the expacted long-term rate of return on assets assumpticn, the company considered the level of expected returns on risk-free
investments, the historic level of the risk premium associated with the other asset class in which the pertfolio is invested and the expectations
or future returns of each asset class. The expected return for each asset class was then weighted based on the actual asset allocation to
develop the expected long-term return on assets assumption for the partfolic. The actual return on plan assets was £547.9 milion (2005:
T169.4 milion}. .
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19 Retirement benefit obligations continued
Movements in the present value of the defined benefit obligations are as follows:

Group Company

2008 2005 2006 2406

£m G £m £im

At 1 Aprif (2,382.3) (2227.0) (103.1} a1.1}
Currant senvice cost {53.5) {57 4} (1.6} (N
nterest cost on plan obligations (130.4) (1720.%) (3.3} 5.5
Mamber contributions (14.5) 15.2} -
Past service cost (5.1} 155 - {0.2)
Acluarial '0sges {301.1) 155 4} (12.4) {4.4)
Curtaiiments/settiements 62.6 278 - -
Benefits paid 103.3 B1. 0.2 0.2
AL 31 March (2,721.0) 12,382.3 (120.2 {(103.1)

At 31 March 2008, £12.8 milion {2005: £13.2 million} of the defined benefit obligation relates to unfunded benefit plans.

Movements in the fair value of plan assets were as follows:

Groups Company
2006 2005 2006 I
£m v £m

At 1 Apri 2,297.7 18457 94.9 TH5
Expecied returr: on pian assets 150.7 124.1 3.8 8.2
Actuarial gaing 420.3 45.3 7.6 3.6
Curtalments/setiements (43.7) 120.0) - -
Company contributions 4.1 368.7 2.9 g8
Member contrbutiors 14.5 16.2 -
Benefis paig {103.3} 181.3} 0.2) {0.2)
At 31 March 2,740.3 2.297.7 119.0 94.9

The net pension expense before taxation recognised in the income statement in respect of the defined benefit schemes is summarised as follows:

Group Company

2006 2005 2006 2005

£m m £m nm

Current service cost (53.5) (57.4) (1.6} 1.7

Curtaimenis/setiiements 18.9 7.8 - -
Past senvica cost {1.5) .0 -

Past service cost ~ restructuring costs (see notes 1 and 2) (3.6) {14.9) - 0.2)

Expected relurn on pian assets 150.7 1241 3.8 8.2

Interest cost on pian obligatons {130.4) 120.9) 3.3} 15.9)

Net gens:on expense bafore taxation (19.4} 61.8) (T.13 (1.8}

The above amounts are all recognised in arriving at operating profit from continuing operations, except for a settlement credit of £8.3 million
{2005: £nil}, current service cost of £2.2 million (2005: Enil}, past service cost of £nit (2005: £0.1 miillion) and an expected return on plan assets
of £0.7 million (2005: £nil) which are recognised within the discontinued operation line of the group’s income statement.

The reconciliation of the cpening and closing balance sheet pesition is as follows:

Group Company

2006 2005 2006 2041

£ Lm £m e

AL 1 Aprit (84.6) {381.3) {8.2) {15.6)
Expenses recognised in the consolidated income statemert (19.4) 619 {t.1) [
Corrributions paid 4.1 368.7 29 9.8
Actuarial gains/(losses) gross of taxation 119.2 {10.7} 52 0.8
19.3 184.6} (1.2} 8.2)

Actuarial gains and losses are recognised directly in the statement of recognised income and expense. At 31 March 2006, a cumulative gain
of £109.1 million {2006: loss £10.1 million) was recorded directly in the statement of recognised income and expense.
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18 Retirement benefit obligations continued

The history of the plan for the current and prior period is as follows:

Group and Company

2006

Em

Experionce adiustments on plan obligations -
Experiance adustments on plan assets 397.2

During the year, the group made £10.8 million (2005: £3.3 million) of contributions to defined contribution schemes, included in arriving at

operating profit.

20 Deferred tax

The following are the major deferred tax liabilities and assets recognised by the group, and the movements thereon, during the current and

prior reporting periods.

Ac i F Group Sompany
tax ey v benefit obig Ctier Tolal Tew
Cm < o
AL 1 April 2004 1,333.8 24.3 1.218.0 2.1
Chargeseredit) to income staternent for the year 1261 (1.9 1267 1.0
Cradit 1o squily for the year - 3.4) 6.4
At 31 March 2005 1,460.0 19.2 13373 3.1
Charge/(credity to income statement for the year 06.8 - {52.1) 44.7 10,3
Charge/(credit) to equity for the year 35.8 0.8 366 0.2
Actuired in year 8.0 &80
At 31 March 2006 1,564.8 (106.1) (32.1) 1,426.6 {7.4)
Certain deferred tax assets and liabilities have Deen offset in accordance with I1AS 12 ‘Income Taxes'.
21 Provisions
Group Company
Aestructuring aecus leases Other Totat Restugiuring
om m m pasd] om
At 1 April 2004 5.9 - 3.2 9.1 -
Chiarged to incoma statement 29,7 - i1 30.8 0.
Utilised in vear 20.4] - t.N (21.8) -
At 31 March 2005 15.2 - 3.2 18.4 0.4
Charged to income statement 25.5 - 3.2 8.7 -
Acalired in the year 2.3 136 239 38.8
Utiised in year (74 8} ) (7.8 {33.8) (0.4)
At 37 March 2006 184 12.0 22.7 53.1 -

The rgstructuring provision principally relates to severance and programme costs in the business process outsourcing segment and repressnts

management’s best estimate of the group’s liability.

The onerous leases’ provision principally refates to surplus property leases following the acquisition and subsequent restructure of Vertex

Financial Services Holdings Limited (note 24).

Provisions have been analysed betwaen current and non-current as follows:

Group Company
Restructuring Onerous leases Other Totai Aestructuring
£m £m £m £m £m

At 31 March 2006
Nop-ourrent - 9.3 73 16.6 -
Currant 18.4 2.7 15.4 36.5 -
18.4 12.0 22.7 53.1 -

At 31 March 2005
Currant 15.2 3.2 184 0.4
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Notes to the consolidated financial statements continued

22 Trade and other payables

Group Company

2006 2005 2006

Non-current £m L £m
Deferred grants and contriputions 347.3 313.4 - -

Other creditors 364 23.9 -

383.7 337.3 -
Group Company

2006 2005 2006

Current £m £ m

Tracie payables 87.9 71.0 -
Amounts owed to subsidiary undartakings - 512.5 4082
Aot owed o relaied parties 1.5 - - -
Other tax and social security 1.5 1.3 - 0.4
Other creditors 2.0 1.8 1.0 -
Accruals and deferred income 752.2 8661 37.3 339
B55.1 350.0 560.8 530.6

Trade and other payables comprises amounts outstanding for trade purchases and ongoing costs. The average credit period taken for trade

purchases is 45 days for the group (2005: 54 days) and for the company 37 days (2005: 34 days).

The directors consider that the carrying amount of trade payables approximates to their falr vaiue.

Deterred grants and centributions

2006
£m
At 3134
ad in the year 45.5
Digposed of in the year 0.2) -
Released to the income statement in the year (11.4) 110.5)
At 31 March 347.3 313.4
23 Shareholders' equity
Testad
Group fm
AL T Apri: 2004 2.3 - 2879 2.179.3
Profit for year - 20603 2003
Dividends [318.0) {3180
New share capitai issued 4.4 5.4 - - - 200
Shargs disposed of rom empioyee share rust 2.0 2.0
Post employment benelits - actuarial losses on
defined benefit schemes - - - - 7.1 7.
Share-based compensation -- charged t0 INncoms statement - - 7 2.7
Exercise of shame gptions - - - - - (1.8) {1.8)
Exchange adjustments 37 3.7
Ar 31 March 2005 716.2 1.038.7 h8.8 0.3} 37 206.G ERELN
Adoption of 1AB 32 ang IAS 38 - - - - (3.5) 13.5)
At 1 April 2005 716.2 1,038.7 158.8 0.3 3.7 222.5 2,139.6
Profit for year - - - - - 207.9 207.9
Dividandis - [REZ] 344.2)
New shars capital issued ) 15¢.2 369.1 - - - - 528.3
Pogt employment benelits - actuarial gaing on
defined benefit schemes - 83.4 83.4
Share-based compensation — charged to income statement - - - - 23 23
RevaiLation of invesiments - 146 MG
Exercise of share options - - - ~ - {0.5) 0.5
Fair vailie loss on cashfiow hedges 0.7 0
Exchange adjustments - - - - {1.5) - 1.5
At 31 March 2006 875.4 1,407.8 158.8 ©.3) 2.2 185.3 2,620.2
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23 Shareholders’ equity continued

. I Treasry

. aceourt 5l 5 Toial
Company im Ury
ALt April 2004 711.8 10231 2.3 - 37713 5.608.9
Loss for the year - “B91.8) (891.8)
Dividends - - - - 318 [318.0)
New share capital issued 4.4 5.8 20.0
Owan shares heid n ernployee share trust - - 2.0 - - 2.0
Post empioyment benefils -- actuaral losses on
dafined berefii schemes 0.8) 1.6}
Share-based compensation - charged to income statement - B - - 1.1 1
Exchange adiustments - - 1.1 1.1
At 31 March 2005 716.2 1.038.7 0.3 1.1 2.062.0 43177
Adoptor of 1AS 32 and 1AS 39 - - - ER)] A%
At 1 April 2005 Ti6.2 1,038.7 a3 1.1 2,547.9 43038
Profit for the year = - - 3150 $15.0
Dividends {344.2} {344.2)
New share capital issued 168.2 5683 - - 528.2
Post ermployment benefits - actuarial gains on
defined benefit schemes - - 3.6 3.6
Sharg-baser compensation ~ charged to income statement - - - - 0.9 09
mxchange adjustments - 4.1 4.1
At 31 March 2006 875.4 1,407.8 0.3) 5.2 2,523.2 4,811.3

The authorised ordinary share capital of the company was 1,119,000,000 ordinary shares of £1 each at 31 March 2008 (2005: 1,119,000,000).
The allotted and fully paid ordinary share capital of the company at 31 March 2006 was 875,422,577 crdinary shares (2005: 561,572, 377).
The five-for-nine rights issue, structured so that the proceeds were received in two stages, was approved at the extraordinary general mesting
of sharehclders on 26 August 2003. The first tranche of the proceeds, received during September 2003, raised £501.2 million (net of costs}
from the issuing of 303,286,897 A shares. The second tranche of proceeds received in June 2005 raised £508.1 million (net of costs)
reflecting the subscription of 308,286,897 further A shares. In July 2005, all A shares were then consclidated and reclassified as ordinary
shares on the basis of one ordinary share for two A shares. 4,563,203 ordinary shares were allotted during the year ended 31 March 2008
(2005: 4,444,371} for the exercise of options in accordance with the rules of the empicyee ShareSave schemes and the executive share
option scheme for a total consideration of £20.2 million {2005: £20.0 million). The company has cne class of ordinary shares which camy no
rights to fixed dividends.

As allowed by section 230(4) of the Companies Act 1985, the company has not presented its own income statement. The amount of group
profit for the financial year dealt with in the company's income statement is £315.0 million {2005: loss of £891.8 million) after accounting for
dividends received from subsidiary undertakings of £323.6 million (2005; £302.2 million). ‘

in the preparation of the company’s financiat statements for the year ended 31 March 2008, the directors have recensidered the accounting
treatment adepted in respect of the adjustments to the carrying valug of certain investrments in subsidiaries. The carrying value of certain
subsidiaries was increased by £2,544.8 million during the year ended 31 March 2001 and subsequently decreased by £1,201.0 million during
the year ended 31 March 2005. These adjustments to value wers racognised directly in reserves. After consideration, the directors have
soncluded that the adjustments should have been recognised in the company's income statements for the years ended 31 March 2001 and
31 March 2005 respectively. Accordingly, the comparative disclosure in relation to the profit of the company, which is disclosed in the table
above, has been restated by £1,201.0 million resulting in a loss for the year of £891.8 million. The separate reserve in which the adjustments
were previously recognised has been reclassified to retained earnings. There is no overafl impact on distributable reserves.

The revaluation reserve represents the uplift o desmed cost of the group’s water and wastewater infrastructure assets on transition to IFRS,
net of taxation.
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Notes to the consolidated financial statements continued

24 Acquisition of subsidiary undertakings
On 12 May 2005, the group acquired 100 per cent of the issued share capital of Vertex Financial Services Holdings Limited {formerly
Marlborough Stirling Group ple) for cash consideration of £97.3 million including attributable costs.

On 30 March 2008, the group and company acquired 100 per cent of the issued share capital of 1st Software Group Limited for initial cash
consideration of £25.3 million. Potential further consideration of up to £13.5 million is payable subject to performance over the next two years,

The transactions have besn accounted for by the purchase method of accounting. The net assets acquired in the transactions, and the
goodwill arising, are as folicws:

Vertes Franoal

ervices Holdings Limited revare Groas Limitad

Fair value

Book vslue adisiir Buok value Fair valae
om m o
Property, plant and equipment 6.8 12,3 0.2 A))] 0.1
Other infangibie assets 77.0 229 221
Trage and other receivables 18.1 0.8 0.5
Cash and cash equivaienis 208 - 1y - 1.4
Trade and other payables 32.6) 7.2 7.2}
Provisions [CR)] 134.3) (38.2} - (t.6) (1.6)
Deferred tax assets 3.1 4.0 7.1 -
Deferred tax liabilities - 9.0 2.0 - 6.1 6.1}
223 254 477 (4.6 14.3 a.7
Goodwil 4865 200

Total consiceration satisfied by cash and
contingent gonsidaration 97.3 347

Net cashfiows arising on acquisiion:

Cash consideration 95.3) {329
Atiribuiabie costs 2.0 (1.5
87.3) 34.7)
Cash and cash sauivalents acouired 20.8 19
Contingent consicleration less amounts receivabie i)
(78.5) 25.3)

The gocdwill arising on the acquisitions represents the excess of consideration over the fair value of the net assets and labilities acquired.

Vertex Financial Services MHcldings Limited contributed £74.7 milicn revenus and £9.9 million loss 1o the group's profit before tax for the period
between the date of acquisition and the balance sheet date.

As 1st Scftware Group Limited was acquired on 30 March 2006, it did not materially contribute to the group’s revenue and profit before tax for
the period between the date of acquisition and the balance sheet date.

If both acquisitions had been completed on 1 April 2005, total group revenue for the period would have been £2,480.6 milion and profit for
the year would have been £312.9 milion respectively, from continuing operations.

In addition to the cashflows above, £0.6 million deferred consideration was paid in relation to the acquisition of First Revenue Assurance LLC
from the previous year.
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25 Obligations under finance leases

Present value of minimum

Minimum lease payments lease payments
2006 2005 2006 A
Em in £m £m
Amourts pavable undser finance leases:

Withirs one vear 5.3 0.8 5.3 0.8
In the second to fitth years inciusive ' 32.9 270 329 276
After five years 42.3 52.6 42.3 52.6

80.5 810
Present value of lease obligations 80.5 81.0
Less ameunt due for settiement within 12 months (5.3} .8}
Arnount due for setiement after 12 monthe 75.2 20.2

itis the group’s pelicy to lease certain of its tixtures and equipment under finance leases. The average lease term is eight years. For the year
snded 31 March 2006, the average sffective borrowing rate was 6.37 per cent, Interest rates are fixed at the contract date and thus expose
ing group to fair value interest rate risk. All leases are on a fixed repayment basis and no arangemeants have been entered into for contingsant
rental payments,

The directors consider that the fair value of the group’s lease cbligations approximates to their carrying amount,

The group's obligations under finance leases are secured by the lessors’ title to the leased assets.

26 Operating lease commitments

2006
Piant and
Proporty equipment Froperly
£m £m m
Goemmitments under non-canceliable operating leases expiring:

Within one year 0.1 041 03 A%
I the second to fifth years nclusive 12.2 6.8 5.4 4.3
Aftar five years 233.4 28 921 0.4
245.7 37 1978 5.6

27 Share-based payments

The company operates several share option schemes, Options are exercisable at a price equal 1o the average quoted market price of the
sompany’s shares on the date of grant. Opticns are forfeited if the employes leaves the group before the options vest.

=quity settled share-based payments are measured at fair value at the date of grant. The fair value determined at the date of grant of equity
settled share-based payments is expensed on a straight-line basis over the vesting period, based on the group’s estimate of shares that will
aventually vest.

Falr value is measured by use of both simulation and binomial models according to the relevant measures of performance. The models include
adjustments, based on management's best estimate, for the effects of exercise restrictions, behavioural considerations and expected dividend
payments. The option life is derived by the models based on these assumptions and other assumptions identified below.

The total expense included within operating profit in respect of share-based payments was £5.1 million (2005: £4.7 million).

The United Utilities Empioyee Share Trust was established by a trust deed executed on 21 August 1998, The Trustees hold the trust fund for
the benefit of the beneficiaries (being employees or former employees of the group’s companies and their refatives) to the extent determined
by the rules of the share schemes. As at 31 March 20086, the Trust held 52,500 shares on trust and these shares will be used to satisfy
awards payable under the group’s performance share plan. All dividends payable on the shares during the year were waived.

Further detalls of the different types of share-based payments are as follows:

Company share option schema 1899
The company share option scherme 1989 is for senior executives (excluding, with effect from the introduction of the group’s long-term
incentive plan, executive directors and other executives participating in that plan and its successcr, the performance share plan),

Options under the company share option scheme 199¢ are exercisable in a period beginning no earlier than three years five vears for
discounted options under the former executive share option scheme, which are no longer granted} and ending no Iater than ten years from
the date of grant.

Employee ShareSave scheme

The employee ShareSave scheme is available to all eligible employees and is based on SAYE savings contracts with options exercisable within
+ 'six-month peried from the conclusion of a thrae or five-year period as approgriate from the date of grant. Under the terms and conditions of
this scheme, for every month {up to no more than six months) an employee fails to contribute the agreed monthly amount determined under
the rules of the scheme the last date exercisable will be delayed by one month.
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27 Share-based payments continued

Performance share plan

The performance share plan ('PSP’) is for senior executives of the group. Options under the performance share plan are exercisable no earlier
than three years from the 31 March preceding the grant and have an exercise period of three months. PSP awards are subject to a Total
Shareholder Return (TSR performance condition (a market-based measure of performance).

Veitex performance share plan

The Vertex PSP is for senior executives of the group. Options under the Vertex performance share plan are exercisable no earlier than three
years from the 31 March preceding the grant and have an exercise period of three months. Vertex PSP awards are subject to both a TSR
performance condition (a market-based measure of performance) and earnings before interest, taxation and amortisation ('EBITA) and return
on capital employed {'ROCE") performance conditions (non-market based measures of performancs).

Cash-setiled share-based payments

The group issued to certain employees share appreciation rights ('SARs'} that reguire the group to pay the intrinsic value of the SAR to the
emplovee at the date of exercise. At 31 March 2008, the group has recorded liabilities of £0.3 million (2005: £nil}. The fair value of the SARs
is determined using the Black-Scholes pricing mode! using the assumptions noted below. The group recorded total expenses of £0.3 million
(2006: £nil) during the year in respect of SARs. At 31 March 2008, the total intrinsic value of the vested SARs was £nil {2005: £nil}.

Other share-based payment plan

The main all-employee scheme is the Inland Revenue approved share incentive plan, ‘ShareBuy'. This is a flexible way for employees to
acquire shares in the company by buying ‘partnership’ shares up to the lower of £1,500 or ten per cent of taxable pay each year, The funds
are deducted from pre-tax pay and passed to an independent trustes who makes a monthly purchase of shares at full market price.
Employees can reinvest the dividends on partnership shares to buy more shares under the plan. In 2004, the company introduced ‘matching’
shares. It gives one free share for every five partnership shares bought. The shares need to be held in trust for a five-year term in order to
retain the maximum tax advantages.

For those share option awards and SARs which gave rise to an expanse in the year ended 31 March 2008, the assumptions used in the
calculation of the fair values were as follows:

Weighted average exercise price (L)

Vesting period (years) 3.0 3.0 3.0
fxpected volatiity (96) 26.7 18.7 14.0
Expected option life after adjusiment for anticipated forfeiture {years) 8.5 : 18
Hisk iree rate (%) 4.4 4.25 4.38
Expected dividend yield (%) 9.33 9.24 8.57 757 6.34
Fair vaiug {1 per share} 0.68 0.81 1.99 7.4 G5.24

For those share option awards and SARs which gave rise to an expense in the year ended 31 March 2005, the assumptions used in the
calculation of the fair values were as follows:

ghted average exercise price (1)

Vesting perod (ysars) 30 3.0 3.0
Expected volatiity (Y%} 2] 18.8 205 4.3
Expecied option life after adiustment for anticipated forfeiure (years) 6.5 28 27 1.2
Fisk free rate (%) 4.4 4,44 4.44 449
Expecied dvigand veld [36) 8.33 9135 8.0 8.48
Fair value (¥ per share) 0.68 185 8.84 6.48




27 Share-based payments continued

The expectad volatility is based on the historic voiatiity of the company's share price over the expectad fife of the option.

total outstanding options in raspect of the awards identified above is provided below:

Cuormpany chare
option scheme 1320

The mavement in

YWeighted
avarage
(>4 3

humber of
oplicng

Nurhzer of
UpEONS

Qutstanding at 1 April 2004 BO7,343 HA4 4,359,784 - 1477926
{rarted - - 1,276,414 - 468,435 66,008
Forfeited - (252,142) (70,6825) 11.004)

Exercised (8,392) 5.44 {13,868) - (235) - - - -
Expired (43,.924) 5.44 {18,249

Quitstanding at 1 Aprit 2005 755.027 544 4075497 4.09 2,683,242 - 457,431 86,000
Granted - 1,227,831 551,96 80,832
FForfeited - {284,292) 4.086 (280,467) {85,726) - {19.233)
Exercised {313,478) 4 {964,228) 4.20

Exgired {20,598 544 (12,106) 406 - - - - -
Outsiancling at 31 March 2006 420,953 5. 2,810,871 4,05 3,630,686 - 913,695 - 127,407
Range of prices:

31 March 2006 5.44 3.96-4.23 - - -
31 March 2005 5.44 3.96-4.23 - - -
Contractual remaining life:

31 March 2006 6.7 years 2.4 years 2.3 years 2.3 years 2.3 years
31 March 2005 7.7 yoars 3.4 years 2.3 years 2.3 years 2.3 years

None of the share options identified above as outstanding at 31 March 2006 had vested at that date.

Dptions outstanding at 31 March under the share option schemes which are outside the scope of IFRS 2 'Share-based Payment’, together with
their exercise prices and dates, were:

2006 2005
smpioyee ShareSave scheme - 220027 AQ7.TpY 2003 or 2005
50,575 730,838 481 2p 2004 or 2006
9,517 L IBE TS 432 3pF 2005 or 2007
Executive share option scheme - 55,791 505.4p= 1998 to 2005
27,475 38,361 A470.8p* 1989 to 2006
72,543 145,412 5aR0p* 2000 w0 2007
63,097 90,496 B48.4p% 2000 1w 2007
237,588 333,308 BG4 .50% 2000 to 2007
111,178 128,047 7E6.0p 2001 o 2008
170,825 180,365 780.8p% 2001 to 2008
553,261 685,342 664.0p= 2002 t0 2009
Comparyy share option scheme 1999 91,100 162,868 532207 2002 to 2009
423,842 833,714 587.9p* 2003 lo 2010
190,543 303,336 578807 2003 to 2010
442,966 682,259 HO3.ToY 2004 w0 201
206,056 388,742 508,307 2005 10 2012
. 714,913 1,382,215 bP8.dp 2005 {0 2012
’ 4,217,479 7,325,604

riotes:

Z°j The exercise price represents 80 par cant of the market price at the date the option was granted.
\2) The exercise price equalled the market price al the date the oplion was granted.

United Utiities Annual FRenost & Accounts 2006




102

Notes to the consolidated financial statements continued

28 Related party transactions

Transactions between the company and its subsidiaries, which are related parties, have been efiminated on consclidation and are not

disclosed in this note.

Trading transactions

The following transactions were carried out with other related parties:

Group
Sales of goods Purchases of goods Amounts owed by related parties Amounts owed to related parties
2006 2008 2006 2005 2006 2006 2006 200
tm tm £m m £m Im m i
Joint veniures 80.3 711 28.1 - 21.7 14.6 3.5 -
Associate 1.0 - 0.5 - 0.8 - i.5

Sale of goods te related parties were on the group’s normal trading terms.

Company

The parent company receives dividend and interest income from, and recharges certain costs to, subsidiary undertakings in the normal

course of business.

Total income received during the year amounted to £341.1 million (2005: £314.8 milion) and total recharges were £12.1 million

{2005: £(17.2) million).

Amounts outstanding at 31 March 2006 and 2005 betwsen the parent company and subsidiary undertakings are provided in notes 156
and 22. There were no amounts outstanding between the parent company and ts asscciate at 31 March 2006 or 31 March 2005,

Related party receivables and payables are not secured and no guarantees were issued in respect thereof and wilt be settled in accordance

with normal credit terms,

The directors and key management of the company are considered to be the same as for the group. information on the remuneration of key
management perscnnel can be found in note 2 of these financial statements.

29 Cash generated from/{used in) operations

Group Company
2006 2006 2008 2008
£m Ly £m fim
Continuing operations
Profit before taxation 439.3 367.6 44.5 549
Adjustment ior mvestrment income and finarce expense 300.7 2838 [37.6} {48.6)
Operating orofi 740.0 G514 6.9 .3
Assiructuring costs within operating profit 25.5 297 -
Adiustments for
Dapreciation of property, plant and eguioment 265.0 268.3 - -
Amortisation of ntangible assets ) 55.3 62.6 - -
Profil on disposal Gf property, plant and eouinment {4.8} 4.4} -
Changes in working capital:
Decreass/Sfincreasa) it invartonas 8.7 3.2 - -
{Increase)/decrease in trade and other receivables (153.2) 252 (7.2) {10.1)
Increases(decrease) n provisions and payabios 81.7 269.0 (25.2) 3461
Ouitfiow retated 1o restructuring costs (13.7) {28.4) ¢.2 0.3)
Cash generated from/used in) confiniing operations 1,004.5 7322 {25.3) 3420
Discontinved operation
Loss from operations (17.6) 111.5)
Adiugtments for:
Depreciation of property, plant and equipment 13.2 209
Amprtisation of intangibie assets 4.9 6.7
Profit on dispesat of property, plant and equipment - -
Changes in working capitat:
Decreasedincrease) in inventories 0.2 2.9
Decraase/increase) in trade and other receivables 10.2 {14.8)
Decroase n pavables {22.9) 19.9)
Outfiow ralated 10 restructuring costs - 4.4
Cash used In discontinued operation {12.0) {15.9)
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28 Cash generated from operations continued
The net cash inflow for the year ended 31 March 2005 in relation 1o disposal of subsidiaries of £64.8 million relates mainly to the sale
of United Utilities Green Energy Lirnited.

Non-cash fransactions

As described in note 7, on 28 February 2006 the group disposed of its interest in the Your Communications business, the total fair value
of consideration of £68.1 million was satisfied by the issue of ordinary shares and contingent share options. There were no other material
non-cash transactions during the year (2005 none) affecting either the group or company.

30 Contingent liabilities

The company guaranteed loans of group undertakings up to a maximum amount of £519.5 milion (2005: £654.4 million), including
£429.5 million {2005: £564.4 million) relating to United Utilities Water PLC's loans from Europsan Investrment Bank and £80.0 million
(2008: £90.0 million) relating to United Utilities Electricity PLC's loans from European Investmeant Bank.

The company has entered into performance guarantees as at 31 March 2008, where a financial limit has been specified of £124.3 milion
(2005: £84.1 milion).

31 Events after the balance sheet date

There ware no events arising after the balance shest date that require recognition or disclosure in the financial statements for the year
ended 31 March 2C06.

32 Adopticn of International Financial Reporting Standards

From 1 January 2005, all Eurcpean Unicn listed companies are required to prepare consolidated financial statements under Internaticnal
Financial Reporting Standards {FRS), issued by the international Accournting Standards Beard (IASE} and endorsed by the Eurcpean Union.
Accordingly, the results for the year ended 31 March 2006 have been prepared in accordance with IFRS accounting policies. The group's
previously reported resuits for the year ended 31 March 2005 have been restated, the date of transition to IFRS being 1 April 2004,

M accordance with International Financial Reporting Standard 1 ‘First-time Adcption of International Financial Reporting Standards' {FRS 1),
the group’s accounting policies under IFRS have baen applied retrospectively at the date of transition, with the exception of a number of
permitted exemptions. These are summarised below:

+ The application of IAS 32 "Financial Instruments: Disclosure and Presentation’ and IAS 32 'Financial Instrurments; Recognition and
Measurement’ with effect from 1 April 2005,

* The establishment of a deemed cost for the opening balance sheet carrying value of the water and wastewater infrastructure non-current
assets by reference to fair value at 1 April 2004;

¢ The selection of 1 April 1999 as the date of adoption of IFRS 3 'Business Combinations’ and, as a consequence, 1AS 38 ‘Intangible
Assets’ and IAS 38 'Impairment of Assets’,

« The application of IFRS 2 'Share-based Payment’ to those share options grarted after 7 Navember 2002 but which had not vested by
1 April 2004;

* The setting to zero of all cumulative translation differences at 1 April 2004; and

* The recognition, in full, of all actuarial gains and losses relating to pension schemes at 1 April 2004 and, prospectively, through the statement
of recegnised income and expense.

The major arsas of impact of IFRS are surnmarised below:

Infrastructure accounting

IAS 16 ‘Property, Plant and Equipment’

The significant impact of IAS 16 relates to the accounting for water and wastewater infrastructure assets within the group’s licensed mutti-utiiity
operations. Under UK GAAP, these assets were accounted for in accordance with renewals accounting y which the water and wastewater
infrastructure networks are assumed 16 be single assets and the depreciation charged is the estimatad laval of annual expenditure required to
maintain the operating capability of the networks. Actual expenditurs is then capitalised as incurred.

inder IAS 16 this treatment is not permitted. Therafore, the significant parts within the infrastructure networks have been identified and,
. each, a useful life and residual value determined so that each segment may be depreciated individually. Furthermore, the classification
between operating expenditure and capital expenditure for amounts incurred in maintaining the networks has been reassessed.

In addition, a deemed cost has been established for the opening balance sheat carrying value of the infrastructure networks by reference
to fair value at 1 April 2004.

The segments recognised within the water and wastewater networks have been based upen asset class (for example sewers, water

mains and tunnalg) since no single pipe or section of sewer is significant compared to the total value of the networks. This has led to the
identification of 14 segments which have been assigned zero residual values at the end of their useful lives. The lives allocated to these
segments range from 15 to 300 years. This treatment results in an additional depreciation charge of £27.0 million in the 2005 IFRS reported
results when compared with UK GAAP. Since the UK GAAP classification of expenditure between operating expenses and costs to be
capitalised remains the most appropriate treatrment under IAS 16, this additional depreciation directly impacts profit before tax.

The electien to record the carrying value of the water and wastewater infrastructure networks at fair value, and to use that fair value as the
deemed cost in the opening IFRS balance sheet, increases net assets by £145.2 milion (ret of deferred tax) as at 31 March 2005 compared
with UK GAAP

There is no impact of IFRS on the amounts reported under UK GAAP for electricity infrastructure assets.

United Ublities Annual Report & Accounts 2008

103



104

Notes to the consolidated financial statements continued

32 Adoption of International Financial Reporting Standards continued

Interests in joint ventures

AS 31 interests in Joint Ventures’

For the purposes of UK GAAP, FRS 9 "'Asscciates and Joint Ventures' requires joint ventures 1o be accounted for in consolidated financial
statements using the gross equity method. 1AS 31 does not permit gross equity accounting and instead presents the ogtions of equity
accounting or proportionate consolidation.

The group has elected to apply proportionate consclidation on adoption of 1AS 31.

The application ¢f proportionate consolidation results in the group including its share of each joint venture income statement and balance
sheet accaunt caption on a line-by-line basis within the consclidated financial statements. Proportionate consolidation does not affect
operating profit, profit before tax or net assets. However, proportionate consolidation does have a material impact on certain individual balance
sheet captions: most noticeably at 31 March 2005 an ingrease of £206.0 million in property, plant and equipment and increased borrowings
cf £178.9 million, which is typically non-recourse to the group.

Defined benefit pension schemes

1AS 19 'Employee Benefits’

The group prepared its 2005 UK GAAP results in accordance with SGAP 24 ‘Accounting for Pension Costs', with FRS 17 ‘Retirement Benefits’
transitional disclosures provided in the notes to the accounts. FRS 17 bacame fully effective for accounting periods beginning on or after

1 January 2005. The group has not adopted FRS 17 and has moved directly to 1AS 16,

Under SSAP 24, any pension scheme surplus or deficit identified at the most recent actuarial valuation is recognised gradually through

the income statement over the average expected future working lifetime of current employess. The net pension cost under SSAP 24 therefore
includes both the cost of providing an additional year of pension benefits to employees (regular cost) and an element of the surplus/deficit
relating to previous years (variation). The difference between employer's contributions paid and the SSAP 24 net pension cost is recognised as
a prepayment/accrual, resuiting in a balance sheet position that does not necessarily reflect the actuarial position. Interest is calculated cn this
balance sheet entry and is also included within the net pension cost. In accordance with 1AS 19, any legal and constructive obligation for post
employment benefit plans must be immediately recognised as an asset or lability on the balance sheet. Where actuat experienca differs from
the assumptions made at the start of a financial vear, actuarial gains and losses will be recognised through the statement of recognised
inceme and expense.

The adoption of IAS 19 increases the 2005 profit before tax by £4.5 million compared with UK GAAR.

The de-recognition of the UK GAAP SSAP 24 prepayment reduces net assets by £272.4 million {net of deferred tax). The SSAP 24
prepayment reflected the lump sum payment of £320.0 million {pre-tax) made at 31 March 2005, Net assets are then further reduced
by the recognition of the IAS 18 deficit of £59.2 million (net of deferred tax}.

Business combinations

IFRS 3 ‘Business Combinations’AAS 38 'Infangible Assets’

Under IFRS, the recogniticn test for intangible assets acquired in business combinations is less restrictive than that of UK GAAP and therefore
more intangible assets will be separately identified from goodwill, FRS 10 ‘Goodwill and Intangible Assets’ reguires an intangible asset to be
controlled by the entity through custedy or legal rights and to be capable of disposal separately from the business. By contrast 1AS 38 does
not require an intangible t¢ e separable from the entity if its ownership can be demonstrated through contractua!l or legal rights.

Goodwili is not amortised under IFRS, but rather subject to annual impairment reviews.

Intangible assets {other than goodwill) are stated at cost less accumulated amortisation and are amortised over their useful lives on a straight-
fine basis.

IFRS 3 has a minimal impact on the net assets of the group, with the reduction in goodwill broadly offset by the recognition of newly identified
intangible assets from business combinations {mainly relating to customer lists and contracts). However, 1AS 12 ‘income Taxes’ reguires a
deferred tax liability to be created for any transfers from goodwill to intangible fixed assets. This deferred tax kability results in an increase in
the goodwill arising on the business combinations of £13.8 miflicn as at 31 March 2005.

Since goodwill is no longer being amortised, the 2005 amortisation charge reduces by £7.5 milion. Profit on sale or termination of operations
for 2006 is reduced by £2.1 million due to the reversal of goodwill amortisation relating to businesses disposed of in 2004/05.

Deferred tax

IAS 12 ‘Income Taxes’

The major impact of 1AS 12 relates to giscounting of deferred tax not being permitted. FRS 19 ‘Deferred Tax’ permits, but does not require,

a deferred tax asset or liability to be discounted and as a result the groug has been able to apply a policy of discounting its deferred tax
liakility. However, I1AS 12 does not permit discounting in any circumstances. This is of particular significance to a utility business where any
reversal of timing differences is likely 1o be deferred long into the future due to the long asset lives of network assets. The inabifity to discount
results in an increase in the halance sheet deferred tax liability of £952.0 million at 31 March 2005 and consequently a reduction in net assets.

The deferred tax impacts arising from any cther IFRS adjustments are included in the relevant sections.

Dividends

A5 10 ‘Events After the Balance Shest Date’

1AS 10 and SSAP 17 ‘Agcounting for Post Balance Sheet Events' both distinguish 'adjusting events™ from ‘non-adjusting events' with similar
definitions and applications. However, under I1AS 10 dividends may not be recognised until they have been appropriately authorised and are no
longer at the discretion of the entity. Therefore, If this occurs after the balance sheet date, the dividends are not recognised as a liabllity at the
balance sheet date. However, they are disclosed in the notes to the accounts in accordance with |AS 1 ‘Presentation of Financial Statements’.

Dividends are no longear recognised within the income statement and are recorded directly within reserves. The final dividend of £219.4 million
included with the UK GAAP financial statements for 2004/05 has been reversed at 31 March 2005, thereby increasing net assets.
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32 Adoption of International Financial Reporting Standards continued

Accounting for derivatives

1AS 29 "Financial Instruments: Recognition and Msasurement’

The group is taking the exempticn offered by IFRS 1 to apply 1AS 39 with effect from 1 April 2005 rather than 1 April 2004 (the date of
transition), The comparative information for 2004/05 within the 31 March 2006 IFRS financial statements therefore reflects derivatives
accounted for under UK GAAP,

Under UK GAAP, debt is carried at its hedged amount and the fair vaiues of derivatives are not recognised in the balance sheet. Under I1AS 38,
the default treatment is for debt to be carried at amortised cost, whilst derivatives are recognised separately on the balance sheet at fair value
with movements in those fair values reflected through the income statement. This has the potential to introduce considerable volatility to both
the income statement and batance sheet. Therefore, for fair value hedges, IAS 39 aflows changes in the recognised value of hedged debt that
are attributabie to the hedged risk to be adjusted through the income statement. In the case of cashflow hedges, movements in the fair value
-+ derivatives are deferred within reserves until they can be recycled through the income statement to offset the future income statement effect
of changes in the hedged risk. In order to apply this treatment, it must be demonstrated that the derivative has besn and wili continue to be
an effective hedge of the hedged risk within the debt item. Changes in the fair value of all derivatives are recognised in the income statement,
axcept for derivatives that are designated and effective in terms of cashflow hedging relationships, in which case the gains and losses are
deferred in equity.

As a result of appiying I1AS 39, liabilities in respect of derivatives and borrowings totafing £65.8 million are recognised at 1 April 2005. This is
offset by a reduction in gross debt to account for the hedged risk of £70.4 million, resulting in a reduction to net assets of £4.6 million {pre-tax)
compared with UK GAAP.

Reconciliation of equity at 1 April 2004 (Date of transition to IFRS)

Dieferrzd

UK GAAP o D IFAS
Group £m L £m
Property, plant and equiprment 7,769.4 - - (184.3) 7.,984.5
Goodwill 116.1 6. - - {50.5) 86.8
Other intangible asssts - - - - - - - 2287 229.7
Irvestroents 73.0 63.0) Z.0 3.0
Total non-current assets 7,958.5 2345 113.2 - 4.9 - - (7.4 8,304.0
Inventories 171 - 0.9 - - - 9.3 27.3
Trade and other receivables 493.9 46.9 197 .03 - 113.0 4247
anvestments 1,007.8 - - - - - - 8532 18.6
Lash and short-ierm deposis 42,1 411 = a8%.2 1,0724
Total current assets 1,560.9 - 88.8 {§7.0) - - Q.7 1,543.0
Total assets 9,519.4 2345 202.0 {87.0) 4.9 - - {116.8) 9,847.0
Tradie and other payatles 314.6 - 1.2 - - - - 315.8
Borrowings 4,387.4 167 .4 - - - 4,554.8
Ratirerment benefit obligations - 381.3 - - 381.3
Deferred tax 331.4 68.0 03 140.4) 9.1 942.9 - 6.7 1,218.0
Provisions 8.3 0.8 - - - 9.1
Total non-current liabilities 5,041.7 680 1697 2409 Q.1 2429 5.7 8,479.0
Trade and oiher payables 1,169.5 29.5 10.2) - 212.7) (15.1) 961.0
Barrowings §2.3 82.3
Current income tax labiities 123.0 - 2.8 - - - - - 125.8
Total current liabilities 1,374.8 - 32,3 10.2) - - {212.7) (18.4) 1,169.1
Total fiabilities 6,416.5 £88.0 202.0 230.7 3.1 3429 2127 18.4) 7,648.1
Total net assets 3,102.9 166.5 - (327.7) 4.9) (892.89) 2127 8.4 2,188.9
Share capitai 711.8 - - 711.8
Share premium sccount 1,023.1 - - - - - - - 1,023.1
Fevaluation reserve - - - - 1538 158.8
fpasury shares - - - - - - - 2.3 (2.3)
cumulative excnange resernve - - - - - - - - -
Retaned earnings 1,348.4 186.5 - 327.7) 4.2 942.9) 212.7 1164.9) 287.9
Sharehclders’ equity 3,083.3 166.5 {327.7) {(4.2) (2429 2127 8.4 2,179.3
Minority interest 19.6 - - - - - 19.6
Total equity 3,102.9 166.5 {327.7) 4.2 [242.5) 2127 8.4 2,198.9
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Notes to the consolidated financial statements continued

32 Adoption of International Financial Reporting Standards continued
Reconciliation of equity at 1 Aprit 2004 (Date of transition to IFRS)

UK GAAP Cividends Ditar IFRS
Company £m oin m
Property, plant and equipment 0.9 _ - _ 0.9
nvestiments 5,738.4 - - - 5,738.4
Total non-current assets 5,739.3 - - 5,739.3
Trade and other recevables 937.2 - [177.6) - 759.6
Investments 637.5 {B37.5) -
Cash and short-ierm decosits 89.6 537.5 1271
Total current assets 1,664.3 (177.6) 1,486.7
Totai assets 7,403.6 {177.6) 7,226.0
Borrowings 1,120.6 - - 1,120.6
Retiroment benelit obligations - 15.8 156
Deferred tax - - - 2.1 2.1
Total non-current liabilities 1,120.6 156 2. 1,138.3
Tracie and other payatles 796.0 - 212.7) 1.9 576.4
Bormowings 7.4 — _ 7.4
Totat current labilities 803.4 - 212.7) 6.9) 583.8
Tota! liabilities 1,924.0 156 (212,79 4.8} 1,722.1
Total net asseis 5479.6 {15.8) 351 4.8 5,503.9
Share caplital 711.8 711.8
Share prernium account 1,023.1 - - - 1,0231
Treasury shares - 2.3 (2.3)
Cumulative exchanges resernve - - - - -
Retainen sarnings 3,744.7 116.8) 361 7.1 3,771.3
Shareholders’ equity 5,479.6 15.8) 36.1 4.8 5,503.9
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32 Adoption of International Financial Reporting Standards continued

Reconciliation of equity at 31 March 2005

Infra :
UK GAAP  accoumiig ta Otrar IFas

Group £m £ Ve fin tm

Property, plant and equipment 8,234.9 2075 3, (739 B.474.5
Goodwill 116.9 - 1.3 - 13.8 - - (A1 100.6
Other intangible agsets - 162.8 192.8
Investments 80.2 - (70.5) - - - - - 9.7

Trade and other receivables - - - - - - - 234 234
Total non-current assets 8,432.0 207.8 146.8 - 12.8 - - 0.8 8,801.0
Inventories 191 - 2.6 - - - - 19.2 40.9
Trage and other receivables 774.9 218 40%1.2) 120.3) 385.0
nvestrents B833.3 - 1.3 - - - - B12.3) 19.7
Cash and short-term deposits 48.0 - 414 - - - 8123 8027
Total current assets 1,676.3 - 4.5 1401.2) - - - {1.3) 1,348.3
Total assets 10,108.3 JEEE 2213 012} 13.8 - 0.4 10,1483
irade and other payables 323.3 - 4.0 337.3
Borrowings 4,497.2 - 1718 - - - 4,669.0
Retrament beneft opligations - 84.6 - 84.6
Deterred tax 395.2 62.3 - 142.04 109 8520 - 58.9 1,337.3
Total non-current liabilities 5,215.7 G2.3 185.8 (BT .4) 10.9 852.0 - 58.9 6,428.2
Trade and other payabies 1,157.0 - 257 {12.2) - {2194} S 950.0
Borrowings 505.2 - 7.t - - - 512.3
Current Income tax Habilities 94.4 - 1.6 - - 96.0
Provisions 17.3 - 1.1 - - - - 18.4
Total current liabilities 1,773.9 - 35.5 {12.2} - - 219.4) .1 1,578.7
Total liabilities 6,980.6 62.3 221.3 (69.6) 0.9 ¥52 .0 219.4) 578 8,004.9
Total net assels 3,118.7 1462 (331.5) 29 1952.01 2184 (58.2) 2,144.4
Share capital 716.2 716.2
Share premium account 1,038.7 - - - - - - - 1,038.7
Revaluation raserve - 158.8 - E - - - 158.8
Treasury shares - - 0.3 (0.3
Cumuiative exchange resernve - - - - - 37 37

Retained earnings 1,362.5 113.8} 331.6) 2.8 {952.0) 219.4 {B1.0) 226.0
Shareholders” equity 3,117.4 146.2 (331.6) 2.9 1852.0) 219.4 {58.2) 21431

wWinority interest 1.3 - 1.3
Total equity 3,118.7 145.2 (331.8) 2.9 1952.0) 219.4 {58.2) 2,144.4
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Notes to the consoclidated financial statements continued

32 Adoption of international Financial Reporting Standards continued
Regonciliation of equity at 31 March 2005

Crafinesd

UK GAAP Loivz e IFRS
Company £m hat £m
Progerty, olant and eguipment c.a - - - 0.8
Irvestments 4,833.1 - - - 4,833.1
Totat non-current assets 4,633.9 - - - 4,833.9
Trade and oiher recevables 1,005.9 8.2 1198.6) - 795.1
Investments 319.3 - - 2193 -
Cash and short-ierm deposis 34.6 - 3105 353.9
Total current assets ' 1,359.8 8.2) (198.6) - 1,153.0
Total assets 6,193.7 8.2} 1198.6) - 5,986.9
Borrowings 914.9 - 4.9
Retirerment censfil phiigaticns - 8.3 - 8.2
Deferred tax - -- - 3.1 i1
Total non-current liabilities 94.9 8.2 - 3.1 926.2
Trade and other payables 774.0 (18.1} 218.4) {12.0 530.5
Borrowings 2121 2121
Provisions 0.4 - 0.4
Total current liabilities 086.5 Hen 219,49 (12.0 743.0
Total liabilities 1,801.4 @8 2194 BY  1,669.2
Totat et ggsets 4,282.3 4.3} 20.8 8.9 4,317.7
Share capital 716.2 - - - 716.2
Share premium account 1,038.7 - 1,038.7
Treasury shares - - - 0.3 0.3}
Cumulative exchange resernve - - 1.4 11
Retained earmings 2,537.4 {4.3) 20.8 8.1 2,.562.0
Snhareholders’ equity 4,292.3 {4.3} 208 8.9 4,317.7

Reconciliation of profit for the year ended 31 March 2005

Datesrarl

UK GAAP tax Ut IFRS
£m £m M fm

Continuing operations
Revenue 2,253.9 - 835 - - - - {233.7} 2,103.7
Other ncome 11.9 - 12 - (2.1 - B3 - 19.8
Erployee benefits expense (425.8) - - 4.5 - - 0.4) 289 {3982.8)
Depraciation anct amortisation expense (381.4) {27.09 (10.71 - 7.5 (3.4 81.3 (330.7)
Other operating Costs (805.7) - {51.3) - - - eI 135.0 (718.9)
Restructuring costs {29.7) - (29.7)
Total operating expenses (1,630.7) 127 0 1608 4.8 5.4 7.1 2452 {1,452.3)
Operating profit 623.2 (27 .0) 22.7 45 5.4 - 11,1 115 651.4
Share of cperating profit of
joint ventures 227 - {2273 - - - - - -
Total operating profit 645.9 {27.0) - 4.5 5.4 - 11 1.5 651.4
Profit on sale or termination of
operations 4.5 - - - - (4.5 - -
Profit on disposal of fixed gssets 4.1 - - - - - .1 - -
Profit before interest 654.5 (27.0) - 4.5 5.4 - 2.5 1.5 §51.4
rvasiment incomea 38.4 - - - - - G.1) 38.3
Finance expense (322.5) - 0.4 (322.1)
Profit before taxation 370.4 (27.0) - 4.5 5.4 . 2.8 15 367.6
Taxation {35.5) 5.8 (1.3 2.9 (65,6 0.3 (2.1} (96.1}
Profit for the year from continuing
aperations 334.9 21,2 3.2 8.3 {65.6) 2.5 9.4 271.5
Disconiinued operation
Losgs for the year from discontinued
Cperation - - 9.4} {9.4)
Profit for the year 334.9 21.2) - 3.2 3.2 65.6) 2.5 - 262.1
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33 Summary of differences between International Financial Reperting Standards and accounting principles generally accepted
in the United States of America

The group’s consclidated financial statements are prepared in accordance with International Financial Reporting Standards (FRS) as adopted

in the European Union, which differ in certain respects from accounting principles generally accepted in the United States of America (US GAAP).

Reconciliations of profit after taxation (or net income} and total equity and the group's financial position under IFRS and those under US GAAP
are set out below.

Effect on net income of differences between IFRS and US GAAP

2006 2005
For the year gnded 31 March Note £m £
Net income in accordance with IFRS 208.2 2G2.1
¢ atributabie to minority ing (0.3) st}
US GAAP adjustmerits:
- Pensionrs fa) 55.1) 5.3
~ Infrastructure assots el - 1z
- Provisions (c) 58 1.2
- Capitalisation of interest id) 46.3 gb.4
- Amortisation of capialised interest {di) (14.4} {13.5)
— iLossMgan on sale of business @) (0.3) 20
- Impairment of long-lived assets other than geodwil 1] (6.6} (2.6}
- Dgrivatives and bedging activilies ) (g} 32.6 B9
- Share-based compensation (h} 7.2 [9.4)
- Ravenue and related profit recognition fi) (t4.8) 7.0
- Business combinations and goocwili fjt {6.6) {0.5)
- Deferred taxes {k} - 0.7
- Tax effect of US GAAP adjustmenis (K 2.7) 6.2
Nat income in accordance with US GAAP 175.1 2507
Net income per C1 ordinary share in accordance
with S GAAF basic method (pence) {rm 20.5 32.1
Net income per ©1 ordinary share in accordance
with LS GAAR diluted mathod (pence) {my 20.4 29.0
Cumulative effect on shareholders’ equity of differences between IFRS and US GAAP
At 31 March Note 2{;.‘0:-2
Total equity in accordance with IFRS 2,630.9 2,144.4
Minority interests (1.7} (1.3
US GAAP adjustments:
- Pensions (a) 252.9
~ Infrastructure assets {0 (258.8}
— Provisions {c) 5.8
— Capitalisation: of intorost )] 719.4
- Amortisation of capitalised interest {d) (t02.3}
- Impairment of iong-lived assets other than goochwil 4l 0.9
- Derivatives and hedging activiies {a (31.0)
-- Share-based compensation | 1.2
- Revenue and related profit recogrition (i (61.8)
- Business comiinations and goodwil 1} 908.0
- Deferred taxes {K] -
- Tax effect of US GAAP adiustments (k) (151.4)
Shareholders’ equity in accordance with US GAAP 3,91241
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Notes to the consolidated financial statements continued

33 Summary of differences between International Financial Reporting Standards and accounting principles generally accepted
in the United States of America continued

(a) Pensions

Under IFRS, defined benefit plan assets are measured at fair value while liabilities are measured at present value. The difference between the
two amounts is recognised as an asset or fiabilty in the balance sheet. The cost of providing pension bengfits 16 employees relating to the
current year's service is included in the ingome statement within employee benefits, whilst the difference between the expected return on
scheme assets and interest on scheme liabilities is included within employee benefits.

Upon the adoption of IFRS, the group elected to recognise all cumulative actuarial gains and losses at the date of transition. Under US GAAR,
the group did not have the option to recognise all cumutative actuarial gains or losses; therefore, at the date of transition and in future pericds,
this difference in timing causes differences between IFRS and US GAAP Under IFRS, all future actuarial gains and losses are alse recognised
in full cutside the income statement in retained earnings and presented in the statement of recognised income and expense. US GAAP does
not permit recognition of all actuarial gains and losses in a statement other than the primary income statement, As permitted by US GAAP,
the group uses the corridor methed, whereby actuarial gains and losses in excess of ten per cent of the greater of the market related value

of plan assets and the projected benefit obligation at the beginning of each year, are recognised in the income statement over the remaining
service lives of current employess.

Under US GAAF, where the value of benefits accrued based on employee service up to the balance sheet date (the accumulated benefit
obligation) exceeds the fair value of plan assets, an additicnal minimum pension liability 1s recognised to the extent that the excess is greater
than any accrual already established for unfunded pension costs. The corresponding entry is recorded as an intangible asset tc the extent of
unrecognised prior service cost with any remaining balance recognised in other comprehensive income, a component of shareholders’ equity.

US GAAP also allows the group to recognise prior service costs over the remaining service life of the active plan participants, even if the
benefits are already fully vested. Under IFRS, these costs are recognised immediately if they are already vested or on a straight-line basis
until the additional benefits are vested. As a result, under IFRS, certain variations would be recognised earlier than under US GAAP.

Under IFRS, the group has recognised a pre-paid pension cost of £19.3 mificn as at 31 March 2006 {liability of £84.6 million as at 31 March
2005). Under US GAAP, the group has recognised a pension prepayment of £272.2 million (£178.7 million as at 31 March 2005) of which
£3.4 million has been recorded within accumulated cther comprehensive income as at 31 March 2006 {£172.0 milion as at 31 March 2005).
£nil has been recorded as an intangible asset as at 31 March 2006 (£nil as at 31 March 2005).

in the year ended 31 March 2008, the group disposed of Your Communications under IFRS. £4.7 milion was reclassified in the income
statement from pensions to loss on sale of a business relating o previcusly unrecognised losses.

{b) Infrastructure assets

Upon adoption of IFRS, a deemed cost has been established as at the date of transition, 1 April 2004, by reference to the estimated fair value
of the infrastructure assets at that date. Subseguent expenditure cn the infrastructure assets relating to increases in capacity or enhancements
of the network are treated as additions. Amounts incurred in maintaining the operating capability of the network in accordance with defined
standards of service are expensed in the year in which the expenditure is incurred. Enhancement expenditure forming part of the group’s
planned maintenance activities represents a small part of the 1otal segments and therefore is viewed as servicing the infrastructure network
and is expensed as Incurred In accordance with IAS 16 'Property, Plant and Equipment’.

Under US GAAP, infrastructure assets are recorded at depreciated historical cost and accumulated depreciation recorded was £256.3 million
as at 31 March 2006 and 31 March 2005. Prior to 1 April 2005, enhancement expenditure that formed part of the group's planned
maintenanca activities was capitalised and depreciated over its estimated usefu! life. In conjunction with the revision and extension of some
assets lives, this expenditurs has been reassessed such that a larger proportion is now viewed as servicing the infrastructure network and
expensed as incurred, This has been accounted for as a change in accounting principle that is inseparable from the effect of 2 change in
accounting estimate, With effect from 1 April 2005, the treatment under US GAAP is consistent with IFRS although a £2.5 milion difference
remains as a result of the difference in the carying vaiue of the infrastructure assets at the IFRS transition date and the different accounting
treatments between IFRS and US GAAP during the year ended 31 March 2005, The effect of depreciating previously capitalised enhancement
expenditure is t¢ increase the depreciation charge for the yvear by £1.3 million.

Under IFRS, infrastructure assets are depreciated by writing off their deemed cost, as determined by reference to the fair value at 1 April 2004
on the group's transition to IFRS in accordance with IFRS 1 ‘First-time Adoption of International Financial Reperting Standards’, less their
estimated residual value using the straight-line method over their useful fves. As part of the transition to IFRS, the group undertook a review
of the useful lives of the segments of the infrastructure network, with the assistance of external consultants. The lives allocated to the
segments range from 15 to 300 years and have been applied to the deemed cost from 1 April 2004, the date of transition to IFRS.

Under US GAAR, for periods ended on or prior to 31 March 2005, infrastructure assets were accounted for as a single component and were
recorded at cost and depreciated using the straight-line method over the estimated useful sconornic e, which was estimated at 100 years.
With effect from 1 April 2005, the infrastructure assets have been segmentad on a consistent basis with that adopted under IFRS and the
same useful lives adopted. Thaese changss in estimate have been applied prospectively from 1 April 2005 in accordance with APS Cpinion 20.
The effect of these changes was to reduce the depreciation charge for the year ended 31 March 2006 by £1.3 million.

{c} Provisions and liabilitles
Provision accounting under IFRS is similar to US GAAP, except as foilows:

s Under IFRS, restructuring charges are provided in full, from the date of commitment to the plan, including employee termination benefits,
property exit costs, equipment write downs and other restructuring related costs. Under US GAAR, different requirements apply such that certain
restructuring charges are recognised in later accounting periods compared with IFRS. In the year ended 31 March 2006, the group recognised
£1.3 million relating to restructuring provigions (2006; £nil recognised under US GAAR) which were not recognised under US GAAR
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33 Summary of differences between International Financial Reporting Standards and accounting principles generally accepted
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s The group has recognised provisions for contracts where the unavoidable costs of meeting the obligations under the contract exceed the
economic benefits expected to be received. Under IFRS, certain liabilities have been recognised earlier than they would be under US GAAP
as the group has not met the ‘cease-use’ date requirements of US GAAP. Hence, provisions for these types of contract are £4.5 mitlion
lower under US GAAP in the year ended 31 March 2006 {2005: £nil).

* Under US GAAR, a liabiiity is considered extinguished only when the debtor pays the creditor and is relieved of all of its obligations with
respect to the debt, or the debtor is legally released as a primary obfigor under the debt, either judicially or by the creditor. In the year ended
31 March 2005, under US GAAP the group recognised a liability of £26.1 miffion relating to items where the liability had not been legally
extinguished. 'n the year ended 31 March 2008, upon the group’s adeption of 1AS 39, this liability was also recognised under IFRS and the
amount was released to equity.

(d} Capitalisation of interest

Under IFRS, the group elected to not capitalise interest and expense interest charges to the income statement in the year in which they are
incurred. Under US GAAP, interest charges on funds invested in the construction of quaiifying assets during the time required to prepare them
for their intended use are capitalised and amcortised over the life of the respective assets,

(e) (Loss)/gain on sale of business

Differsnces between the gain or loss recegnised on the dispesal of a business recognised under IFRS and that recognised under US GAAP
arise principally because of differences in the carrying valuss of the assets and liabilities of the business. In addition, differences in the gain
or loss may arise if the busingss was previously acguired, due to differences in the carrying amount of goodwill recognised in respect of that
cperation (see ‘Business Combinations” below) and/or, if the business is a foreign operation, due to differences in the cumulative currency
translation differences that are recycled to the income statement on disposa! of the business.

i Iimpairment of long-lived assets other than goodwill

Linder IFRS, long-lived assets are assessed for impairment under 1AS 36 ‘Impairment of Assets’, for each cash-generating unit at each
reporting date by considering whether there are any indications that an asset may be impaired. Goedwill is tested at least annually for
impairment. Long-lived assets are tested for impairment, if there is such an indication of impairment, by comparing the carrying value of the
cash-generating unit with its recoverable amount, which is determined by reference to the estimated discounted cashflows to be generated
from its use or its fair value less costs to sell with the exception of goodwill. If the events or circumstances that triggered the impairment no
longer exist, the impairment is reversed in subsequent pericds.

Under US GAAP, long-lived assets, other than goodwill and intangible asssts with an indefinite life, are assessed for impairment under SFAS
144 ‘Accounting for the Impairment or Disposal of Long-Lived Assets'. Goodwill is assessed for impairment under SFAS 142 ‘Goodwilt and
Other Intangible Assets’ as discussed below. Under SFAS 144, assets are assessed for impairment whenever avents or circumstances
indicate that an asset may not be recoverabie by comparing the carrying vaiue of the asset with the estimated undiscounted cashflows to be
generated by the asset. If this test Iindicates a deficit, any impairment is calculated by cornparing the carrying valug of the asset with its fair
value, which is usually determined by reference 1o estimated discounted cashiflows. Under US GAAPR the restoration of a previously recognised
impairment foss is not permitted.

Under US GAAP impairment reviews ¢f goodwill are carried out at the reporting unit level, which are subdivisions of the group’s reporting
segments, The reporting units may be at a higher level than the cash-generating units assessed for impairment under IFRS. Under US GAAP,
goodwill must be tested for impairment on an annual basis or on an interim basis if an event oocurs or circumstances change that would
reduce the fair value of a reporting unit to a value balow its carrying value. The goodwill test for impairment consists of a two-step process that
begins with an estimation of the falr value of a reporting unit. The first step is a screen for potential impairment and the second step measures
the impairment, if any, by determining the Implied fair value of goodwil. The implied fair value of goodwill is determined by allocating the fair
value to the assets and liabilties of the reporting units, Including any unrecognised intangible assets, in a hypothetical purchase price allocation.

In accordance with 1AS 38, the group performed an impairment review on certain iong-fived assets within its infrastructure management
susiness in the year ended 31 March 2005. This resulted in an impairment of tangible assets of £1.7 million. Under US GAAF there was no
Indication of impairment of the tangible assets on an undiscounted cashflow basis in accordance with SFAS 144. Under IFRS, a previously
‘acognised Impairment of £0.7 miffion was reversed in the year ended 31 March 2005. Under US GAAP, this impairment may not be reversed.

The group also performed an impairment review within its telecommunications business in the year endled 31 March 2003. This resulted in
an exceptional adjustment to value of £25.5 million reprasenting tangible assets of £14.6 million, definite-lived intangible assets of £8.6 million
and goodwill of £2.3 million. Under US GAAP, there was no indication of impairment of tangible or definite-iived intangible assets in the
telecomimunications business on an undiscounted cashflow basis in accordance with SFAS 144, In addition, no impairment of
telecommunications goodwill under SFAS 142 was reguired. In the vear ended 31 March 2008, the group performed an impaliment review
both under US GAAP and IFRS. As a result of higher carrying values ¢f certain agsets under US GAAPR, the impairment recorded in the year
ended 31 March 2006 was higher than that recorded under IFRS by £24.0 million.

{0} Derivatives and hedging activities

Under IFRS, the group adopted 1AS 32 ‘Financial Instruments: Disclosure and Presentation’, and 1AS 39 ‘Financial Instruments: Recognition
and Measurement’, on 1 April 2005 with no retrospective application. IAS 39 requires that all derivative instruments are recognised as assets
or liabilities on the balance sheet and measured at fair value, regardless of the purpose or intent in holding them. Changes in the fair value
of derivative instruments are recognised pericdically either in earnings or shareholders’ equity, depending upon whether the derivative is
designated as a hedge of changes in fair value or cashfiows. For derivatives designated as fair value hedges, changes in fair value of the
hedged item atiributable to the risk being hedged are recorded in the income statement. Changes in the fair value of derivatives that are
designated and effective as hedges of future cashflows are recognised directly in equity and recycled into the income staternent when the
hedged item is recognised in earnings. The ineffective portion of the falr value changes are recognised in earnings immediately.

Under IFRS, certain financial liabilities are designated at fair value through the income statement where the designation eliminates or
significantly reduces a measurement or recognition inconsistency that would otherwise arise from measuring financial instruments or
recognising the gains and losses on them on different bases. In the year ended 31 March 2006, the group recorded gains of £26.8 million
in the income statement in respect of such items.
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Notes to the consolidated financial statements continued

33 Summary of differences between International Financial Reporting Standards and accounting principles generally accepted
in the United States of America continued

For the year ended 31 March 2005, the group did not recognise derivatives at fair value on the balance sheet nor were mark-to-market
amounts recorded in net income. Interest differentials on derivative instruments were charged to the income statement as intersst costs in
the peried in which they were realised. Changes in the market value of futures trading contracts were reflected in the income statement in the
period in which the change occurred. Monetary assets and liabilities denominated in foreign currencies that are hedged by a foreign currency
derivative were translated using the contract rate in the hedging derivative.

Under US GAAF, the group adopted SFAS 133 'Accounting for derivative instruments and hedging activities' on 1 April 2002, SFAS 133 also
requires that all derivative instruments are reccgnised as assets or liskilities on the balance sheet and measured at fair value, regardless of the
purpose or intent in holding them. The group currently does not designate any of its derivative instruments as hedges under SFAS 133, As a
result, under US GAAP, all derivative contracts have been recorded in the balance sheet at fair value at the year end with changes in fair value
recorded in earnings. In the year ended 31 March 2008, £20.0 millich was recorded in earnings.

In accordance with the transition provisions of SFAS 133, the group recorded, at 1 April 2001, a net-of-tax curnulative-effect reduction

of ££88.1 milion in accumulated other comprehensive income within shareholders' equity to recognise at fair value all derivatives that were
previously designated as cashfiow type hedging instruments, Of the transition adjustment of £88.1 million in accumulated comprehensive
income, £84.4 millicn has been reclassified into earnings at 31 March 2006 (£79.2 million at 31 March 2005).

Additionally, a fair vaiue adjustment recognised in accordance with the transition provisions of SFAS 133 increased debt by £163.0 million,
which was offset by a corresponding amount to record derivatives previcusly designated as fair value type hedging instruments. The fair value
adjustment to debt is being amortised over the pericd of the debt in accordance with transiticnal rules. In the year ended 31 March 2006,
amortisation of £17.7 million (2005: £23.2 million) was recognised under US GAAR

US GAAP does not permit financial lizbilities t¢ be designated at fair value through the income statement. Instead, such liabllities are recorded
at amortised cost.

(h) Share-based compensation

Under IFRS, equity-settled share-based compensation is measured at fair value at the date of grant. The fair value determined at the grant
date is expensed on a straight-line basis over the vesting period, based on estimates of the number of options that are expected to vest. The
group applied iFRS 2 retrospectively to all awards that were outstanding but had not vested as at 1 April 2004, except for those equity-settied
awards that were granted on or before 7 November 2002.

Under US GAAP, the group accaunts for stock issued to employees in accordance with Accaunting Principles Board Opinion No. 25
‘Accounting for Stock Issued to Employees' ('APB 25", Under APB 25, options granted under the UK ShareSave scheme are treated as
compensatory. Also, under APB 25, the executive share option scheme and the performance share plan have been treated as variable plans
due to performance conditions attached to the plans. Accordingly, compensation expense has been recognised under US GAAP for the
Sharesave scheme, the executive share opticn scheme and the performance share plan, For all options that include performance-related
criteria the cost is calculated as the difference betweaen the option price and the market price at the end of the reporting pericd. In respect
of the Sharesave scheme, the cost is calculated as the difference between the option price and the market price at date of grant. The cost
is amortised over the period from the date the options are granted 1o the date they are first exercisable, that is, the vesting date.

In the year ended 31 March 2006, £13.5 million was recognised in earnings under US GAAP as compensation expense {2005 £8.4 miflion).

IFRS 2 'Share-based Payment’ does not specifically address the accounting for payroll taxes such as UK National Insurance relating to share-
based payments, However, payroll taxes relating to share-based payments are accrued pro-rata over the option performance pericd based on
the intrinsic value at each reporting date. Under US GAAP, EITF 00-16 'Recognition and measurement of employer payroll taxes on employee
stock-based compensation’ a liability for payrolt taxes is not recognised until the option is exercised. In the year ended 31 March 2006,

£1.2 million was recognised under IFRS which was not recognised under US GAAP {2005: £nil).

{ii Revenue and related profit recognition

The revenue recognition adjustment principally relates to revenues under long-term senvice contracts in the group’s Vertex outsourcing business
and relates to the recognition of up-front fees and the treatment of planned reductions in fees over the terms of such contract. Under IFRS,
revenues under such contracts ate generally recognised using the percentags complation method and applying a cost-to-cost methodology.
Application of a cost-to-cost methodology is explicitly permitted by IAS 18 ‘Revenue’, for long-term service contracts. Furthermore, 1AS 18
emphasises matching of revenues and expenses. As a result, under IFRS, non-refundable set-up fees received from clients as a contribution to
transition costs incurred at the commencement of a contract are recognised as the transition costs are incurred, with any excess recognised as
revenues over the pericd of the contract in line with forecast activity levels. Planned reductions in fees related to anticipated reductions in costs
are recognised as biled since the biling profile reflects the projected cost profile over the term of the contract. In the year ended 31 March 20086,
ravenue of £5.9 million was deferred under US GAAP (2005: £2.3 million) relating to non-refundable set-up fees.

Under US GAAP, revenues under long-term setvice contracts must be recognised based upon proportional performance under the contract.
This is similar to the percentags completion methed; however, use of a cost-to-cost methedology for determining proportional perfermance
under service contracts is not considered acceptable. Instead emphasis is placed on the customers’ perspective under the contract. Since the
customer does not place any separate value upon the set-up of the contract any up-front fees are recognised over the longer of the expected
term of the custemer relationship and the contractual term. Furthermore, since the service received by the customer is similar throughout the
term of the agreement, planned reductions in fees are recognised on a straight-line basis over the contractual term. Under US GAAP the
group has atso elected to expense transition costs as incurred. In the year ended 31 March 2008, revenue under US GAAP was reduced by
£9.8 miflion (2005: £3.5 million} relating to long-term service contracts,

Under [FRS, a provision is required to be recognised for a contract where the unavoidable ¢costs of meeting the obligations under the contract
exceed the benefits expected to be received. The provision is measured at the value of the net obligations and is recorded within operating
expenses. Under US GAAPR such a provision is not necessary due to the different revenue recognition policies. In the year ended 31 March
2008, the group recognised £3.3 milion under IFRS relating to provision for contract losses which were not required to be recognised under
US GAAP (2005: £2.4 million).

Urited Wtlities Anrual Report & Accounts 2006




33 Summary of differences between International Financial Reporting Standards and accounting principles generally accepted
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“f) Business combinations and goodwill
Under both IFRS and US GAAP, the group uses the purchase method of accounting for business combinations, Under the purchase method,
the acquiring entity aliocates consideration for the trangaction to the assets acquired and iiabilities assumed based on thelr estimeted fair
values at the date of acquisition with the difference treated as goodwil.

In accordance with IFRS 1, aff business combinations pricr to 1 Aprit 1999 have been accounted for in accordance with UK GAAP applicable
at the date of acquisition. Purchased gocdwill arising on consolidation in respect of acquisitions before 1 Aprit 1969 was, and remains, written
off to reserves in the year of acquisition. Goodwill written off to reserves prior to 1898 is not included in determining any subsequent profit or
loss on disposal. in the year ended 31 March 2006, £9.4 milion has been de-recognised from goodwill under US GAAP and recognised in
earnings due to the impairment of Your Communications.

Under IFRS, the group recognises as a cost of the acquisition the fair value of contingent consideration payable where it is probable that it
will be paid and it can be reliably measured. Under US GAAR, the group does not recognise contingent consideration until the contingency
is resolved or the amount is determinable. In the vear ended 31 March 2008, the group recognised £13.5 million (2005 £nil) relating o
contingent consideration under IFRS that has not been recognised under US GAAPR.

Under IFRS restructuring provisions are recognised as part of the acquired fiabilities only when the liability, recognised in accordance with
IAS 37 'Provisions, Contingent Liabilities and Contingent Assets', existed at the acquisition date. Under US GAAP, restructuring provisions
can be recognised as part of the acquired liabifities f management has assessed and formulated a plan to exit an activity of the acquired
antity, and has communicated the termination or relocation arrangements to employees of the acquired entity as soon as possible after the
consummation date. The group included an additional £2.8 million within the acquired liakilities of Marlborough Stirling to calculate the value
of goodwiil under US GAAR Please refer to note 24 for further information on the acquisition of Marthorough Stirling.

{k} Defetred taxes

ihe fundamental basis of recognising deferred taxes is similar under both IFRS and US GAAP; however, certain detailed differences exist,
Under 1FRS, deferred tax assets for share-based compensation are calculated based on the intrinsic value of the cutstanding awards, whereas
under US GAAP it is based on the recorded compensation expense. Furthermore, because of the differencas in the carrying value of assets
and liabllities under IFRS and US GAAPR the company has recorded a deferred tax effect for the other adjustments between IFRS and

US GAAP described herein.

(i Classification differences between {FRS and US GAAP

In addition to the differences between IFRS and US GAAP related to the recognition and measurement of transactions by the group, there
are also a number of differences in the manner in which items are classified in the consclidated income statement and conselidataed balance
sheet. These classification differences have no impact on net income or shareholders’ equity.

Proportionate consolidation

The group consolidates its interest in a jointly controlled entity using proportionate consolidation in accordance with IAS 31 'interests in Joint
Ventures’. Under US GAAP, these entities are accounted for under the equity method in accordance with APB Opinion No.18, A summarised
balance sheet and income statement relating to the group's pro-rata share of these entities is presented in note 13. In accordance with IFRS,
a summarised cashflow statement relating to the group's pro-rata share of these entities is presented below:

31 March 2008 31 March 2005

Cashfiow statement data £m v
Cash inflow from operating activities 44.6 312
Cash outfiow from investing activities (26.5) (30.9)

21.6 194

Cash infiow from financing activites

pnsteuction centracts

Jnder IFRS, amounts due to and from customers, in relation to construction contracts, are shown separately as debtors or creditors.

Under US GAAF, unbilled debt, cost accruals, work in progress ang deferred income are classified as separate balances. At 31 March 2008,
£12.5 million was classified as unbilled debt, E£nil as a cost accrual, £11.2 milion as work in progress and ££1.3 million as deferred income
{2005: £20.5 million unbilled debt, £nj cost acorual, £19.2 million work In progress and £1.3 million deferred income).

Disposal of Your Communications

The group has classified the operations of Your Communicaticns as discontinued under IFRS 5 "Non-curtent Assets held for Sale and
Discontinued Operations', as described in note 7. This requires that the group separately classify the results and profits or losses on disposal
of operations as discontinued operations, Operations not satisfying all these conditions are classified as continuing. Under US GAAR, SFAS
144 'Accounting for the impairment or dispesal of fong-lived assets’, Your Communications does not meet the criterla for classification

as a discontinued operation because the equity method investment in THUS Group ple is deemed to meet the definition of a continuing
involvement in the operations of Your Communications. Therefore, under US GAAR, the operations of Your Communications are included

in the group’s continuing operations and the loss on dispesal is reported as part of the profit from continuing operations. Note 1 disclosses
summarised income statement information for Your Communications for the period until its disposal.

Deht issuance costs

Under IFRS, the issuance costs of bank loans are offset against the proceeds received. Under US GAAP, debt issuance costs are recorded
as a separate asset in the balance shest. There is no difference in the amortisation ¢f daebt issuance costs. As at 31 March 2008, the
unamoertised issuance costs offset against bank loans was £12.1 million (2005: £13.1 million).

United Utlties Anrual Report & Accounts 2006

113



Notes to the consolidated financial statements continued

33 Summary of differences between International Financial Reporting Standards and accounting principles generally accepted
in the United States of America continued

{m) Earnings per share (EPS)

Under IFRS, basic EPS is based on the weighted average numbsr of ordinary shares in issue during the year. EPS is the profit in pence
attributable to each equity ordinary share, based on the profit for the financial year atiributable to ordinary sharehalders divided by the

weighted average number of ordinary shares in issue during the year and ranking for dividend in respect of the period. This method is also

used for basic EPS under US GAAR

Under IFRS and US GAAP, diluted EPS must be disclosed. This is based on net income and computed using the weighted average number
of shares in Issue during the year and the dilutive effect of all share options and ordinary share equivalents. This methed is similar to the treasury
stock method used to calculate diluted EPS for US GAAR purposes.

Earnings per share computed in accordance with US GAAP has been based on the following number of shares:

2006

million

Weighted average number of orcinary shares under US GAAP - basic EPS 853.9
Common stock equivalents - dilutve share options . 4.5
MNumiber of A shares 10 be issued ih 2006 {ordirary share equivalent -
Number of A shares that wouid have been dsued at fair value (ordinary share equivalent) -
Weighter average number of orcinary shares under US GAAP - diluted EPS 858.4

As described in note 9 of the consolidated financial statements, earnings per share has been retroactively adjusted for all periods pricr to the
rights issue to reflect the bonus element of the rights issue, as required by IAS 33 'Earnings Per Share’ under IFRS, The same adjustments are
required under US GAAPR

M Provision for doubtful receivables

Fsalancs
at ardg
of pericd
o
For the year ended 31 March 2006
Provision for doubtiid! receivables 127.2 80.0 (51.6} 155.6
For the year ended 31 March 2005
Frovigion for doubtful receivabies 07.8 408 {(21.4) 127.2
Notes:

{a) Amounts charged to costs and expenses.
{b} Bad debt write-offs and charges to afowances, nel of olher adjustments, re-classifications and exchange rale changes.

{0} New LS accounting standards and proncuncements not yet effective

FASE Statement No. 123 Revised ('SFAS 123R") '‘Share-based payment’, issued in December 2004, requires compensation ¢osts related to
share-based payment transactions to be recognised in the financial staternents. Previously, a choice existed under US GAAP to account for
these transactions either under APB 25 ‘Accounting for stock issued to employees’, or SFAS 123 ‘Share-based payment’. This accounting
standard is applicable for accounting periods beginning after 15 December 2005 and will be adopted by the group from 1 Aprit 2006. Adeption
of SFAS 123R is not expected tc have a material impact on the consolidated financial position, results of operations or cashflows.

FASB interpretation No.47 ('FIN 477} 'Accounting for conditional asset retirement obligations’, issued in March 2005, clarifies the term
‘conditional asset retirement obligation” as used in FASB Statement No.143 {(‘SFAS 143" "Accounting for asset retirement obligations” and when
an entity wolld have sufficient information to reasonably estimate the fair value of an asset retirement obligation. This interpretation was effective
as of 1 Aprit 2C05. The group has concluded that this standard has no impact in the year ended 31 March 20086.
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Selected consolidated financial data

The selected financial data set cut below were extracted or derived from the consclidated financial statements. The selscted financial data
shouid be read in conjunction with, and are qualified in their entirety by reference to, the consolidated financial statements and their
accompanying notes. The selected financial data for the ysars ended 31 March 2006 and 2005 and as of 31 March 2008 and 2005 are
extracted from the group's 2006 consolidated financial statements and related notes included herein. The selected financial under US GAAPR,
as of 31 March 2004, 2003 and 2002 and the years then ended have been extracted from historical consclidated financial statemeants not
separately presented herein.

Following a regulation adopted by the European Parliament, the consolidated financial statements have for the first time been prepared in
accordance with International Financial Reporting Standards (IFRS), as issued by the International Accounting Standards Board and adopted
by the European Union. As permitted by first-time application of IFRS, only two vears of IFRS are presented in this report. An explanation of
changes in accounting policies on adoption of IFRS, and reconciliations of net income and equity for the 2005 financial year from previously
applied UK GAAP to (FRS, are included in note 32 to the consclidated financial staternents.

United Utilities prepares its consolidated financial statements in accordance with IFRS, which differs in certain respects from US GAAP.
included in note 33 to the consclidated financial statements are reconciliations of profit after taxation (or net income) and total equity and
the group's financial position under IFRS and those under US GAAP.

The financial information presented in US dollars is presented solely for the convenience of the reader and is translated from sterling to
US dollars at the noon buying rate on 31 March 2006 ¢f 1.74. Such translation should not be construed as a representation that the sterling
amounts actually represent US dollar amounts or could have been convarted in US dollars at the rate indicated or at any other rate.

Amounts in accordance with IFRS
2006 2006 peas
S € e

mfions, exeepl for sfornaion given per share and per ADS:

Financial year ended 3t March

Consotidated income statement data:
Continuing operations

Revenue 4,153.0 2,386.8 21037
Total operating expenses’™ (2,865.4) (1,646.8) (1,452.3)
Operating profit 1,287.6 740.0 G81.4
Investment income 94.G 34.0 383
Firance expense {617.2} {354.7} (322.1)
Profit bolore taxation 764.4 439.3 367.8
Taxation (209.3) {120.3) {96.1)
Profit for the year from continuing operations 5551 319.0 2715
Niscontinued operation™

Loss for the pericdévear from discontinued operation {192.8} {110.8) ©.4)
Minority interest {0.5) 6.3) (1.8
Profit afler tax ang minornity interests 361.8 207.9 260.3

Basic earnings ver sharg™ 42.3 24.3p 33.3p
Dited sarnings per share™ 42.1 24.2n 30p
Dividend per ordinary share (2005 re-presentod) 76.4 43.87p LR
Dividend per ADS™ 152.7 87.76p 484 860
Average nurnber of ordinary shares
in issue — basic {mition) (2005 re-presented) B853.9 B853.9 7810
Average number of ordinary shares
in igsue — diluted imilion) (2005 re-presented)” 858.4 B58.4 865.2
2006 2008
As at 31 March &m £m

Consolidated balance sheet data:

Non-current assets 15,983.6 9,186.C 8.801.0
Current assets 3,672.1 2,110.4 1.348.3
lotal assels 19,655.7 11,296.4 10,1483
Hor-current Habiltios 12,120.1) (6,965.6) (6,428.2)
Current liabifzies (2,957.8) {1,699.9) {(1.578.7)
‘i'o?a.! net assets 4,577.8 2,630.9 21484
Share capital and share premium 3,972.8 2,283.2 1.754.9
Reserves and retained samings 602.0 346.0 3852
Shareholders' equity 4,574.8 2,629,2 2,143.1
Minority nigrest 3.0 1.7 1.3
Tota! equity 4,577.8 2,630.9 91444
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Selected consolidated financial data continued

Finangial year 200§ 2006 20

Other financial data:

Adiusted basic earnings per sharg® £0.88 50.5p 54,00
Avarage number of ordinary shares in issue — basic fmilliony™ 853.9 731.0
Rati of earnings Lo fixed charges™ 2.2% 2.1%

Amounts in accordance with US GAAP

2006 2006 e 2004 e ke
§ £ v i §
Financiaf year ended 31 March fin milions, excapl tor ivenmatio ner 8harg and per ALS;
Consolidated income statement data:
Group turnover™ 4,123.3 2,369.7 2,246.3 2,048.4 18418 1,786.8
Net operating costs (3,368.1) {1,935.7) {1,850.0; (1.518.2) {1,330.5) {1,256.3)
Operating profit 785.2 434.0 8963 530.2 511.3 490.5
Net interest payabile (363.3) (208.8} (254.6) (i75.8 5.3 (283.4)
Profit before tax 391.9 225.2 341.7 354.4 516.6 1971
Tax charge on peofit on ordinary activities (86.7) (49.8} ©9.2) (94.6) SRR 84.3)
Profit aiter tax 305.2 175.4 2525 234.8 405.4 1128
Minority interest (0.5) {0.3} (1.8} 1.6} (2.3 {1.6)
Profit after tax and minortty int 304.7 1751 250.7 258.2 4031 111.2
Basic eamings per sha $0.36 20.5p 32.1p 38.0p 66.50 18.4p
Difuted earnings per share 30.35 20.4p 2800 37 66.3p 18,40
Average number Of ordinary shares in issue - diluted imillion) 858.4 B863.2 6959 6083 6051
2006 2008 2085 23 202
As at 31 March Sm £m O T m
Consolidated balance sheet data:
Non-current assets 18,303.6 10,519.3 9.808.2 90708 8,283.8 7.826.9
Current assets 3,496.2 2,009.3 18062 1,655.9 1.495.7 1.032.8
Total assets 21,799.8 12,528.6 11,214.4 10.726G.7 G,786.5 8,856.7
Current liabifties {2,982.9) 1,714.3) {1,630.1) {1,382.3) 17.280.2) 11,251.4)
Non-current iiabilities (12,006.8) {6,800.5) 6.278.5) {5,969.4) 15,679.9) 4,7:7.5)
Mincrity irtorest (3.0} (t.7) {1.3) 19.6} {17.7) 115.2)
6,807.1 3,9121 3,404.5 3,335.4 27977 28756
Capital s10ck 1,399.1 §04.1 T16.2 FARR: 556.5 5554
Share prermium account 2,449.6 1,407.8 1,0338.7 10231 B74.3 B71.6
Reserves and retained earnings 2,858.4 1,700.2 1,649.8 1.600.5 1,566.9 1,648.1
Sharehoiders’ equity 6,807.1 39121 34045 33354 27977 28756
Financial year 2008 200% 2004 200
Other financial data:
Ratio of earnings to fixed charges® 1.5x 1.8x 2.1x 2.8x 1.7%

(1) Included within total operating expenses arg restructuring items, which are disclosed separately on the face of the consolidated income
statement under |FRS:

2006 2008
Financial year $m £m
Restaicturing costs (44.4) (25.5)

Further details of restructuring under IFRS are given in note 1 of the financial statements.
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{2 As disclosed in note 33() of the consclidated financial statements the disposal of Your Communications on 26 February 2008 does not
qualify as a discontinued operation under US GAAP.

(3) Operating profit before interast and tax is stated after the items scheduled below. The following table sets out the US GAAP equivalent to

IFRS restructuring items from continuing operations:

2006 2006 2005

" Financial year Sm £m

Restructiring coss {42.1) (24.2) 31.8

For business restructuring the decrease under US GAAP of £1.3 million in the year snded 31 March 2008 and the increase of £2.1 million in

the year ended 31 March 2005 relate to costs being recognised in different accounting periods.
[
(5

Calculated based on a ratio of two ordinary sharss to one ADS.

For the purposes of calculating basic earnings per share, the weighted average number of shares in issue under US GAAP is the same
as under IFRS.

(8} For the purposes of calculating the ratio of sarnings to fixed charges, ‘earnings’ consists of profit on ordinary activitias from continuing
operaticns before tax, befare adjustment for mincrity interests in consolidated subsidlanies plus fixed charges, and amortisation of
capitalised interest less capitalised interest and minority interests. ‘Fixed charges’ consists of interest expensed and capitalised plus
amortised premiums, discounts and capitalised expenses related to indebtedness and the interest portion in rent expense.

Rk

{7) The difference between group revenue in 2006 and 2005 under US GAAP of £2,369.7 million and £2,248.3 million respectively, and group

revenue under IFRS of £2,386.8 million and £2,103.7 rmillion respectively, is due to the revenue recognition difference between IFRS and
US GAAP of £15.4 milicn {2005: £4.5 million}, the reclassification of Your Communications’ revenue of £163.6 miilion {2005: £233.6
million} and the reclassification of proportionately consolidated joint ventures' revenue of £185.3 million {2005: £83.5 million} as shown in
note 13 to the consolidated financial statements. Additicnally, in the year ended 31 March 2006 £nil (2005: £3.0 million) was a revenue
recognitions difference in relation to reinstaterment of liabilities as described in note 33(c).

8) Adjusted basic earnings per share has been calculated by dividing adjusted profit for the year by the adjusted weighted average number
of shares in issue.

The adjusted profit for the year excludes restructuring (net of tax), the discontinued operation, deferred 1ax and fair value loss on debt and

derivative instruments (gross of current tax charge). This adjusted measure has been presented to provide a better understanding of the
trading position of the group and a better comparison of annual results. For additional informaticn on the reasons for these adjustments
and a detailed calculation under IFRS, see note 9 to the consolidated financial statements.

&

For the purposes of calculating the weighted average number of shares used in the earnings per share calculations, the A shares have
peen treated as part paid ordinary shares, two A shares being equivalent to one ordinary share, for the period prior to their consolidation
as ordinary shares in July 2005.

Basic and diluted earnings per share have been restated for all periods prior to the rights issue to reflect the bonus elerment of the rights
issue as required by IAS 33 ‘Earnings Per Share’. The same treatment is required under US GAAP. The adjustment factor, based on the
cansideration received from the second stage of the rights issue, Is 1.0862, calculated using 653.5 pence per ordinary share, being the
closing price on 27 June 2005, the last day on which A shares were traded with the rights.

The adjustment factor of 1.0962 is calculated as follows:

Falr value per share immediately before exercise of rights = 6.535 pence
Theorstical ex-rights fair value per share 5.961 pence

The theoretical ex-rights fair value per share is calculated as tollows:

Fair value of all cutstanding shares + Total amount received from exercise of rights
Number of shares outstanding before exercise + Number of shares issued in the exercise

= (717.5 million ordinary shares x 653.5 pence) + (154.6 million A shares x 185 pence) = 5.961 pence
717.5 million ordinary shares + 154.6 millicn A shares
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Useful information for shareholders

Dividends

An interim dividend in respect of each financial vear is normally declared by United Utilities in November/December for payment in the
following February. Since 2003, the final dividend in respect of the financial year has been recommended by directors in May/June and paid in
August, following approval by shareholders in July. Previously, the final dividend was paid in October, The following table sets out the dividends
pald on ordinary and A shares in respect of the past five financial years, excluding any associated UK tax credit in respect of such dividends.

Years ended 31 March

Note 2006 20 2004 20003 2008
Pence per share (i) p r 5} o "
Interim dividend per ordinary share 14.29 14.79 14.43 13.80 15.30
Final dividend per ordinary share 29.58 30.83 2488 3210 370
Total dividend per ordinary share 43.87 45408 4434 47.60 4700
Total dividend per A share n/a 2271 22.155 n/a r/a
US $ per share b s K S $ 3
Interim divicend per ordirary share 0.25 0.28 0.27 022
Fnal diviciend per ordinary shars .51 0.58 0.53 .45
Total dividend per ordinary share 0.76 0.58 Q.80 0.67
Totai dividend per A sharg n/a 0.43 0.40 rva
Total dividend per ADS(S) i (i} 1.52 1.72 1.60 1.34
The exchange rates at the dividend payment dates were as follows:
2006 2004 2008 2o
Exchange rate at interim payment date 1.72 1.86 1.86 1.63 1.42
Exchangs raie at final payment dete i}y 1.74 1.88 179 1.58 1.42

Buring the year ended 31 March 2004, the group announced a five-for-nine rights issue, structured so that the proceeds are received in two
stages. The first tranche of proceeds, received during September 2003, raised £501.2 million (net of costs) from the issuing of A shares. The
second tranche of proceeds was received in June 2005, reflecting the subscription for further A shares. All A shares were consolidated and
reclassified as ordinary shares on the basis of one ordinary share for two A shares. The first dividend for which the inftial A shares ranked was
the 2003/04 interim dividend. The amount of this dividend is 50 per cent of that paid on an ordinary share.

In the table below, dividends per ordinary share and per ADS for pericds prior to the rights issue have been re-presented for comparative
purposes to take account of the bonus element of the first and second stages of the rights issue. The factor applied to prior year dividends is
0.9342, which when combined to the factor applied to the first stage of the rights issue of 0.6072 gives an overall factor of 0.8475. This
overall factor is calcutated using 576.0 pence per ordinary share, being the closing price on 25 July 2003, the last business day prior to the
announcement of the rights issue.

Yoars ended 31 March

Nt 2008 20085 20 200 ie)

Pence per ordinary share {il p 7 i 3 |5
Interim (re-preseried) 14.29 t3.82 13.48 13.74 12.97
Final {re-presented) 29.58 28.61 2791 27.20 28.86
Total (re-presented) 43.87 4243 41.39 40.34 38.83
US $ per ordinary share fi} 5 3 & % B
Interim {re-presented) 0.25 0.26 0.25 0.21 018
Final (re-prasentad) 0.51 .54 0.50 0.43 0.38
Total {re-presented) 0.76 0.80 Q.75 0.64 .56
1.50 .28 2

Total dividend per ADS(S) re-presertes} fis, (i) 1.52 160

Notes:

{1 Dividends per ordinary share, per A share and per ADS exclude any associated UK tax credit avaitable to certain holders of ordinary shares and ADSs. See the 'Taxation” seclion on page 122,
(i) Calculated based on a ratio of two ordinary shares for one ADS.

(i) The exchange rate at the date the 2006 final dividend will be paid is assumed o be £1.00 = $1.74,

Futuwre dividends will depend upon the company’s earnings, financial condition and other factors. Interim and final dividends paid in the past
are not necessarily indicative of future interim and final dividends, or the future relationships between them. A person resident in the UK for tax
purposes who receives a dividend from United Utilities Is generally entitled to a tax credit, currently at a rate of one-ninth of the net dividend
{or ten per cent of the sum of the net dividend and the associated UK tax credit}. For further information, see the "Taxation” section on page 122.

Cash dividends are pald by United Utilities in pounds sterling. Exchange rate fluctuations will affect the US dollar amounts received by owners
of the ADSs on the conversion by the Depositary of such cash dividends paid. In addition, flictuations in the exchange rate between pounds
sterling and US dollars will affect the US equivalent of the quoted pound sterling price of ordinary shares on the London Stock Exchange. and
as a result, are likely to affect the market price of ADSs in the US.
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Exchange controls

.There are currently no UK foreign exchange control restrictions on the export or import of capital which affect the remittance of dividends,
interest or other payments to non-UK resident holders of the company's securities except as otherwise detailed in the ‘Taxation' section of this
document on page 122,

Exchange rates

In this report, unless otherwise specified or unless the context requires otherwise, all references to ‘pound’, ‘sterling’, ‘pounds sterling’, 'GBFP’,
‘¢, 'p’ and ‘pence’ are to the lawful currency of the United Kingdem. The company publishes its consclidated financial statements in sterling.
In this report, all references to ‘US dollars’, ‘'US$' and *$’ are to the lawful currency of the United States of America {"United States’ cr 'US".
Amounts stated in US dollars, unless otherwise indicated, have been translated from sterling at an assumed rate solely for convenience, and
should not be construed as representations that the sterling amounts actually represent such US dollar amounts or could be converted into
the US dollars at the rate indicated or any other rate. Unless otherwise indicated, such US dollar amounts have been translated from sterling
at the rate of £1,00 = $1.74, the noon buying rate in the City of New York for cable transfers in pounds sterling as certified for customs
purposes by the Federal Reserve Bank of New York {'nocn buying rate’) on 31 March 20086. The noon buying rate on 31 March 2006 differs
from the actual rates used in the preparation of the company’s consolidated financial statements, and US dollar amounts used in this report
may differ from the actual US dollar amounts that were translated into sterling in the preparation of such financial statements.

The following tatie sets out, for the financial year indicated, certain information concerning the noon buying rate for pounds sterling and
US doliars per £1.00:

Financial year bigh & jow§ Average” § Parod &' S
2001 1.60 1.40 142
2002 1.48 137 142
2003 1.85 1.43 158 1.5
2004 1.80 1.85 17 1.84
2005 1.85 1.75 1.85 1.89
2006 1.92 1.71 1.78 1.74
1) The average of the noon buying rate on the last day of each month during the relevant period.

Month High § Low B
2006

December 1.77 172
2006

January 1749 174
February 1.78 173
March 1.76 173
April 1.82 .74
May 1.89 183

On 1 June 2008, the noon buying rate was US$1.87 per £1.00.

Material contracts

United Ultilities, through its subsidiary United Utilites Water, holds a licence for the provision of water supply and wastewater services in

an area of north west England comprising 3.1 milion homes and businesses. In addition, United Utllities, through its subsidiary United Utilities
Electricity, holds the electriclty distribution licance for an area in north west England comprising 2.3 milion consumer pramises. For more
information on these licences see 'Economic regulation of wastewater and water’ cn pages 6, 7 and 8 and ‘Economic regulation of electricity
distribution’ on pages 9, 10 and 11.

{3t On 13 Octaber 1698, United Utilities, United Utllities Electricity (formerly NORWERB plc} and North West Water Finance PLC (which was
subseguently replaced by United Utilities Water) established a US$2,000,000,000 European Medium Term Note Programme ('EMTN’) under
a trust deed that was amended on 23 November 2005 between United Utilities PLC, United Uitilities Electricity PLC, United Utilities Water
PLC and The Law Debenture Trust Corporation p.l.c. The maximum aggregate nominal amount of notes which may be outstanding from
time 1o time under the EMTN was increaged t¢ US$3,000,000,000 on 5 October 1999, increased to €4,000,000,000 on 4 QOctober 2001
and further increased to €5,000,000,000 on 38 October 2003, An updated offering circular for the programme was published on 23
November 2005. As at 31 March 2006, a total of €4,033,217,050 of notes were cutstanding under the EMTN;

{b) In March 1998, United Utilities, United Utilities Electricity and North West Water Finance PLC fwhich was subsequently replaced by
United Utilities Water) established an unlisted Euro Commercial Papar Programme (the 'ECP Programme’). The aggregate principal amount
of the notes sutstanding at any one time under the ECP Programme may not exceed US$1,500,000,000 or its equivalent in alternative
currencies. Any notes issued under the ECP Programme may only mature after seven but not more than 385 (364 for sterling notes} days
from issue. The programme amount may be increased from time to time. As at 31 March 2008, a total of US$378,409,524 of notes were
outstanding under the ECP Programme;
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Useful information for shareholders continued

{c) In August 1985, United Utilities Electricity issued £200,000,000 8.875 per cent listed bonds due 2026. The bonds are in bearer form in
denominations of £1,000, £10,000 and £100,000 each and in registered form in amounts of £1.00 or integral muttiples thereof and were
constituted under a trust deed dated 3 August 1985 between United Utilities Electricity and The Law Debenture Trust Corporation p.l.c. as
trustee. United Utilities Electricity issued further bonds on the same terms on 8 July 2001 and 20 December 2001. On 15 February 2002,
United Utilities Electricity issued further bonds, again on the same terms, and consclidated the four issues to form a fungible single series
of an aggregate outstanding amount of £450,000,000; and

{d) On 25 March 1888, United Utilities issued US$500,000,000 6.45 per cent notes due 1 April 2008 under an indenture dated 25 March
1898. On 28 July 1998, United Utilities issued U$400,000,000 6.875 per cent notes due 15 August 2028 under an indenture dated 28 July
1998. All of these bonds are US Securities and Exchange Commission ('SEC'} F-1 registered Yankee bonds. in April 2001, United Wtilities
filed an F-3 shelf registration with the SEC enabling the cormpany to issue up to US$2,000,000,000 of debt securities {the 'US Programme”)
under an indenture dated 17 June 2003 by and between United Utilities PLC and Deutsche Bank Trust Company Americas. On 19 June 2003,
United Utilities issued US$250,000,00C 4.55 per cent notes due 19 June 2018 and on 16 January 2004 issued US$350,000,000 5.37
5 per cent notes due 1 February 2019 under the US Programme. As at 31 March 2008, a total of US$1,500,000,000 of F-1 and F-3 SEC
registered debt securities remain cutstanding.

Memorandum and articles

United Utilities PLC was incorporated on 1 April 1989 and registered with the Registrar of Companies in England and Wales number 2366616,
The memorandum of association of the company provides that its principal objects are, among other things, to be a holding company and to
carry on business as a general commercial company and to carry on any trade or business or activity of any nature which may seem to the
directors to be capabie of being conveniently or advantageously carried on.

Directors

A director of the company shall not vote, and shall not be counted in the quorum, in relation to any resolution of the directors or of a committee
of the directors on any resolution concerning any contract, arrangement, transaction or any proposal whatsoever to which the company is or is
to be a party and in which he has, directly or indirectly, any material interest other than, inter alia, as a shareholder of the company.

So far as the legislation allows, the directors may exercise all the company’s powers o borrow money; 1o mortgage or charge alt or any of the
company’s undertaking, property {present and future), and uncalled capital; to issue debentures and other securities; and to give security either
cutright or as collateral security for any debt, liability or obligation of the company or any third party. Such powers can be amended by the
sanction of a special resolution and at the 2006 annua! general meeting the borrowing powers of the directors were amended so that whilst
the total amount that the directors can borrow does not, as with the previous articles, excesd two and a half times the amount of its adjusted
capital and reserves, when calculating the total amount that the directors may borrow, the amount of any pensicn scheme surplus or deficit
arising from the application of relevant accounting standards has been excluded from the calculation of adjusted capital and reserves.

At the 2005 annual general mesting the limit on the total amount which may be paid in fees for non-executive directors was increased from
£550,000 1o £750,000. Thig limit relates only to the total fees paid to non-executive directors and net to the amount payable to executive
directors in respect of their employment with the company.

The articles adopted at the 2005 annual general meeting incorporate changes which are consistent with those made by The Companies
{Audit, Investigations and Community Enterprise) Act 2004 which clarify and extend the permitted scope of the Indemnity which companies
may provide for their directors and employees.

A director shall be capable of being appointed or re-elected as a director despite having attained the age of 70 or any other age and shall not
be required 1o retire by reason of his having attained any particular age and section 283 of the UK Companies Act 1985 {'the Companies Act’)
{relating to the appointment and retirement as directors of persons who are aged 70 or over) shall not apply. A director shall not be required
to hold any shares in the company.

The articles provide for directors to retire from office and seek re-slection by the company’s sharehoiders in various circumstances. A director
appointaed by the board must retire at the next annual general meeting of the company following his appointment. A non-executive director
who has served as a director of the company for a continuous period of nine years or more must retire from office at each following annuat
general mesting. Ordinarily each director must retire at the third annual general mesting following his appointment or last reappointment by the
shareholders of the company.

in addition, at each annual general meeting one third of the directors (or, if their number is not three or a multiple of three, the number nearest
to but not exceeding ene third) must retire from office by rotation. In determining the number and the identity ¢f the directors required to retire
by rotation, those directors required to retire as a result of their initial appointment by the board and non-executive directors retiring under the
‘nine-year’ provision, are not taken into account. In each case, the retiring directors may offer themselves for reappointment by the company’s
shareholders at the meeting at which they are required to retire,
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Shares

The holders of shares of the company are entitled to the profits of the company avallable for distribution and resolved to be distributed, in
proportion to the number of shares held by them and the amounts paid up or credited as paid up on such shares. With the sanction of an
ordinary resolution of the company, the directors may offer any holders of shares the right to elect to receive further shares, credited as fully
paid, instead of cash in respect of the whole or part of any dividend. All dividends unclaimed for a period of 12 years after having been
declared shall {if the board sc resolves) be forfeited and shall cease to be owed by the company.

On 6 July 2005, all the A shares were converted into ordinary shares upon the completion of the two stage rights issue and all references

to them are now omitted from the articles of association. All the A shares were converted inte ordinary shares at a rate of two-for-one.

A Special Resolution was passed at the 2006 annual general mesting such that the articles now contain a number of provisions reflecting

the fact that any shares held in treasury shalii not rank for dividends or carry voting rights and shall, for certaln purposes, be deemed excluded
from the company’s issued share capital.

If the company is wound up, the liguidator may, with the sanction cof a Special Resolution of the company and any other sanction required by
iaw, divide among the members in specie the whole or any part of the assets of the company and may, for that purpose, value any assets and
determing how the division shall be carred out as between the members or different classes of members. Any such division may be otherwise
than in accordance with the existing rights of the members but, if any division is resclved otherwise than in accordance with such rights, the
members shiall have the same right of dissent and consequertial rights as if such resolutfon were a special resolution passed pursuant to
section 110 of the Insolvency Act 1886. The liguidator may, with the like sanction, vest the whole or any part of the assets in trustees on such
trusts for the benefit of the members as he, with the like sanction, shall determine, but no member shall be compelled to accept any assets
on which there is a liability.

All substantive resolutions put to a vote at a general mesting shall be decided on a poll. Al other resolutions shall be decided on a show of
hands. Every holder of ordinary shares present in person shall on a show of hands have one vote, and every holder of ordinary shares present
in person or by proxy shall on a polf have one vote for every ordinary share of which he is the holder. At the 2006 annual general meeting,

a Special Resolution was passed so that the articles contain a number of provisions so that proxies may now be submitted either by delivery
of a proxy form or by electronic means.

The chairman of a general meeting has absolute discretion in determining whether a resclution is a substantive resolution ar another resolution
and his decision shall be final. Iif a shareholder has been given notice in accordance with section 212 of the Companies Act and has failed to
provide the necessary information in accordance with the statutory timeframes, the shareholder shall not be entitled to exercise their right to
vote at the meeting; a further restriction exists should a call or any other sum due and payable by the shareholder remain unpaid.

Section 80 of the Companies Act provides that, to allot any relevant securities (as defined in the Companies Act and which includes, with
certain exceptions, shares and securities convertible into shares), the directors reguire authorisation which may be given in the articles of
association or by ordinary resolution of shareholders stating the maximurn amount which may be allotted and the date on which the authority
will expire {being not more than five years from the date of such authority).

Shareholders have rights of pre-emption in respect of the allotment of equity securities {as defined in the Companies Act and which includes,
with certain exceptions, shares and securlties convertible into shares) which are, ¢or are to be, paid up in cash, although these pre-emptive
rights can be displaced or modified by a special resolution of the sharehoiders or under the articles of association.

The autherity given by such a special resolution can last for five years. In practice, a company whose shares are publicly traded is unlikely to
receive shareholder congent for the disapplication of pre-emptive rights in respect of shares representing more than five per cent of its existing
issued ordinary share capital.

Subject to the exceptions referred to below, if a holding of any class or classes of shares or any interest in them {other than certain exempt
interests) reaches three per cent of the aggregate nominal value of the issued voting share capital {or, in the case of the company's share
capital being divided into different classes, issued voting shares comprised in the relevant class), the shareholder {whether foreign or dornestic)
must natify the company of the interest within twoe business days of the acquisition taking the holding over three par cent and of any
subsequent increase or decrease in the extent of that interest.

There are less stringent requirements for certain categories of interests in shares {'non-material interests'), for example, interests hald by
managers of certain collective investment schemes. Non-material interests need only be disclosed when the aggregate of those interests and
other interests (other than exempt interests} reaches a threshold of ten per cent of the aggregate nominal value of the share capital concerned.
The Companies Act gives a public company power to require persens whom it believes to e, or to have been within the previous three vears,
interested in its voting shares, to disclose prescribed particulars of those intergsts. Failure to supply the information required is an offence and
may lead to disenfranchisement of the relevant shares and a prohibition on their transfer and con dividend and cther payments in respect of
them and the issue of additional shares in respect thereof.

Under the ‘Rutes Governing Substantial Acquisitions’ of shares, where a person or comipany acquires 15 per cent or more of the voting
rights of a fisted company or where an acquisition increases their holding of shares or rights over shares which would amount to an increase
in voting rights by a whole percentage point. notification must be given to the company and the London Steck Exchange no iater than noon
on the business day following the date of acquisition.
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Useful information for shareholders continued

Gieneral meetings

21 clear days' written notice is required to be given to shareholders for an annual general meeting or an extraordinary general meeting where
a special resclution is to be proposed. Crdinarily, cnly 14 clear days’ notice is required for an extraordinary general meeting, An annual general
meeting can be held at shorter notice provided that all the shareholders entitied to attend and vote agree; and, in the case of an extraordinary
general meeting, if shareholders holding 95 ger cent in nominal value entitled to attend and vote agree. if a shareholder is unable 1o attend the
general meeting they are entitied to appoint a proxy to vote on their behalf and a corporate bedy is entitied to appoint a corporate representative
1o vote on its behalf. The articles of association adopted at the 2005 annual general meeting added a number of provisions which reflect the
fact that proxies may be submitted either by defivery of a proxy form or by electronic means either by the company’s registrars or by the
CREST proxy appointment service.

Not more than 15 months shall elapse between one annual general meeting and the next. In addition to the directors, a member or members
holding not less than one-tenth of the paid-up capital can require that a general meeting be convened.

There are no limitations imposed by UK law or the company’s memorandum and articles of association which restrict the right of non-UK
resident or non-UK citizen owners, as cpposed to UK resident or citizen owners, to hold shares in the company or to exercise any veting
rights. However, shareholders with a registered address outside the UK are not entitled to receive nctice from the company, including notices
of general meetings, unless they have given the company an address in the UK to which such notices may be sent.

All shares of the same share class rank pari passu.

Taxation

The following is a summiary of the principal US federal and UK tax considerations that are likely to be material to the ownership and disposition

of ordinary shares or ADSs by a holder that is a resident of the US for the purposes of the income tax convention which was signed on behalf of
the US and the UK on 24 July 2001 and entered into force on 31 March 2003 {the ‘Treaty’) or, in the circumstances described below, the previous
income tax convention between the US and the UK (the ‘Oid Treaty") and is fully eligible for benefits thereunder (an ‘eligible US holder’) and
satisfies the three conditions set out below. The summary does not purport to be a comprehensive description of all of the tax considerations that
may be relevant to a holder of ordinary shares or ADSs. In particutar, the summary deals only with eligible US holders which hold ordinary shares
or ADSs as capital assets, and does not address the tax treatment of investors which are subject to special tax rules, such as banks, tax-exempt
entities, insurance companies, dealers in securities or currencies, persons that elect mark-to-market treatment, persons that hold ordinary shares
or ADSs as part of an integrated investment (including a ‘straddle’} cormprised of an ordinary share or ADS and cne or more other positions, and
persons that own, directly or indirectly, ten per cent or more of the voting stock of the company. This summary is based on the Treaty, the Old
Treaty and the tax laws of the US and the UK in effect on the date herecf, which are subject to change.

Hoiders should consult their own tax advisers with respect to the implications in their own particutar circumstances of the election, including
the possible entitiernent to a special US foreign tax credit described below under ‘Taxation of dividends — United States'.

This summary applies to eligible US holders if they are:
» the beneficial owner of the ordinary shares or ADSs and of any dividends received;

* an individual citizen or resident of the United States, a US corporation, or otherwise subject to US federal income tax on a net income
basis in respect of their shares or ADSs; and

* not also a resident of the United Kingdom for UK tax purposes and they do not hold ordinary shares or ADSs in connection with the
conduct of a business threugh a permanent establishment or the performance of personal services through a fixed base in the UK.

Special rules, including a limitation of benefits provision, apply in limited circumstances under the Traaty to shares or ADSs owned by an
investment or holding company. This section dess not discuss the treatment of such holders,

Holders should consult their own advisers regarding the tax consequences of the acguisition, ownership, and dispesition of ordinary shares
or ADSs in the light of their particular circumstances, including the effect of any state, local, or other national laws.

Beneficial owners of ADSs will be treated as owners of the underlying shares for US federal income tax purposes and deposits and
withdrawals of shares in exchange for ADSs will not result in the realisation of gain or loss for US federal income tax purposes.
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Taxation of dividends

United Kingdom

There is no UK withhoiding tax on dividends. A shareholder resident for UK tax purposes in the UK who receives a dividend from the company

will generally be entitled to & tax credit equal to cne-ninth of the dividend. The Oid Treaty aliowed an eligible US holder to claim a similar tax
~credit from the UK Revenue. However, it alsce provided for a notional UK withholding tax which, in the case of an eligible US holder that
-owned, directly or indirectly, less than ten per cent of the vating stock of the company, was set at 15 per cent of the aggregate of the dividend

and the credit. This meant that no amount was actually payable to such holders by the UK Revenue in respect of thelr tax credit entitlement.

The Treaty provides neither for the right to claim the credit nor for the notional withholding tax. The result is that no eligible US holder will be
entitled by virtue of the Treaty to an additional payment from the UK Revenue on receipt of a dividend from the company.

United States

Eligible LS holders must include dividends received in ordinary income on the date such a holder or ADS depositary received them. The
dividends will be treated as foreign source income. Eligible US holders should determine the amount of dividend income by converting pounds
sterling into US dollars at the exchange rate in effect on the date of such helder's {or the depositary’s, in the case of ADSs) receipt of the
dividend. Subject to certain exceptions for positions that are hedged or held for less than 61 days, an individual eligible US holder generally
will be subject to US taxation at a maximum rate of 15 per cent in respect of ‘gualified dividends’ received before 2009,

Dividends received with respect to the ordinary shares or ADSs will be qualified dividends if Linited Utilities was not, in the year prior to the
year in which the dividend was pald, and is not, in the year in which the dividend is paid, a passive foreign investment company (‘PFIC'").
Based on United Utilities' audited financial statements and relevant market data, United Utilities believes that it was not treated as a PFIC
for US federal income tax purposes with respect to its 2004 or 2005 taxable year. In addition, based on United Utilities' audited financial
statements and its current expectations regarding the value and nature of its assets, the sources and nature of its income, and relevant
market data, United Utilities does not anticipate becoming a PFIC for its 2006 taxable year.

Taxation of capital gains

tnited Kingdom

Gain realised by an eligible US holder on the sale or other disposition of ordinary shares or ADSs will not be subject to UK taxation, provided
ihat such shares are not hald in connection with a UK tranch or agency ar {in relation to a corporate holder) a UK permanrent establishiment,

United States

Gain realised ¢n the sale, exchange or ¢ther disposition ¢f ordinary shares or ADSs will be included in income for US tax purposes and wit
be iong-term capital gain if the ordinary shares or ADSs were held for more than one year. The net long-term capital gain recognised by an
individual eligible US hoider before 1 January 2009 generally is subject to taxation at a maximum rate of 15 per cent.

Backup withholding tax and information reporting

Distributions made on ordinary shares and proceeds from the sale of ordinary sharss or ADSs that are paid within the UK or through certain
US-related financial intermediaries to US holdars are subject to information reporting and may be subject to & ‘backup’ US withholding tax
unless, in general, the US holder complies with certain procedures or is a corporation or other person exempt from such withholding. Holders
that are not US persons generally are not subject to information reporting or backup withholding tax, but may be required to comply with
applicable certification procedurss to establish that they are not US persons in order to avoid the application of such infermation reporting
requirements of backup withholding tax 1o payments received within the US or through certain US-related financial intermediaries,

Stamp duty and stamgp duty reserve tax
A transferge of ordinary shares will generally be required to pay UK stamp duty or stamp duty reserve tax at a rate of 0.5 per cent of the
consideration paid for the transfer.

However, no UK stamp duty should be payable on the transfer of an ADS or beneficial cwnership of an ADS, provided that any instrument
of transfer is executed and remains at all times outside the UK, and no UK stamp duty reserve tax should in any event be payable on an
agreement to transfer an ADS or beneficial ownershig of an ADS.
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Useful information for shareholders continued

Listing and price history

The principal trading market for the shares of the company is the Londen Stock Exchange. The ordinary shares have been listed on the
London Stock Exchange since 12 December 1989. The American depositary shares {ADSs), each representing two ordinary shares, have
been listed cn the New York Stock Exchange since 28 January 1998, The ADSs, evidenced by American depositary receipts (ADRs), are
issued by JPMorgan Chase Bank, N.A., as Depositary under & Deposit Agreement dated 9 June 2008 between the company, JPMorgan
Chase Bank, N.A. and the helders from time to time of ADSs.

The table below sets out, for the periods indicated, {i} the highest and lowest middle-market quotations for the crdinary shares {as derived
from the Dally Official List of the London Stock Exchange), and {ii} the reported high and low sale prices of the United Utilittes ADSs on the
New York Stock Exchange.

1 Siock Erchange Mevi York Stock Ex
iy share

High o} Low i Fogh (US%)
Financiat year 2002 £82.3 4997 16.95
Financial year 2003 5Y7.6 476.8 17.98
Financial year 2004
First quarter 544.3 504.9 18.85 16.57
Seccond quarter 505.8 454 .8 16.60 14.69
Third quarter 511.8 453.8 18.23 15.47
Fourth quater 525.0 4725 19.70 17 42
Financia! year 2005
Forst quarter 561.0 5185 2062 19.07
Second quarter 558.5 505.0 20.36 18.69
Thixg quarter £33.0 545.0 25,16 2013
Fourth guarter 862.5 5985 25,48 2296
Financial year 2006
First quarer $85.0 623.5 25.40) 23.80
Second quarter £65.0 623.0 2475 2234
Thirct auarter £66.5 $512.0 P24.44 21.61
Fourth guarter 700.0 651.0 24.05 23.34
December 2005 B885.5 645.5 24,44 23.00
January 2006 678.0 851.0 2446 23.35
February 2006 7000 879.0 24.7% 23.83
March 2088 700.0 674.0 24.98 23.63
Financial year 2007
Aprit 2008 £895.5 671.0 24.91 23,90
May 2006 673.0 642.0 75.37 724,48

These share prices have been adjusted for all pericds prior to the rights issue using an adjustment factor based on the consideration received
from the first stage of tha rights issue and assumed proceeds from the second stage, which were received in June 2005. The adjustment
factor is 0.8646 calculated using 531.5 pence per ordinary share, being the closing price on 26 August 2003, the date of approval of the
rights issue at the extraordinary general meeting. This adjustment reflects the full bonus element of the rights issue which arose at the first
stage, as demonstrated by the movement in the share price following the approval of the rights issue at the extraordinary general meeting.

Occuments on display in the US

United Utilities is subject to the information requirements of the US Securities Exchange Act of 1934 as amended (the ‘Exchange Act’), and is
therefore required to file reports, including annual reports on Form 20-F, and other information with the US Securities and Exchange Commission.
These materials, including this annual report and the exhibits to Form 20-F, may be inspected and copled at the Commission'’s public
reference rooms in Washington, DU, New York, NY and Chicago, . Please call the Commission at +1-800-732-0330 for further information
on the pubiic reference rooms. Any filings made electronically will be made available to the public over the internet at the Commission’s
website at www.sec.gov.
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Other useful information for shareholders

Key events for shareholders

The company is holding its 2006 annual general meeting on Friday 28 July 2006 at the Bridgewater Hal, Manchester, Engiand. The mesting
will start at 11.00 a.m. The notice calling the meeting and a full explanation of the resclutions to be proposed at the meeting are set out in the
leaflet sent to shareholders with this report.

During the next year, the company wilk

» pay the 2006 fina! dividend on 25 August 2008;

» announce the haif-year results in Decernber 2006;

* pay the 2007 interim dividend in February 2007;

s announce the preliminary full-year results in May/June 2007;

+ publish the combined annual report and accounts and Form 20-F, the stakeholder report and summary financial statement in June 2007,
and

* hold the annual general meeting in July 2007.

Keeping you in the picture

You can find more information about United Utilities quickly and easily on the United Utifities website. In addition to the annual report and
accounts, the stakeholder report and other reports, company announcements are also published on the website, including the interim and

preliminary results annoUncements and associated presentations. www.unitedutilities,com/corparatereports

In addition to these reports, the group also publishes in printed form a wide range of reports, leaflets and factisheets about aspects of its
businesses. You can get more information about them from Gaynor Kenyon, group director of communications, at Dawson House, Great
Sankey, Warrington WAS 3LW (telephone; +44 {0) 1925 237000; email: gaynor.kenyon@uuple,co.uk).

Copies of the separate regulatory accounts for the year ended 31 March 2008 for the licensed water and electricity businesses, which are
required to be given to the water and erergy regulators, are avallable free of charge. If you would like copies please contact Jonathan Willams
in the group secretariat on +44 (D) 1925 237000, or alternatively they are available on the websie.

Enguiring about your sharehalding
If you want to ask about your shareholding, or need any information, please contact the company's registrar, Lioyds TSB Registrars,

h The Causeway, Worthing, West Sussex BN99 6DA {telephone; +44 (0) 870 600 3971 or textphone for shareholders with haaring difficutties:
- +44 () 870 GO0 3950).

The ragistrar's website allows shareholders with internet access to view details of their sharehcldings and dividends, to vote at general
meetings and to register to receive communications electronically. You can use the tools on the website t0 value your portfolio by reference
to a recent market price and, if you wish, sell your shares online. To register with Shareview go to www.shareview.co.uk, click on ‘Create a
portfolio’ and follow the onscreen registration process using the eight-digit account number on the enclosed proxy form.

If you have received mare than one copy of this document, you may have more than one acceunt in your name on the register of members.
To merge your holdings, please write to Lloyds TSB Registrars at the above address, giving details of the accounts concerned and how you
want them to be merged.

aying your dividends direct to your account

The registrars pay dividends direct to a shareholder’s bank or building society account through the BACS (Bankers' Automated Clearing
Service) system. If you have not alrsady arranged for your dividends to be paid direct to your bank or building society account and you want
to do 50, please coniact the company's registrar, at the address above.

Deaaling in Uniteg Utllities™ shares cost effectively
You can now buy or sell our ordinary shares using Lloyds TSB Registrars’ low cost share dealing service (telephone: +44 (0) 870 850 0862)
or deal online at www.shareview.co,uk/dealing

Holding your shares tax efficiently

The United Utilities' single company ISA {a Maxi or Mini shares-only individual savings account), managed by Lloyds TSB Registrars, offers a
tax-efficient way of holding United Utilities' shares. To get more information, please ring +44 [0} 870 24 24 244 stating that you are a United
Utilittes sharehclder.

Donating sharas to the ShareGift scheme

Many shareholders can find themselves owning parcels of shares so small that it would cost more to sell them than they are waorth. The
ShareGift scheme, a registered charity administered by The Orr Mackintosh Foundation, allows you to donate shares to the Foundation which
aggregates them, sells them when possible and donates the proceeds to a growing list of charities. If you would like further information, write
to The Orr Mackintash Foundation. 46 Grosvenar Streat, Londaon, W1TK SHN ({telephone: +44 {0) 20 7337 0501}, or visit the schaeme's website
at www.sharegift.org
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Useful information for shareholders continued

Enguiring about the American listing

United Utilities’ shares are listed on the New York Stock Exchange in the form of American depositary shares {ADS), evidenced by Arnerican
depositary receipts {ADR), and trade under the symbol UU. Each ADS represerits two shares. JPMaorgan Chase Bank, NLA. is the dspositary
and its address for enquiries is JPMorgan Chase Bank, N.A., JPMorgan Service Center, PO Box 3408, Scuth MHackensack, NJ 07606 3408.
Telephone: (800) 900 1135 (US toll free) or outside the US, +1 {201} 680 6630 or visit the website at www.adr.com/shareholder

ADR holders can get a copy of the annual report on Form 20-F, which is filed with the Securities and Exchangs Commission in the USA from
JPMorgan Chase Bank, N.A. Other shareholders can obtain a copy of the annual report on Form 240-F from Jonathan Willams in the group
secretariat on +44 {0)1925 237000, or alternatively the report is available on the website. The combined annual report and form 20-F is filed
with the Securities and Exchange Commission in the USA and can be found on its website al www.sec.gov

Avaiding unsolicited mail

The company is legally obliged to make its register of memibzers available to other organisations. Because of this, you may receive mall you have
not asked for. if you want to limit the amount of personally addressed unsolicited mall you receive, and you have a UK registered address, please
write to the Mailing Preference Service, MPS Frespost LON2G771, London WIE OZT, or register by telephoning +44 {0} 845 703 4599 or online
at www.mpsonline.org.uk

If you have any further questions about your dividend or shareholding, please call the heipline cn +44 {0) 870 600 3971 or visit the website.
www.unitedutilities.com
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Cross reference to Form 20-F

The information in this document that is referred to below shall be deemed to be part of the annual report on Form 20-F for 2006 that has
been filed with the Securities and Exchange Commission. This information is the enly information that is intended to be filed or incorporated
by reference into any filing made by the company under applicable US securities laws.

Pages

Iter 1 - Identity of directors, senior management and advisers
Not applicable -

Iltem 2 — Offer statistics and expected timetable
Not applicable -

item 3 - Key information

Selected consolidated financial data 115-117
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ltem 5 — Cperating and financial review

and prospects 2,16-28
Executive overview 2-3
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Liquidity and capital resources 24-27
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,Z\udit committee 60
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Directors' share interests 38-39
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Major sharecwners 39
Related party transactions 102
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Significant changes 18

item 9 — The offer and listing
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RMarkets 4

Pages
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ltern 16 ~ [Reserved] -
Item 18A — Audit committee financial expert 60
item 16B — Code of ethics 30
item 16C - Principal accountant fees and services 61
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for audit committee
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itern 16 E - Purchases of equity securities by the issuer
and affiliated purchasers
Not applicable -

item 17 — Financial statements
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Fited with SEC on Form 20-F

Consclidated incorme statement 64
Balance sheets 65
Cashflow statements 67
Statements of recognised income and expense 66
Notes to the financial statements 75-108

Summary of differences between International Financiat
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In the United States of America 109-114

ltem 18 — Financial statements
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Item 19 ~ Exhibits
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Glossary

A shares

Common stock/share of 50 pence each

Allotted

Issued

Called-up share capital

Ordinary and A shares, issuad and iully paid

Non-current liabi

Long-term fiafy

Depreciation

Amortisation

Finance ‘ease

Capial lease

Employee share option

Ermnpioves stock option

Sharehoiders’ eauily

Stockrolders’ equity

Financial year

Fiscal vear

Nan-current agset investments

Long-term investments

Freehold

Ownership with apsolute rights in perpetuity

Fresholo land

Land owned

Gearing

L.evarage

Investment income

Interest ncoma

Finance expense

nterest expense

Nomina! value

Par vaue

Orginary share

Common stecik/share of £1.00 each

Pension scheme

Pension plan

Profit Incoma (or earnings)
Reserves Swockholders' eguity othar than capital siock

Share capital

Shares, capilal stock or comrmnon stock wsued and ly paid

Share premium account

Premiums oaid in excess of par value

Shares

Uniess further defined, both A shares and ordi

ary shares together

Shares In issue

Shares outstanding
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United Utilities plc — Annual report and accounts and Form 20-F 2006

in this report, references to ‘company’ or ‘United Utlilities’ are to United Utilities PLC, either alone or tegether with its consclidated
subsidiaries, as the context requires. References tc ‘group’ are to United Utllities PLC together with its consolidated subsidiaries.
References to ‘United Utilities Electricity’ are to United Utilities Electricity PLC, to “United Utilities Contract Solutions’ are to United
Utilities Caontract Solutions Haldings Limited and subsidiaries, to ‘United Utilities Industrial’ are to United Utilities Industrial Limited and
subsidiarias, to ‘United Utilities Natwarks’ are to United Utilities Networks Limited and, up until 31 March 2003, the metaring and
connections activities of United Utilities Water and United Utilities Electricity, to ‘United Utilities Customer Sales' are to United Utilities
Customer Sales Limited and the custoemer relationship activities of United Utilities Water, to "United Utilities North West’ are to United
Utllities North West PLC and to the asset management activities of the wastewater, water and electricity network assets owned by
United Utilities Water and United Utilitles Electricity, to ‘United Utilittes Water’ are to United Utilities Water PLC, to *Vertex' are to Vertex
Data Science Limited and to Martborough Stirling are to Vertex Financizal Services Hoidings Limited (formerly Marlborough Stirling plc)
and subsidiaries and to 1st Software are to 1st Software Group Limited and subsidiaries which are all wholly owned subsidiaries of
the company. Refersnces to “Your Communications’ are to Your Communications Group Limited and subsidiaries, which companies
were sold to THUS Group plc on 26 February 2006.

References are also made to specific terms which bear the following meanings;

- ‘Megawatt’ MW} - a megawatt is a unit of power equal to cne million watts.

- ‘Gigawatt’ (GW)} - a gigawatt is a unit of power equat te one billion (cne thousand millicn) watts.

— ‘Gigawatt-hour’ (GWh) - one gigawatt-hour represents one hour of electricity consumption at a constant rate of 1GW,
~ ‘Kilowatt' (kW) - a kilowatt is a unit of power equa! to one thousand watts. -

- ‘Kilovolt’ (kV) — a kilovolt is a unit of electrical potential equal to 1000 voits,

- ‘Megalitre' (M) - one megalitre equals one million litres.

~ "Kiloiitre’ (ki) - one kiolitre equals one thousand litres.

- 'Microgram’ (ug) - a microgram is one millionth of a gram.

The company's registered office is located at Dawson House, Great Sankey, Warrington, WAS 3LW, England and its telephone
number is +44 (0Y1925 237C00. The company is registered in England number 2386616.The website address is
www.unitedutilities.com.

The company's financial year ends on 31 March of each year, Unless the context otherwise requires, references in this report to
“financial year' or to a particular year {e.g. 2005/06) are to the 12 months ended on 31 March of that year.

This is the report and accounts and Form 20-F of United Utilities PLC for the financial year ended 31 March 2006. It contains the
annual report and accounts in accordance with International Financial Reporting Standards as adopted for use in the European LUnion
and a reconciliation to US generally accepted accounting principles. This document also incorporates the annual report on Form 20-F
as requirsd by the US Securities and Exchange Commission (the ‘SEC'), however the document filed with the SEC may be supple-
mented with further information or amended if necessary.
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